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For  Reference 
Do  Not  Take 
I  From  the  Library 


Every  person  who  maliciously 
culs,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 
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MPANIES  THAT  KNOW 
'ERYTHING  ABOUT  YOU 

IE  RICHEST  PEOPLE  IN  CHINA 

VIDEND  HEIST  WHEN 
MPANIES  WANT  THEM  BACK 


Ahh,  marriage.  A  heartfelt  agreement  to  spend  your  lives  together.  So  what's  another  hour  or  two  apart?  Especiall  i 
Hey,  if  he's  really  Mr.  Right,  he'll  understand  that  the  allure  is  almost  impossible  to  resist.  Call  i-800-FOR-MER 


Model  shown  2003  E  500  with  optional  Sport  Package. 


Mercedes-Benr  USA,  LLC.  A  DaimlerChrysler  Company 


jce  you  drive  one,  there's  no  turning  back. 
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in  the  new  E  500  Sedan,  with  its  5-liter  V-S  engine  and  driver-adjustable  airmatic  suspension. 
tys  at  MBUSA.com.  Introducing  the  all  new  E-Class.  Experience.  Unlike  any  other. 


FIRST  THINGS   FIRST. 
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ADVANCED 

ROUTING  TECHNOLOGY. 


All  online  brokers  are  not  the  same. 

Some  offer  advice.  Others  offer  banking,  lending 
and  credit  services.  Some  do  all  of  the  above. 
Not  us.  We're  simply  about  trading.  And  if  you're 
serious  about  trading,  then  that's  good  newsforyou. 

The  merger  :  i  Ameritrade  and  Datek  makes 
us  the  na'  on's  largest  online  brokerage,  moving 
more  ^   iine  trades  than  any  other*  It  also  centralizes 
th    cools,  information,  value  and  support  that 
traders  use  to  make  fast,  educated,  confident 
decisions. 

No  matter  where  you  go  for  insight  -your  advisor, 
your  online  tools,  or  your  gut  -  it  makes  sense  to 
place  your  trade  at  Ameritrade. 

Here's  why: 


You  don't  have  milliseconds  to  waste.  So  Ameritrade 
works  with  multiple  market  centers,  seeking 
best  execution  on  your  orders."  In  fact,  many 
of  the  trades  placed  through  Ameritrade  are 
directed  to  electronic  market  centers  where 
buyers  and  sellers  are  matched,  usually  within 
seconds,  without  human  intervention. 
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AMERITRADE'S   COMMAND 
CENTER   SCREEN. 


Site  navigation  can  be  tricky  and  time  consumin 
on  some  trading  sites.  Ameritrade's  command 
center  screen,  however,  integrates  the  tools  you 
need  to  trade,  on  a  single  page.  Tools  like  rapid 
order  entry- which  saves  time  by  allowing  you  1i 


EXPERIENCE   THE   THRU 
POWER   TRIP.  TWENTY-Fi: 
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AMERITRADE   STREAMER! 


Many  online  brokers  offer  streaming  market  data. 
Only  Ameritrade  gives  you  Streamer.®  Originally 
developed  by  Datek,  Streamer  offers  sophisticated 
tools  that  help  you  plot,  measure  and  react  to  market 
nuances.  Track  up  to  20  indices  at  once.  Create 
new  indices.  View  the  most  active  stocks.  Set  alerts. 
View  last  sale  on  any  stock.  All  for  free.  Plus,  Level 
II  Quotes  and  Streaming  News  are  available  for  just 
a  small  extra  charge.'  Streamer  It's  indispensable. 
And  only  Ameritrade  has  it. 
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enter  orders  with  short  text  strings  and  a  singk 
click  -  streaming  quotes,  six  indices,  buying  powe 
positions,  balances  and  open  orders!  All  visible  a1 
once.  All  within  reach. 


■Source:  JPMorgan  Equity  Trading  Market  Share  Analysis:  Second  Quarter  2002  (dated  August  28.  2002).  Data  based  on  average  dally  trade  volume  o(  non-professional  or  seml-prolesslonal  online  traders.  'Streamer,  the  cc 
screen.  Level  il  and  Streamina  News  are  not  available  to  protessionals  as  delined  by  the  exchanges.  Access  to  real-time  market  data  is  conditioned  on  your  acceptance  of  the  exchange  agreements.  Ameritrade  is  i 
lor  the  quality  and  sullabillty  ofthlrd-party  financial  or  investment  Information  or  services,  including  market  data  provided  by  the  exchanges.  Please  consult  other  sources  of  information  and  consider  your  individual  financi 
goals  before  making  an  Investment  decision.  "Execution  price,  speed  and  liquidity  are  affected  by  many  factors,  including  market  volatility,  size  and  type  of  the  order  and  available  market  centers,  fylarket  volatlllt 


THE   AMERITRADE^ 
.•   JO-SECOND  GUARANTEE. 

!  know  that  speed  is  of  the  essence."  You  want  your 
Jes  executed  quickly.  So  do  we. That's  why  we  will 
)ve  the  connmission  on  any  qualifying  Internet 
jjty  trade  that  takes  longer  than  io  seconds  to 
(Cute.'  It's  as  sinnple  (and  reassuring)  as  that. 
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VALUE. 

$10.99    INTERNET  TRADES. 


$10.99  per  Internet  equity  trade,  including  stop 
and  linnit  orders.  If  you  think  you're  getting  a 
higher-quality  trade  or  better  price  improvement 
by  spending  more  elsewhere,  you  haven't  experienced 
Ameritrade  trading. 
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GO  WITH    EXPERIENCE, 


With  the  merger,  Ameritrade  is  now  the  largest 
online  trading  firm  in  the  industry,  moving  more 
non-professional  or  semi-professional  trades  than 
any  other  online  broker.*  We  pioneered  the  first 
Internet  trade  in  1994.  We've  been  working  to  put 
a  greater  share  of  investing  power  into  the  hands 
of  the  individual  ever  since.  Join  us.  Get  your  share. 


IE   TOOLS.  THE   WHOLE 
MES.   COMMISSION-FREE 


•   AMERITRADE   APEX!" 

/e  traders  want  powerful  tools.  At  Ameritrade, 
u  average  io  trades  per  month  over  three 
iths  or  maintain  a  $iooK  total  account  value, 
'Vpex  program  gives  you  free  access  to  Streamer 

II  Quotes, free  Streaming  News  (including 
ss  to  the  Business  Wire?  Dow  Jones  Newswires'"" 
PR  Newswire®)  and  a  dedicated  toll-free 
ne  number  to  access  Apex  Client  Services.* 


OUTSTANDING    24x7 
•  CLIENT  SERVICES. 

u're  an  active  trader, you  know  how  important 
!)ort  is.  If  not,  ask  an  active  trader  about  client 
ices  at  Ameritrade.  They're  no  afterthought. 
''re  at  the  core  of  everything  we  do.  And  (market 
Jays  aside)  they're  there  around  the  clock. 
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SIGN   UP  TODAY.  GET  2$ 
•    COMMISSION-FREE  TRADES. 


Right  now,  we'll  give  you  25  commission-free  Internet 
equity  trades  when  you  open  and  fund  an  account." 
Along  with  free  Ameritrade  Streamer,  that's  25 
opportunities  to  be  convinced  that  Ameritrade  is 
definitely  the  place  for  you  to  find  your  share. 


^25 


COMMISSION-FREE   TRADES 
WHEN    YOU    OPEN    AN    ACCOUNT. 


1 


25  commission-free  Internet  equity  trades.  Free  streaming  data. 
Access  to  Level  II  Quotes.  lO-Second  Guarantee.  24-hour  client  services. 


CALL  888.505.3600  or  go  to 

WWW.AMER1TRADE.COM    (off er cooe  roc i 


AMERITRADE    A 

What's  your  share? 


rty  may  delay  account  access  and  trade  executions  '10-second  guarantee  offer  valid  through  12/31/02.  Limitations  apply.  Go  to  www  ameritrade. conn  for  complete  details.  "Offer  valid  lor  new  individual  and  joint  accounts 
ded  with  at  least  SI  000  through  1/7/03  Other  limitations  apply  Dow  Jones  Mewswires  is  a  sen/ice  mark  of  Dow  Jones  &  Company.  Inc.  Business  Wire  is  a  registered  trademark  of  Business  Wire.  This  is  not  an  offer  or 
yjunsdiction  where  we  are  not  authorized  to  do  business.  Ameritrade.  Division  of  Ameritrade.  inc. ,  member  NASD/SIPC,  Ameritrade  and  Ameritrade  logos  are  trademarks  or  registered  trademarks  of  Amenlrade  IP  Company. 
Muct  or  service  names  are  trademarks  or  registered  trademarks  of  their  respective  owners  ©2002  Amentrade  IP  Company,  Inc.  All  rights  reserved.  Used  with  permission. 
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Dell  I  Enterprise 


Dell  PowerEdge"  Servers  use  Inter  Xeon"  Processors. 


The  power  of  Dell  flexible  solutions. 


What  does  Dell  bring  to  your  enterprise?  Just  what  you'd  expect:  A  legendary  focus  on  you,  the  customer,  that's  as 
relentless  as  our  focus  on  driving  down  costs. 

With  Dell  you  get: 

«-   Enterprise  Solutions  on  your  terms.  No  proprietary  systems,  no  endless  consulting  fees.  Just  powerful,  cost 
effective,  industry-standard  technology  like  Dell  PowerEdge"  Servers  with  Intel"  Xeon"  Processors. 

•  Solutions  that  are  easier  to  manage.  From  SAN  and  server  consolidation  to  Unix  migration,  we  collate  flexible 
systems  that  are  easier  to  afford,  year  after  year 

•  Enterprise  services.  Dell  has  an  expanded  range  of  services  to  help  you  simplify  the  design  and  management  of 
your  IT  infrastructure. 


i' 
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For  nearly  20  years,  we've  revolutionized  the  way  the  world  buys  and  manages  technology 


\      %%  *         Now  find  out  how  Dell's  direct  approach  can  revolutionize  your  enterprise.  To  learn  more 
^^  \  about  the  Dell  ROI  test,  visitwww.dell.com/ROI1orcallustoll-freeat1-877-436-DELL. 


Enterprise  solutions  that  can  cut  costs  today  and  tomorrow.  Easy  as 


D^LL 


Call  1-877- 436 -DELL  or  visit  www.dell.com/ROI1 

*  logo  ana  Xeon  are  uademarks  or  registered  trademarks  ot  Intel  Corporation  or  iis  suosidiarie?  in  tne  jniiec  states  anc  oner  countries  Dell,  the  Deil  lago  ana  rov.eitogo  die  lugislered  tiacen^Ks  oi  ilie 
Corporation.  ©2002  Dell  Computer  Corpora;ion.  All  rights  reserved. 
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SYBASE     e-BUSINESS     SOFTWARE.     EVERYTHING 


^      THE     STRAIGHT     GOODS     ON     SOFTWARE     INTEGRATION.    )" 


HIPAA  Studio.  It's  the 
perfect  prescription  for 
a  robust,  flexible  platform 
to  achieve  the  mandated 
compliance  with  HIPAA 
transaction  standards. 


This  powerful  software  solution  is  just  one 
of  the  software  integration  technologies 
available  today  from  Sybase. 

Leveraging  our  expertise  in  database 
technology  and  powerful  integration 
tools,  we  can  help  integrate  all  the 
data  and  business  applications  in 
your  enterprise. 

So  you  can  extract  the  maximum 
value  from  not  only  your  current 
infrastructure,  but  also  from  all  the 
information  that  resides  within  it. 

Find  out  more  by  visiting  us  at 
sybase.com/integrationsolutions. 
And  relax. 


I  SYBASE" 


.iiiimt.Amm     ^ 


IR    WHEN     EVERYTHING     WORKS     TOGETHER: 


e2002  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 
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not  how  many  ideas  you  have.  It's  how  many  you  make 
|en.  So  whether  it's  your  idea  or  Accenture's,  we'll  help  you 
Bfinovation  into  results.  See  how  at  accenture.com 


accentu 
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Consultifl|> Technology  •  Outsourcing  •  Alliances 


Innovation  dcliverl 
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pould  you  benefit  from  professional  guidance 
'    and  a  disciplined  approach  to  investing? 


Prudential  Financial  brings  you  Managed  Assets  Consulting  Services  (MACS) — a  detailed, 
personalized  investment  management  solution  designed  to  meet  your  growth,  income  and 
tax-management  needs.  With  MACS,  you'll  enjoy  the  professional  guidance  of  a  trusted 
financial  advisor  along  with  access  to  specialized,  research-screened  investment  managers. 
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naging  wealth  today 
I  two-sided  challenge. 
sre's  growing  it. 
i  there's  protecting  it. 
idential  Financial  is 
quely  suited  to  help 
estors  do  both. 
th  more  than  1 25  years 
Jxperience  in  insurance 
1  asset  management, 
deliver  solutions  and 
nee  investors  need 
oday's  challenging 
estment  environment. 


A  highly  specialized  approach  to  portfolio 

management.  Based  on  an  in-depth  analysis  of 
your  investment  profile,  you  and  your  financial 
advisor  will  develop  an  appropriate. asset  allocation. 
Then  you'll  select  hivestment  management  firms  who 
specialize  in  your  chosen  asset  classes  and  investment 
styles.  These  firms  will  manage  each  separate  account 
according  to  your  precise  specifications. 

Targeted  risk  management  and  control.  As  a 

MACS  client,  you  can  identity  specific  securities  which 
should  be  excluded  from  your  portfolio.  This  helps  you 
to  limit  exposure  to  holdings  you  may  already  own, 
or  stocks  of  companies  that  you  find  undesirable. 

Access  to  exclusive  investment  managers. 

MACS  brings  you  a  wide  universe  of  leading  managers, 
including  many  managers  usually  available  only  to 
large  institutions.  Each  year.  Prudential's  analysts 
visit  over  200  firms  to  select  and  monitor  investment 
managers  that  conform  to  our  high  standards. 


Sophisticated  tax  management.  With  MACS, 
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INES 

Ll Q U 1 0 dlG  Tn G  I IVI r Much  angst  has  arisen  ov: 
the  $480  biUion  trade  deficit  that  the  U.S.  is  running  up.  As  Ste 
Hanke  explains  on  page  180,  the  experts  are  urging  that  som 
thing  be  done.  C.  Fred  Bergsten,  a  think-tanker  and  preemine 
advocate  of  do-sojnething  economics,  wants  the  government 
force  down  the  dollar  on  the  currency  exchanges.  Supposed 
this  would  make  the  world  a  better  place  by  boosting  expor 
fi-om  the  U.S.  and  shrinking  imports. 

A  better  idea  for  the  government:  Ignore  the  deficit.  Dor 
meddle  in  foreign  exchange  rates.  Better  stUl:  Abolish  the  glob 
agency  that  meddles  in  foreign  exchange,  the  Internation 
Monetary  Fund. 
(See  also  Fact  & 
Comment,  p.  28.) 

The  do-some- 
thing philosophy 
of  international 
economics,  which 
has  held  sway  for 
58  years,  says  that 
free  markets  are 
too  scary  for  in- 
ternational trade 
and  must  be  countered  with  interventions,  bailouts  and  capit 
controls.  All  that  intervention  hasn't  spared  the  world  period 
financial  crises:  BrazU  now,  Asia  in  1997,  Mexico  in  1995  ar 
others  too  numerous  to  mention.  Such  crises  occur  when  tl 
lOUs  or  banknotes  of  a  nation  lose  credibility  and  other  natioi 
are  called  on  to  make  these  pieces  of  paper  good.  Or,  to  put 
another  way:  Tax  the  middle  class  of  the  donor  nations  ar 
hand  the  proceeds  to  various  speculators.  The  price  tag  f( 
Brazil  will  be  $30  billion,  to  start. 

But  why  vahdate  Brazil's  bad  financial  policies?  Instead  < 
rescuing  the  real,  we  could  rescue  the  citizens  upon  whom  th 
bad  currency  is  inflicted.  Hand  out  a  hundred-dollar  bill  to  eac 
Brazilian,  and  let  them  use  this  alternative  for  transactions  th 
are  too  important  for  the  homemade  currency.  The  global  vi 
lage  is  already  getting  dollarized — this  is  the  way  Russians  p; 
for  used  cars,  for  instance,  or  the  way  Ecuadorians  pay  for  ever 
day  things — and  we  might  as  well  encourage  the  practice, 
time,  the  circulating  dollars  or  yen  or  euros  handed  out  in  final 
cial  rescues  would  create  some  healthy  competition  for  oth' 
currencies.  You  could  have  a  reverse  Gresham's  Law  at  work, 
which  good  money  drives  out  bad.  What  sane  Russian  wou 
take  rubles  for  a  nice  car  when  he  could  take  a  more  credib 
store  of  value? 

That  $480  billion  deficit  is  not  going  away  anytime  soo 
representing  as  it  does  a  strong  preference  of  foreign  savers  f( 
dollar-based  financial  assets  (and  American  hard  assets,  like  re 
estate).  We  might  as  well  make  the  most  of  the  situation. 


I^U/U^/^^M^^ 
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Like  other  new  cars,  ,      , 

ours  started  with  a  LJl   V^wl^l  w  I  I  drawiit 

When  one  of  our  engineers  was  asked  what  his  objective  was  wfth  the  all  new  Saab  9-3  Sport 
Sedan,  his  reply  was  a  sketch  showing  an  exhilarated  driver  That  was  his  vision,  pure  and  simple. 
Today  his  vision  has  been  made  real.  The  new  Saab  9-3  Sport  Sedan  is  a 
car  truly  built  around  the  driver.  And  while  it  has  been  engineered  with 
the  ultimate  in  safety  and  security  in  mind,  its  passion  is  the  thrill  of  the 
drive.  It  is  a  car  that  reacts  with  speed  and  precision,  where  the  power  of 
turbo  is  harnessed  to  create  energy  and  excitement.  Hence  every  journey 
becomes  an  adventure,  and  every  driver  bears  an  uncanny  resemblance  to 
the  drawing  that  started  it  all.  1  800  SAAB  USA  or  www.saabusa.com 
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Trash  Talk 

"Lord  of  the  Skies"  (Oct.  14,  p.  130)  ab'out 
David  Neeleman's  JetBlue  loses  all  credi- 
bility when  it  takes  a  stab  at  unioij  airline 
pilots.  The  writer  references  the  fact  that 
JetBlue  pilots  assist  their  flight  attendants 
in  picking  up  trash.  Great!  Being  the  pro- 
fessional journalist  that  she  is,  when  was 
the  last  time  the  writer  emptied  her  own 
trash  can  or  vacuimied  the  carpet  around 
her  workstation?  Maybe  you  should  take  a 
closer  look  at  airline  managers  who  do  not 
negotiate  in  good  faith  and  try  to  under- 
mine labor  contracts. 

PHIL  MORGAN 
Atlanta,  Ga. 


As  a  recent  passenger  on  JetBlue  from  San  Francisco  to  New  York,  I  can  onlyj 
say  it's  nice  to  finally  fly  an  airline  that  understands  that  all  passengers  are 
equally  valuable  and  should  have  the  same  comforts.  It  felt  like  everyone  wasi 
flying  first  class.  Neeleman  has  the  right  idea. 

KARLA  KELLER 
San  Francisco,  Calif: 


Apology  Not  Accepted 

I  hardly  expected  FORBES  to  publish  an 
apologia  for  Ken  Lay,  a  man  who 
inflicted  massive  damage  upon  his 
employees  and  shareholders.  And  yet, 
that's  precisely  what  "The  Other  Enron 
Story"  (Oct.  14,  p.  62)  is — an  attempt  to 
rehabilitate  the  image  of  someone  who 
ruined  the  lives  of  thousands.  Any  con- 
tribution Ken  Lay  made  in  the  area  of 
energy  deregulation  will  for  all  time  be 
overshadowed  by  what  he  and  Enron 
have  come  to  stand  for:  fraud. 

ROBERT  E.  RUBIN 
Detiver,  Colo. 

Political  Contributions 

The  critique  of  the  fundraising  tech- 
niques of  corporate  political  action 
committees  (PACs)  expressed  in 
"Mickey  Mouse  Fundraising"  (Oct.  14, 
p.  47)  demonstrates  a  shallow  under- 
standing of  the  issues  involved  in  cam- 
paign finance  reform  and  a  creative  use 
of  facts.  The  reason  PACs  emerge  under 
the  new  campaign  finance  laws  as  the 
preferred  source  of  future  campaign 
funding  is  because  they  are  the  most 


clearly  defined,  easily  regulated  ar 
transparent  process  through  whicj 
individuals  can  raise  money  and  cci 
tribute  to  political  campaigns.  PACs  a 
virtually  untouched  by  the  new  can 
paign  finance  laws  because  the  curre  j 
regulations  work. 

GREGORY  S.  CASI 

President,  Business  Indust 

Political  Action  Committ 

Washington,  D.i 

Energy  Costs 

"Wind  Rush"  (Off.  14,  p.  150)  emph 
sizes  present  subsidies  for  wind  enerj 
production.  I  would  like  to  remind  yc 
that  every  form  of  energy  we  use  in  tl 
United  States  is  heavily  subsidized,  £ 
ther  directly  by  paying  for  costs  fro 
the  general  treasury  or  by  externalizii 
costs  that  are  then  borne  by  the  pub) 
at  large  in  health  problems  and  env 
ronmental  pollution.  If  we  paid  the  tn 
costs  of  the  increasingly  archaic  19t] 
and  20th-century  energy  technologic 
from  petroleum  and  petroleum  prot 
ucts  to  natural  gas  to  coal  to  nucle; 
power,  no  subsidy  would  be  needed ' 
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make  wind  power  competitive.  Since  we 
so  heavily  subsidize  all  energy  sources  to 
ensure  cheap  energy  to  power  industry, 
commerce,  transportation  and  our' 
homes,  suggesting  wind  energy  compete 
without  subsidy  is  simply  wrong.  In  fact, 
subsidizing  this  sustainable  energy  source 
could  build  an  energy  industry  that  we 
actually  can  live  with  for  the  long  term. 
It  will  not  add  to  greenhouse  gas  emis- 
sions. It  will  not  contribute  to  the  alarm- 
ing increase  in  upper  respiratory  disease. 
It  will  not  damage  our  forests  and  lakes. 
Its  fuel  does  not  have  to  be  mined  or  re- 
fined and  transported.  Today's  subsidies 
will  help  this  industry  take  its  rightful 
place  as  one  of  the  primary  energy 
sources  of  the  future. 

LINDA  S.  TAYLOR 
St.  Paul,  Minn. 

Trick  Question 

"Final  Exam"  (Oct.  28,  p.  64)  presents 
an  interesting  and  humorous  list  of  test 
questions,  but  leaves  no  place  for  the 
moralist.  When  options  a,  b  and  c  are 
all  wrong  you  need  to  have  an  option 
for  none  of  the  above.  For  example: 
You're  borrowing  money  from  your 
company,  interest  free.  Isn't  this 
embezzlement? 

KATHY  VINCENT 
Nashua,  N.H. 

Lab  Rat 

I  am  very  disappointed  to  see  Charles 
River  Laboratories  International  figured 
so  prominently  in  the  "The  Rat  Pack" 
(Oct  28,  p.  228).  While  I  understand  that 
you  cater  to  the  business  community,  the 
sensibilities  of  compassionate  people  are 
worthy  of  more  consideration.  The  posi- 
tive way  in  which  you  depict  Chief  Execu- 
tive James  Foster  in  the  laboratory  exper- 
imenting on  captive  creatures  is  nothing 
short  of  disturbing. 

JOHN  W.  KIMBRELL 
Inman,  S.C. 

Even  if  the  burden  of  finding  cancer 
cures  and  miracle  pharmaceutical  drugs 
must  be  borne  by  mice,  rats  and  other 
nonhuman  animals,  the  burden  of 
maintaining  compassion  for  all  creatures 
remains  with  us.  Give  your  next  entre- 


preneur of  the  year  award  to  the  pei 
who  figures  out  how  to  minimize 
fering,  not  expand  it  along  with  t; 
bottom  line. 

PATRICIA  ANDER5 
New  York,  1 

Ignorance  Is  Bliss 

I  write  in  response  to  "The  Pri\ 
Hoax"  (Oct.  14,  p.  42).  If  Eric  Goldr 
and  the  Internet  merchandising  w( 
are  so  confident  that  we  don't  care  ab 
Internet  privacy,  why  do  Web  brow 
ship  with  a  default  setting  of  accep 
cookies?  Even  today  most  consun 
have  no  idea  that  habit-tracking  files 
placed  on  their  computers  when  they 
the  Internet.  Most  people  I  speal 
about  this  subject  are  incensed  when  t 
learn  about  them  and  want  to  do  ev< 
thing  they  can  to  minimize  the  intrusi 
while  still  being  able  to  use  secure  site 
isn't  that  consumers  don't  care;  it's 
they  don't  know. 

THOMAS  BLUN 
Mason,  C 

Healing  Methods 

"Kumbayah  Medicine"  (Oct. 
p.  44)  draws  conclusions  about  alter 
tive  medicines  that  don't  jibe  with 
facts:  Many  alternative  therapies,  incl 
ing  homeopathy  and  prayer  intervent) 
have  shown  unmistakable  efficacy.  1 
fortunately,  many  scientific-minded 
dividuals  who  simply  won't  believe  t 
these  sorts  of  things  are  possible  can 
be  convinced  even  in  the  face  of  gc 
evidence. 

DAVID  J.  SHU 
Augusta, 

Open  for  Business 

"Dreaming  &  Scheming  Hawaiian  St] 
(Oct.  28,  p.  172)  incorrectly  descril 
Covad  Communications  as  a  defu 
competitive  local-exchange  carrier. 
Santa  Clara,  Calif,  company  emer; 
fi"om  bankruptcy  protection  last  Dect 
ber  and  is  still  operating. 
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APT  AND  COMMENT 

y  Steve  Forbes,  editor-in-Chief 

y/r/i  all  thy  getting  get  understanding'' 


Mr.  Magoo^s  Credit  Crunch 


HFN  WILL  THE  \NHITE  HOUSE  AND  THE  FEDERAL  RESERVE  STOP 
e  bank  credit  crunch  that  is  hurting  an  already  anemic  economy? 

Look  at  the  chart.  Banks  are  liquidating  loans  with  a  ven- 
ance  and  putting  their  cash  into  government  securities.  This 
edit  deflation  has  to  be  reversed  or  we'll  have  a  recovery  that'll 
quire  a  microscope  to  detect. 

Banks  lent  heavily  to  utilities,  high-tech  and  telecommunica- 
)ns  companies  during  the  1990s.  As  those  sectors  crashed  and  as 
anufacturing  went  into  serious  recession  over  two  years  ago,  the 
mptroUer  of  the  currency  and  his  army  of  examiners  told  banks 
slam  on  the  brakes.  Alas  for  the  economy,  there  were  no  air  bags. 

The    sudden    slow- 


Domestic  C  &  I  (commercial 
and  industrial)  loans 


Source.  Federal  Reserve. 
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)wn  in  lending  has 
sproportionately  im- 
cted  businesses  depen- 
nt  on  banks  for  work- 
g  capital.  Loans  based 

receivables  and  inven- 
ries  can  be  quickly  liqui- 
ted,  which  is  exactly 
lat  is  happening.  No 
Dnder  so  much  of  the 

onomy  seems  to  be  gasping  for  air.  Take  out  military  and  govern- 
ent  spending,  and  the  pulse  of  the  economy  is  barely  discernible. 

Even  large  companies,  which  can  access  the  commercial 
per  and  bond  markets,  are  affected.  Banks  have  been  curtail- 
g  backup  lines  of  credit  for  commercial  paper.  The  CEO  of  a 
idsize  investment-grade  utility  recently  recounted  to  me 
tw  in  times  past  such  backups  for  his  commercial  paper  were 

dily,  rapidly  oversubscribed.  This  year  just  the  opposite  hap- 
ned:  He  and  his  colleagues  had  to  go  through  all  sorts  of 
ntortions  to  negotiate  what  had  once  been  routine.  Outstand- 
g  nonfinancial  commercial  paper  has  plunged  in  two  years 
)m  $350  billion  to  $150  billion. 

For  businesses  that  don't  have  credit  alternatives,  the  last 
ar  or  so  has  been  a  nightmare. 

Fed  Chairman  Alan  Greenspan  (pictured)  should  move  deci- 
elv  to  end  this  deflation.  In  fact,  he  should  have  done  it  18 
onths  ago,  but  better  late  than  never.  He  should  pick  up  the  phone 
Comptroller  of  the  Currency  John  Hawke  Jr.,  a  Clinton  holdover, 
"request"  he  put  an  end  to  his  examiners'  inquisitions.  We're 
■t  talking  about  a  Japanese-style  eyevwnk  at  genuinely  bad  loans 
t  an  easing  up  on  loans  that  are  still  being  serviced  by  customers. 
o  often  such  loans  end  up  in  jeopardy  as  banks  strive  to  get  cash 

demanding  immediate  repayment  or  by  reducing  Lines  of  credit. 

To  reinforce  this  move  Greenspan  should  make  clear  to  the 


public  that  the  Fed  will  pump  in  the  necessary  liquidity  to  get 
the  gold  price  back  to  $350  an  ounce — where  it  was  before  the 
Fed  began  dehydrating  the  economy — and  that  it  will  not 
deflate  when  the  economy  shows  genuine  signs  of  life. 

We're  all  familiar  with  inflation  and  its  adverse  effects,  but 
we're  utterly  ignorant  of  its  sister  disease,  deflation.  The  Fed  did 
not  supply  enough  liquidity  to  the  economy  in  the  late  1990s, 
which  is  why  commodities,  the  most  sensitive  barometer  of 
monetary  disturbances,  crashed.  Borrowers  didn't  realize  they 
were  in  an  environment  in  which  they  would,  in  effect,  be  pay- 
ing back  more  than  they  had  actually  borrowed.  The  U.S.'  and 

most  of  the  world's 
economies  have  been 
suffering  from  a  mild 
version  of  what  Japan 
has  been  going  through 
for  more  than  a  decade. 
That's  why  we  hear 
more  and  more  stories 
about  companies  lacking 
"pricing  power";  why 
auto  manufacturers  offer 
increasingly  attractive  packages  to  move  their  vehicles;  and  why 
retailers  are  continually  finding  ways  to  mark  down  their  mer- 
chandise. It's  also  why  companies  have  been  relentlessly  reduc- 
ing costs.  Revenues  for  some  have  been  moving  down  even  faster. 
Compounding  deflation's  devastating  impact  is  the  fact  that 
many  large  companies  took  on  too  much  debt  during  the  boom. 
Sadly,  the  European  Central  Bank  has  been  aping  the  Fed's 
tightness,  and,  like  the  Fed,  has  been  doing  so  in  ignorance  of 
the  deflationary  impact. 

When  will  we  get  a  genuine  easing?  As  economist  and  occa- 
sional FORBES  columnist  John  Rutledge  puts  it,  "Each  time  the 
world's  central  banks  have  allowed  liquidity  to  deteriorate  this 
much,  they  have  been  forced  to  relent  in  order  to  rescue  a  major 
financial  institution  from  impending  insolvency.  We  can't  be  far 
from  that  point  now."  He's  right.  In  1982  the  Federal  Reserve's 
horrific  credit  squeeze  abruptly  ended  during  that  summer, 
when  Mexico  made  it  clear  that  it  was  about  to  default  on  its 
loans,  an  event  that  would  have  jeopardized  the  solvency  of  many 
major  U.S.  banks.  The  Fed  did  a  1 80-degree  turn,  from  tighten- 
ing to  easing,  and  the  financial  markets  took  off  like  a  rocket.  In 
early  1983,  thanks  to  the  easing  and  to  Ronald  Reagan's  massive 
tax  cuts,  the  economy  dramatically  sprang  out  of  recession. 

Except  for  a  brief  detour  during  the  1990-91  recession,  nei- 
ther the  stock  market  nor  the  economy  looked  back  until  2000. 
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FACT  AND  COMMENT 


Very  Nice,  But ... 


COMPANIES'  STRINGENT  COST-CUTTING,  DRIVEN  BY  DEFLATION, 
is  what's  making  the  earnings  picture  pleasantly  surprising. 
Operating  profits  of  the  S&P  500  have  grown  by  double  digits 
since  late  2001,  which  is  why  the  equity  markets  will  surge  50% 


when  the  Iraq  crisis  is  over — if  not  before. 

But  such  stocks  represent  big  companies.  Most  employm< 
in  the  U.S.  is  provided  by  our  hundreds  of  thousands  of  sm 
businesses — the  very  entities  hurt  by  the  bank  credit  crunch. 


Getting  America  Moving  Again 


PRESIDENT  BUSH  IS  RIGHTLY  FOCUSING  ALL  HIS  ENERGIES  ON 
Iraq.  But  isn't  there  another  adult  in  this  Administration  who 
can  give  the  economy  the  attention  it  needs? 

The  White  House  and  congressional  Republicans  should  take 
their  cues  from  what  happened  in  the  early  1980s.  On  the  mone- 
tary front  we  need  real  easing,  not  the  phony  version  we've  had  so 
far  that  is  a  pale  imitation  of  what  Japan's  done:  cutting  rates  but 
not  supplying  enough  dependable  fuel  to  get  the  economy  hum- 
ming. If  Alan  Greenspan  won't  do  this,  replace  him  with  some- 
body like  Bear  Stearns  economist  David  Malpass,  who  understands 
the  true  nature  of  what's  been  happening  since  the  late  1990s. 

The  President  should  also  unveil  a  tax  cut  package  of  Kennedy 
and  Reagan  proportions:  Expand  the  already  passed,  across-the- 
board  cuts  in  income  tax  rates  and  make  them  effective  immedi- 
ately; slash  the  capital  gains  levy;  end  the  double  taxation  of  divi- 


dends; increase  the  deduction  for  stock  market  losses  that  belf 
guered  individual  investors  can  take  on  their  income  tax  retun 
raise  caps  on  IRA,  40l(k)  and  Keogh  contributions,  and  perr 
owners  of  these  plans  to  make  withdrawals  at  any  age  they  vn 
instead  of  forcing  them  to  do  so  at  age  70'A;  liberalize  depreciati 
schedules;  and  knock  down  corporate  income  taxes. 

In  fact,  the  Administration  should  really  go  for  the  mojo  a 
call  for  a  flat  tax. 

The  White  House  should  also  light  a  fuse  under  the  Fede 
Communications  Commission  to  start  genuine  deregulation 
the  battered  telecom  industry.  And  the  Administration  mi! 
overhaul — if  not  abolish — the  most  destructive  economic  age 
in  the  world:  the  International  Monetary  Fund.  The  IMF's  lett 
brew  of  high  taxes  and  debased  currency  continues  to  devast? 
developing  nations.  Brazil  will  soon  be  its  next  victim. 


An  Economic  Tsunami 


JAPAN  COULD  QUICKLY  CASCADE  INTO  AN  ECONOMIC  CONTRAC- 
tion  the  Hke  of  which  has  not  been  seen  since  the  1930s,  if  its  new 
economics  czar,  Heizo  Takenaka,  has  his  way.  Freshly  anointed 
by  hapless  Prime  Minister  Junichiro  Koizumi  to  do  whatever  is 
necessary  to  fix  Japan's  finan- 
cial system,  Takenaka  vows  he 
will  force  banks  to  aggressively 
recognize  and  Hquidate  their 
bad  loans,  particularly  those 
to  some  30  "zombie"  compa- 
nies. The  Bank  of  Japan  is  vig- 
orously supporting  Takenaka's  contemplated  moves. 

Wliat  the  minister  wants  to  do  is  fine,  in  theory.  But  unless 
the  BOJ  aggressively  reflates  and  clearly  states  that  the  12-year- 
old  deflation  is  over,  Japan's  economy  could  descend  in  a  deadly 
spiral.  Rapid  liquidation  of  large  loans  will  further  depress  the 


economy,  if  it's  not  accompanied  by  an  easing  of  moneta 
policy  that  makes  plentiful  cash  avaOable  to  solvent  (and  nei 
solvent)  borrowers.  Enacting  major  income  tax  rate  cuts  to  stir 
ulate  investing  and  spending  is  also  an  immediate  necessi 

Otherwise,  major  corpore 
and  financial  failures  will  pi 
much  of  the  still  healthy  eco 
omy  down,  as  the  vortex  ct 
ated  by  a  Titanic-size  shi{ 
sinking  pulls  down  everythi 
in  its  vicinity. 

No  wonder  the  Nikkei  has  plunged  to  a  19-year  low  and  m 
hovers  around  a  level  lower  than  25%  of  its  1989  high.  But  stoc 
would  be  in  even  worse  shape  if  markets  weren't  assuming  the  gc 
ernment  will  back  away  from  Takenaka's  drastic  course  of  actiorv 
just  as  it  has  backed  away  from  other  big  changes  in  the  past. 


New  Official  Tells  Japan  ^s 
Banks  to  Prepare  for  Pain/ 


-New  York  Times 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Opia-Habitat  Hotel,  130  East  57th  St.  (Tel.:  688-3939).  A  cur- 
rent hot  spot  of  the  young  and  good-looking,  with  a  semitropical 
ambience.  As  for  the  food,  stick  with  the  appetizers.  Especially 
good  are  the  Vietnamese  nem  spring  rolls  and  the  tiger  shrimp. 

•  II  Ganopardo-33  West  54th  St.  (Tel.:  246-0412).  For  those 
who  enjoy  the  robust  fare  of  Naples  and  Sicily  but  prefer  it 
with  a  contemporary  twist,  in  a  sleek  and  minimalist  setting. 
The  food  here  is  wonderful:  an  artichoke  Parmesan  appetizer 


that's  exquisite,  meat  loaf  served  with  mashed  potatoes  and 
spinach  that  defies  comparison,  and  perfect  pastas.  In  warm 
weather  the  charming  garden  in  the  back  is  delightful. 
•  Lenox  Room—  1 278  Third  Ave.,  between  73rd  and  74th  streets 
(Tel.:  772-0404).  Very  popular,  somewhat  formal  establish- 
ment combining  impeccable  service  and  excellent  cuisine.  P 
Noteworthy:  quail  appetizer,  crab  cakes,  lobster  risotto  and  a  I 
delicious  roast  chicken.  Desserts  are  scrumptious.  f  I 
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Their  parents  both  have 


great  jobs. 


Same  cars. 

Same  vacations. 


So  why  will  one  family  be 


paying  for 


college 


f 


while  the  other  is 


praying  for  a  scholarship? 


4P       ^ 


The  difference  is  a  Northwestern  Mutual  Financial 
Representative,  offering  expert  guidance  in 
planning  for  your  children's  educations,  and  a 
network  of  specialists  to  help  you  reach  all 
your  financial  goals. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK® 


Are  yousthere  yet?! 


>  ®  2U02  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


www.nmfn.com 


intel.com 

Will  Moore's  Law  stand 
forever? 

in  1965,  Intel's  Gordon  Moore 

created  a  ^4aw"  that  became  shorthand 

for  the  rapid,  unprecedented 

growth  of  technology.  He  predicted 

that  the  number  of  transistors 

on  a  chip  would  grow  exponentially 

with  each  passing  year. 

At  the  time,  even  Gordon  never 

imagined  it  might  still  be  true  today. 

But  Intel  has  developed  new 

technologies  that  will  allow  us  to 

squeeze  one  billion  transistors  on  a 

chip  (a  far  cry  from  the  2,300 

on  our  first  processor). 

Gordon  Moore  sketched  out  the  amazing  pace  of  silicon  technology  development  in  1965.  His  "law"  remains  valid  today. 
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intel.com 


This  wafer  represents  Moore's  Law  at  work.  The  Intel"  Itanium"  2  processors  here  hold  over  220  million  transistors  each. 

This  isn't  science  for  science's  sake. 

It's  science  for  your 
company's  sake.  Because  as  we  work 

to  fulfill  Moore's  Law,  year 

after  year,  companies  everywhere  can 

do  more  at  lower  cost. 

And  that's  not  just  a  good  law. 

It's  very  good  business. 
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Sophisticated  tools  perform 

tests  to  ensure  the 
highest-quality  processor. 


Processor  production,  constantly 

monitored  by  smart 

machines  and  smart  people. 


OTHER  COMMENTS 


Your  every  voter,  as  surely  as  your  chief  magistrate,  exercises  a  public  trust 

— GROVER  CLEVELAND 


Clear  and  Present  Danger  saddam  Hussein  has 

made  no  real  effort  at  resolving  international  demands — flouting 
16  U.N.  resolutions  since  1990 — and  is  a  leader  so  evil  he  has  even 
gassed  his  own  people.  He  also  is  a  leader  with  a  store  of  weapons 
that  by  its  size  and  nature  goes  beyond  the  prudent  needs  of 
defense.  It  is  in  fact  immaterial  whether  you  beHeve  Saddam  was 
complicit  in  the  attacks  on  the  U.S.  last  year.  Saddam  deserves 
enough  to  be  removed  because  he  represents  a  present  threat  to 
people  outside  his  country.  The  world  is  too  large  to  prosecute  for- 
eign policy  on  the  basis  of  morality  alone.  But  Saddam  is  a  threat 
to  international  security — the  primary  test  of  pragmatic  policy. 
That  he  wasn't  removed  1 1  years  ago  is  a  shame;  still,  it's  better  that 
Iraqi  regime  change  shoiild  be  on  the  agenda  now  rather  than  later. 

— Far  Eastern  Economic  Review 

red  Up  The  weakness  of  the  stock  market  and  the  economy 
continue  to  reflect  uncertainty  about  how  the  Federal  Reserve  will 
stop  deflation  without  starting  inflation  and  restraining  growth. 
Changes  in  the  value  of  money  are  the  primary  cause  of  infla- 
tion and  deflation.  In  the  late  1990s,  money  grew  fast  but  inflation 
fell  fast.  The  only  explanation  is  that  the  growth  in  the  money  sup- 
ply was  not  fast  enough  to  keep  up  with  the  growth  in  the  demand 
for  ever-strengthening  doUars.  In  other  words,  despite  fast  money- 
supply  growth,  monetary  policy  was  tight  because  the  dollar  appre- 
ciated. As  the  doUar  strengthened,  it  put  downward  pressure  on 
prices,  causing  deflation.  To  create  the  monetary  policy  bridge  to 
normal  interest  rates,  the  Fed  should  be  in  "neutral"  all  the  time, 
neither  accommodative  nor  restrictive.  This  means  a  commitment 
to  dollar  stability  in  both  the  short-  and  long-term.  With  a  neutral 
monetary  policy,  the  Fed's  focus  should  be  on  low  inflation,  not  eco- 
nomic growth,  asset  prices  or  fiscal  deficits.  To  avoid  inflation  and 
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"How  do  [feel  about  voter  apathy?  Well,  I  couldn't  care  less," 
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deflation,  the  Fed  should  use  the  value  of  the  dollar  as  a  princr 
guidepost  for  monetary  policy.  Given  a  globalized  economy 
relatively  free  capital  flows,  it  is  hard  to  conceive  of  a  harmfiil  in: 
tion  or  deflation  if  the  dollar's  value  is  stable.  And  conversely,  wi 
changes  in  the  value  of  the  dollar,  as  we  saw  in  the  1970s  and  aga 
in  the  late  1990s,  seem  guaranteed  to  lead  to  inflation  or  deflatioi 
—DAVID  MALPASS,  chief  global  economi 
Bear  Stearns,  Wall  Street  Joun 


i 


Heed  the  Call  Let  us  contemplate  our  forefathers,  ai 
posterity,  and  resolve  to  maintain  the  rights  bequeathed  to  us 
the  former,  for  the  sake  of  the  latter. 

—SAMUEL  ADA^ 

Road  to  Recovery  The  annual  ritual  of  crisis  and  den 
in  Japan  that  has  prolonged  its  economic  stagnation  is  wearii 
thin.  The  fact  that  it  is  supported  by  a  persistent  and  steadily  acct 
crating  deflation  that  is  hoOowing  out  the  balance  sheets  of  Japar 
financial  intermediaries  has  turned  this  ritual  from  an  expedie 
way  of  avoiding  confrontation  of  crisis  to  a  dangerous  process  th 
threatens  the  financial  integrity  of  the  world's  second-large 
economy.  Ultimately,  geopolitical  stability  in  Asia  depends  on 
sustainable  economic  recovery  in  Japan.  That,  in  turn,  requir 
that  the  cotmtry's  financial  intermediaries  shed  their  bad  loar 
shrink  their  number,  and  return  to  the  normal  business  of  mec 
ating  between  borrowers  and  lenders  in  a  manner  that  provid 
the  necessary  precondition  for  sustainable  economic  growth. 

— JOHN  H.  MAKIN,  American  Enterprise  Institu' 

History's  Narrative  The  hardest  thing  to  convey 
writing  history  or  teaching  history  is  that  nothing  ever  had 
happen  the  way  it  happened. 

—DAVID  MCCULLOUGH,  interviewed  by  Roger  Muc| 
in  AmericanHeritage  Great  Minds  ofHisto 

Bye,  (jeOrgel  Powdered  wig.  Wooden  teeth.  Stern  fac 
That  old-fashioned  picture  of  George  Washington  may  soon  be  hi 
tory.  The  [Mount  Vernon  Ladies'  Association],  which  runs  the  fii 
president's  Virginia  museum-estate,  is  giving  him  an  $85  millic 
facelift  because  focus  groups  have  judged  him  to  be  dull  and  edi 
cators  have  lost  interest  in  him  in  the  past  40  years.  Younger  imag 
of  Washington,  sans  wooden  teetli  and  wig,  are  being  created  1  bba 
a  plastic  surgeon,  forensic  scientists  and  other  experts.  The  imag 
will  be  used  to  create  movies  of  him  as  a  twentysomething  hur 
and  new  statues,  which  will  adorn  Mount  Vernon's  vast  grounc 
If  Washington's  makeover  catches  on,  who  knows  where 
could  end?  Americans  may  one  day  exchange  doUar  bills  ar 
quarters  bearing  the  likeness  of  a  smiling  sex  symbol. 

— USA  Today 
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RETAIL  BANKING 

ASSET  MANAGEMENT  &  PRIVATE  BANKING 

CORPORATE  &  INVESTMENT  BANKING 


:5  million  customers  in  Retail  Banking:  an  increase  of  130  %  in  the  last  five  years 
JJlobal  player  in  alternative  investments,  with  28.4  billion  euros  under  management* 
10,000  employees  worldwide  ■  In  the  last  five  years,  Societe  Generale  Group  has 
tinued  its  innovative  ways  and  acquired  a  new  dimension  thanks  to  its  three  businesses: 
ail  Banking,  Asset  Management,  Corporate  &  Investment  Banking.  Our  colors,  symbols 
lur  success,  will  win  you  over.  www.socgen.com 
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r  car  will  be  watching  the  ro 

We  al^JflU|Mffi|^4'niportant  it  is  to  pay  attention  to  the  road  but,  once  in  a  while,  your  mind  wanders.  We  are  woi 
on  ways  to  n§1|)  JDreventyour  C2j;r  from  wandering  too.  We're  also  developing  the  'electronic  eye',  which 
may  recognize  oB^taeles  ori  the,  road.  And  bring  your  car  to  a  stop  if  necessary.  Now  do  we  have  your  atten 
Find  out  more  about  the  'Vision  for  Accident  Free  Driving'  at  www.daimlerchrysler.com. 
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Mercedes-Benz  manufactured  by  DaimlerChrysler  AG.  Chrysler,  Jeep'  and  Dodge  manufactured  by  DaimlerChrysler  Corp.,  Freigfitliner  manufactured  by  Freightllner  LLC. 
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Answers  for  questions  to  oo 


FINANCIAL  CAPACITY 


[ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  today's  market,  every  company  is  looking  for  the  next  growth  opportunity. 


However,  economic  downturns  and  limited  access  to  capital  may  hinder 


many  organizations'  future  plans.  That's  why  PSEG's  5-year  growth  story 


is  so  compelling.  Our  strong  asset  base  and  internal  cash  flow^  position 


us  to  capitalize  on  timely,  attractive  market  opportunities.  Now^  that's  the 


kind  of  financial  strength  investors  can  grow  on. 


PSEG 

We  make  things  work  for  you. 


wTATw.pseg.com 
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MRRENT  EVENTS 

I  Caspar  W.  Weinberger,  chairman 


Italy  and  Hong  Kong— and  Saddam  Hussein 


CWW  and  Hong  Kongs  "CEO"  Tung  Chee-hwa 
at  the  Forbes  Global  CEO  Forum. 


RECENT  QUICK  TRIPS— WTST  ,\ND  EAST— REVEALED  SOME 
jpnsing  differences  in  how  our  allies  and  friends  view  the  pos- 
)ility,  indeed  the  probability,  of  war  against  Iraq,  and  in  how  they 
Ew  economic  issues.  These  two  topics  wholly  engage  our  media 
id  seem  to  be  entwined  with  our  feelings  about  the  future. 

But  before  reporting  on  these  trips,  I  must  mention  two  argu- 
ents  about  Iraq  currently  making  the  rounds  in  Washington, 
rst,  as  evidence  of  the  Administration's  confusion  over  its  objec- 
»es  in  Iraq,  the  antiwar  faction  brings  up  the  fact  that  some  of 
esident  Bush's  supporters  talk  about 
isarming"  Saddam  Hussein,  while  oth- 
s  talk  about  "changing  regimes"  or, 
lore  forthrighdy,  "deposing"  Saddam. 

This  is  an  absurd  discussion.  We  can- 
)t  "disarm"  Iraq  and  leave  Saddam  in 
ace.  Disarming  has  to  mean  getting  rid  of 
th  Iraq's  weapons  and  its  brutal  leader, 
nose  trademark  is  lies.  If  Saddam  is  left  in 
ace  and  U.N.  weapons  inspectors  go  in 
d  report  that  Iraq  now  has  no  weapons 
mass  destruction  (because  they  really 
)n't  have  enough  information  to  know  all  the  places  they  need  to 
spect),  Iraq  will  rearm  as  quickly  as  it  did  following  the  Gulf  war 
years  ago.  Replacing  Saddam  is  the  only  way  to  attain  peace. 

The  second  argument  is  made  by  those  who  want  to  do 
)thing  until  Saddam  explodes  a  nuclear  weapon.  They  allege 
at  a  "post-Saddam"  regime  would  be  difficult  to  establish, 
ay,  no  more  so  than  the  splendid  ones  we  secured  to  replace  all 
ose  dictators  who  started  World  War  II. 

Nit-picking  is  always  flitile,  but  rarely  so  dangerous.  The  choice 
imple:  to  have  a  Saddam  equipped  with  nuclear  weapons  sooner 
in  we  think,  or  to  have  a  world  free  of  him.  Those  who  seek  some 
lird  way"  merely  hasten  the  day  that  a  new — and  by  far  the 
)rst — nuclear  power  takes  the  stage.  President  Bush,  in  his  Oct.  7 
eech  in  Cincinnati,  stated  the  case  with  force  and  inspiration.  It 
IS  unfortunate  the  "major"  television  networks  didn't  carry  that 
eech;  it  seemed  they  chose  a  good  way  to  "minorize"  themselves. 

But  back  to  our  trips. 

.ly 

was  a  pleasure  to  experience  and  tour  in  September  the  his- 
ric  places  encompassed  in  this  beautiful  country.  We  visited 
ily's  principal  cities  and  found  the  economy  to  be  basically 


EU  rules  is  that  they  require  countries  that  need  to  encourage 
consumer  demand  now  to  follow  precisely  the  wrong  path. 

Many  businesspeople,  particularly  the  owners  and  operators 
of  small  businesses,  seem  to  miss  the  lira  and  continue  to  quote 
prices  in  the  former  currency.  While  owing  to  its  EU  commit- 
ments Italy  faces  strong  economic  pressure  to  reduce  its  deficit, 
few  want  to  take  on  the  strong  economic  reforms  that  are  needed 
to  do  that.  Not  many  seem  worried  that  the  EU  will  impose  any 
severe  sanctions,  as  too  many  other  member  coimtries  are  in  the 
same  boat.  The  EU  itself  has  even  sug- 
gested the  balanced  budget  requirement 
be  delayed  until  2006. 

Regarding  Iraq,  Italy  is  a  warm  friend 
and  admirer  of  the  U.S.  There  is  little  vis- 
ible anti-Americanism,  and  Prime  Minis- 
ter Silvio  Berlusconi  strongly  supports 
our  war  against  terrorism.  Few  of  the 
people  we  spoke  with  exhibited  much- 
worry  over  or  any  deep  interest  in  the 
prospect  of  war  in  Iraq.  This  may  be 
because  few  Italians  feel  any  sense  of 
threat  and  because  the  U.S.  military  presence  has  become 
accepted  and  welcome  since  World  War  II. 

Hong  Kong 

The  FORBES  GLOBAL  CEO  Forum  in  Hong  Kong  later  in  die 
month  provided  some  interesting  comparisons.  When  we  inquired 
how  Asians  felt  about  a  military  operation  in  Iraq,  reactions  varied 
from  bored  to  amused.  "We  are  far  too  busy  making  money — or 
trying  to — to  worry  about  that"  was  the  usual  response. 

Hong  Kong  is  emerging  from  some  difficult  economic  set- 
backs, and  there  are  two  issues  of  far  more  interest  to  its  people. 
Residential  real  estate  prices  have  dropped  60%  since  1997,  hit- 
ting a  ten-year  low  while  we  were  there.  While  prospects  for  the 
housing  market  are  negative,  one  must  remember  that  prices 
started  at  a  very  high  level.  Luxury  flats  are  still  selling  at  or  near 
historic  highs.  The  second  concern  is  the  adoption  of  new  secu' 
regulations  that  were  put  in  place,  ostensibly,  to  increase  the  g/;.- 
ernment's  ability  to  deal  with  terrorist  threats  and  to  de'. '';  ise  ihe 
likelihood  of  Hong  Kong's  being  used  as  a  terrorist  b.;?;  aese 
regulations  may  encroach  on  the  rights  of  free  spee  ■  d  many 
are  worried  that  terrorism  is  an  excuse  for  China  t "  j.j  just  that. 

Hong  Kong  is  a  busy,  bustling  city.  It  has  nviny  huge  con- 


•ong.  There  are  worries  over  whedier  Italy  can  adhere  to  the  struction  projects  under  way  and  is  clearly  ah:e  to  attract  large 

TOpean  Union's  strict  rules  regarding  deficits.  The  government  capital  investments.  China  has  shown  a  few  signs  of  asserting  its 

s  submitted  a  budget  that  maintains  its  tax-cut  pledges  and  sovereignty.  Clearly,  the  fewer  such  assertions  the  better,  if  Hong 

dudes  expenditure  cuts  to  control  the  deficit.  The  problem  widi  Kong  is  to  have  a  prosperous  and  happy  future.  F 
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mid-size  businesses.  We  develop  business  software  just  for  them, 
user-friendly  software  that  improves  the  way  you  run  your 
company.  That  stays  with  you  for  the  life  of  your  business.  To 
learn  more,  call  l-866-308-'BEST  or  visit  wv\w.bestsoftware.com. 


software 

insights  for  the  life  of  your  business'* 
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> 
ly  Rich  Karlgaard,  publisher 


Buy  the  Numbers 


)OXT  YOU  LO\T  NUMBERS?  THEY  NEVER  FAIL  TO  TELL  A  GOOD 

ton' — often  the  story  you  weren't  expecting. 

The  last  20  years.  This  period  marks  the  erosion  and  collapse 

"American  business  morals.  So  lectures  Arthur  Levitt,  the  for- 

aer  head  of  the  Securities  &  Exchange  Commission.  Is  Levitt 

ght?  Then  let's  have  more  champagne,  baby!  Business  was 

wful  20  years  ago.  It  was  a  time  of  sharp  recession,  with  the 

)ow  still  under  1000,  struggling  to  touch  a  peak  first  hit 

1 ...  gasp,  1966.  This  meant  the  inflation-wracked  Dow  of  1982 

«is  really  more  like  400.  The  IT  revolution,  stock  market  boom, 

roductivity  boom,  rebirth  of  optimism, 

naissance  of  entrepreneurship — all  lay  in 

le  future  in  1982. 

Reagan's  $1.7  trillion  deficit.  Levitt  would  like 
s  to  believe  that  Ronald  Reagan's  budget 
eficits — SI. 7  trillion  added  in  eight  years — 
t  a  tone  of  moral  laxity  later  aped  by  the 
ces  of  Enron's  Andrew  Fastow.  Cheap  sound 
ite,  that.  Yes,  it's  true  that  the  1981  tax  cuts, 
hen  combined  with  defense  spending  that 
oubled  (from  3%  to  6%  of  GDP)  on  Rea- 
an's  watch,  blew  up  the  deficit.  Reagan 
eknders  blame  this  on  the  Democrats,  who 
jntrolled  the  House,  the  initiator  of  budgets, 
say,  why  share  the  credit!  What  Reagan  did 
as  magnificent:  His  tax  cuts  led  to  a  dou- 
ing  of  American  asset  values — America's 
alance  sheet,  if  you  like — ft-om  $17  trillion  to  $34  trillion  by 
989.  Increased  defense  spending  led  directly  to  the  Soviet 
nion's  folding  its  cards.  That  $1.7  trillion  was  the  smartest  fed- 
■al  loan  taken  out  since  Thomas  Jefferson's  Louisiana  Purchase. 
7.5>  annually.  China's  economic  growth  over  the  last  decade, 
merica  last  enjoyed  that  kind  of  growth  in  the  1870s  and 
380s;  England  in  the  1820s  and  1830s. 
12%  annually.  Shanghai's  economic  growth  in  the  last  decade, 
tianghai,  according  to  FORBES'  managing  director  in  Asia, 
/ill  Adamopoulos,  buzzes  like  the  1980s  Wall  Street,  the  early 
)90s  Hong  Kong  and  the  late  1990s  Silicon  Valley,  combined. 
$1.1  trillion.  Believe  it  or  not,  China's  GDP  is  still  only  one- 
nth  of  ours.  With  1.3  billion  citizens,  annual  per  capita  income 
I  China  is  around  $900.  You  can  draw  a  couple  of  conclusions 
om  this.  First,  China  remains  a  very  poor  country  outside  of 
s  coastal  cities.  Second,  the  country's  fantastic  GDP  growth 
ite  is  likely  to  continue,  because  it  is  based  on  relatively  low 
umbers  to  begin  with. 

750,000/150,000.  The  number  of  engineers  and  electrical 
igineers,  respectively,  graduating  from  China's  colleges  every 


SMACKS  OF  ART:  Former  SEC 
Chairman  Levitt  says  business  ethics 
have  turned  stinky  over  two  decades. 


year.  These  numbers  trounce  those  of  the  U.S.  tenfold. 

•  $4,300-$8,600.  The  annual  salary  a  Chinese  engineer  can 
expect  to  make  in  the  coastal  cities. 

•  i.2-to-I.O.  The  ratio  of  boys  to  girls  in  China  since  the  one- 
child  policy  was  instituted  in  the  1970s.  If  the  U.S.  is  smart  about 
its  immigration  policy,  it  will  roO  out  the  red  carpet  for  China's 
sex-starved  male  engineers.  Then  we  won't  have  to  worry  as 
much  about  our  own  deficit  of  engineers. 

•  $500,000/-$250,000.  This  cynical  but  handy  formulation 
comes  from  Guy  Kawasaki,  CEO  of  Garage  Technology 

Ventures.  (Disclosure:  I'm  on  the  board.)  Guy 
uses  it  to  value  high-tech  startups  in  the 
post-bubble  era:  Add  $500,000  of  valuation 
for  every  staff  engineer;  subtract  $250,000  for 
every  staff  M.B. A. 

•  $2  trillion.  Cash  parked  in  U.S.  money  mar- 
ket funds  as  of  October,  according  to  Gold- 
man Sachs  Vice  Chairman  (International) 
Bob  Hormats.  Money  market  accounts  have 
quadrupled  in  two  years.  There  is  a  silver  lin- 
ing in  this,  as  explained  below. 

•  25%  &  50%.  Growth  of  the  Dow  and  Nasdaq, 
respectively,  over  the  next  six  months.  Thus 
predicts  Andy  Kessler,  manager  of  the  hedge 
fund  that  was  ranked  third  in  the  U.S.  in  1999 
and  a  sometime  FORBES  columnist.  Kessler 
offered  this  prediction  when  the  Dow  was 

7300  and  Nasdaq  was  1160,  so  some  of  the  rebound  has 
occurred.  Andy  says  the  key  is  the  Hormats  money  market  fig- 
ure of  $2  trillion.  This  stockpile  of  cash  wants  to  seek  higher 
returns  in  the  stock  market  but  is  waiting  for  a  sign  that  the 
water  is  safe.  The  removal  of  Saddam  Hussein  will  be  that  sign. 

•  2000  points.  This,  according  to  CNBC's  Larry  Kudlow,  is  how 
much  the  Dow  will  go  up  on  the  day  American  troops  set  foot 
in  Baghdad.  Too  rich  for  me,  although  1  share  Kudlow's  gen- 
eral optimism. 

•  8.6  seconds.  The  time  it  took  Bob  Hayes,  who  died  this  fall  at  the 
too-young  age  of  59,  to  cover  100  meters  during  his  anchor  leg  of 
the  400-meter  relay  in  the  1964  Tokyo  Olympics.  Bullet  Bob  was 
handed  the  baton  with  his  team  running  in  fifth  place  and  blew  past 
sprinters  from  Cuba,  Jamaica,  France  and  Poland  to  the  largest  mar- 
gin of  victory  ever  achieved  in  that  race.  Hayes  strutted  his  stuff 
before  the  era  of  steroids.  He  was  the  greatest  sprinter  who  ever  lived. 

Now,  if  Arthur  Levitt  modestly  claimed  that  there'd  been  an 
erosion  of  sprinter  talent  over  the  last  40  years,  I'd  buy  that.    F 

XiiV||'|-|Ao  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
i^^B^^^c^  I  or  e-mail  him  at  publisher@forbes.com. 
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ON  MY  MIND 


By  Betsy  McCaughey,  adjunct  senior  fellow  at  the  hudson  institute;  former  lieutenant  governor  of  new  yqrk  statj 


Physician,  Wash  Thyself 

If  hospitals  revealed  how  many  people  get  sick  in  their  care,  the  infection  rate  would  drop 


YOU'VE  SEEN  THE  ADVERTISEMENTS  IMPLORING  YOU  TO  USE 
this  or  that  hospital.  They  boast  they  have  the  best  doctors  or 
give  the  best  care.  But  one  fact  you  won't  see  advertised  is  how 
many  patients  pick  up  an  infection  while  hospitalized.  Hospi- 
tals are  doing  their  best  to  keep  their  infection  rates  secret. 

It's  no  wonder.  One  out  of  every  20  hospital  patients  gets  an 
infection.  That's  2  million  Amer- 
icans a  year.  An  estimated  90,000 
of  them  die  as  a  result.  Some 
infections  are  unavoidable.  For 
elderly  patients  and  patients  with 
immune  systems  weakened  by 
cancer  or  AIDS,  infection  is  often 
the  last  stage  in  a  long  illness. 

But  one-third  to  three-quar- 
ters of  infections  are  preventable, 
according  to  varying  estimates. 
The  most  effective  way  to  cut 
down  infections  is  for  doctors 
and  other  staff  to  wash  their 
hands  between  treating  patients, 
according  to  the  Centers  for  Dis- 
ease Control  &  Prevention. 
Research  shows  that  physicians 
clean  their  hands  between 
patients  only  48%  of  the  time. 
"Even  at  the  best  hospitals,"  the 
figure  is  only  60%,  says  Dr.  Beth 
Raucher  of  Beth  Israel  Medical 
Cente:  u\  New  York  City.  Staffing 
shortages,  too  few  sinks  and  other  excuses  are  offered  for  the 
lack  of  hand  '.vashing.  "To  be  perfectly  blunt,  one  reason  doctors 
don't  do  it  is  that  we  are  under  so  much  pressure  from  HMOs  to 
see  as  many  patients  as  possible,"  says  Dr.  Ernest  Atlas,  an  infec- 
tious disease  expert  in  Connecticut. 

Other  entry  points  for  infection  are  intravenous  (iv)  and 
urinary  tract  catheters,  tubes  that  allow  liquids  to  enter  or  leave 
a  patient's  body  Catheters  need  to  be  changed  often,  used  less, 
and  inserted  and  removed  under  sterile  conditions.  Doctors 
complain  that  hospitals  are  putting  cost-cutting  ahead  of  infec- 
iiim  control  by  doing  away  with  specially  trained  IV  teams  and 
curr,n<;  back  on  some  precautions  for  sterilization. 

Another  problem  is  the  liberal  use  of  antibiotics  at  many  hos- 
pitals. llvAt  increases  the  infection  danger,  because  germs  develop 
resistance  to  one  antibiotic  after  another. 

What  can  lower  hospital  infection  rates?  For  starters,  patients 
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"One-third  to  three-quarters  of  infections  are 

preventable,  according  to  estimates.  Disclosure 

will  pressure  hospitals  to  clean  up  their  act." 


can  try  to  protect  themselves.  Get  out  of  the  hospital  as  quickly ; 
possible.  Keep  a  hospital-approved  hand  cleaner  at  your  bed  ar 
ask  staff  to  use  it.  Request  that  only  essential  personnel  be  in  tl 
operating  room  (allowing  medical  students  could  increase  yoi 
risk).  Ask  surgeons  for  their  infection  rates;  they  know  them. 
But  most  important,  you  should  be  able  to  compare  infe 

tion  rates  for  hospitals.  The  ri; 
of  getting  an  infection  at  Ne 
York-area  hospitals  varies  fro; 
1%  to  15%,  according  to  Dav: 
Perlin,  scientific  director  of  tt 
Newark,  N.J.-based  Public  Heall 
Research  Institute.  Wouldn't  yc 
want  to  know  which  hospitals  i 
avoid?  Disclosure  will  pressu: 
them  to  clean  up  their  act.  The 
in  turn,  will  save  money  for  ta: 
payers  footing  Medicare  an 
Medicaid  and  for  employers  wl 
pay  for  their  workers'  insurani 
A  serious  bloodstream  infectic 
can  add  $30,000  to  a  hospital  hi 
Twenty  states  now  collect  da" 
on  adverse  events,  including  infc" 
tions  that  lead  to  serious  harm  ( 
death;  nearly  all  accede  to  the  ho 
pital  industry's  demand  for  si 
crecy.  On  a  federal  level  the  CD 
collects  infection  data  from  a  fe 
hundred  hospitals  out  of  the  thoi 
sands  in  the  nation,  and  it  pledges  to  keep  the  information  secre 
Why  the  cover-up?  One  argument  against  disclosure  is  th 
infection  report  cards  would  discourage  hospitals  from  treatir 
the  sickest  patients.  Fair  enough,  but  rates  can  be  adjusted  J 
that  hospitals  treating  AIDS  and  cancer  patients  won't  be  judgf 
against  hospitals  treating  healthier  patients. 

New  York  State's  experience  with  another  type  of  disclosu: 
suggests  that  it  works.  Once  the  state  began  publishing  coronal 
bypass  surgery  death  rates  hospital  by  hospital  (adjusted  ft 
patient  mix),  deaths  declined. 

Britain  is  taking  a  step  in  the  right  direction.  In  Februar 
after  London's  teaching  hospital  infection  rates  soared  to  amor 
the  highest  in  England,  the  National  Health  Service  started  pul 
licizing  the  names  of  infection-ridden  hospitals. 

Concealing  the  information  may  help  save  face,  but  it  wor 
save  hves.  It's  time  for  infection  report  cards. 


leady  for  mid  cap  portfolio  management 
/ith  the  discipline  to  resist  temptation? 


Victory  Mid  Cap  Value  — 

active  investment  management 

with  the  style  you  expect. 


Victory 

Capital  Management 


It  takes  discipline  to  resist  the  temptation  to  rush  after  marl<et  trends. 
At  Victory,  we  apply  a  time-tested  investment  philosophy  to  keep 
our  style  consistent.  Through  discipline,  diversification,  and  active 
management,  we  are  able  to  meet  our  investors'  expectations  -  and 
our  goal  of  superior  long-term  returns  on  a  risk-adjusted  basis.  Take 
a  closer  look  at  the  Victory  Mid  Cap  Value  portfolio  for  a  consistent 
investment  style.  You'll  find  that  resisting  temptation  has  its  rewards. 


To  learn  more  about  our  Mid  Cap  Value  portfolio,  contact  your 
consultant  or  advisor,  or  contact  Victory  Capital  Management 
at  1-877-660-4400  or  VictoryConnect.com. 


Victory  Capital  Management  Inc.  is  a  Registered  Investment  Advisor  and  a  member 
of  the  Key  financial  network.  Past  performance  does  not  guarantee  future  results. 
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trademarks  o(  Honda  Motor  Co,,  Ltd.  Tread  Lightly!'*  is  a  registered  trademark  of  Tread  Lig.htlyl,  Inc.  Make  an  intelligent  decision,  fasten  your  seat  belt. 


Thp  ?60-hp  Anira  MDX  with  electrnnir  4-whpel  drivp.  We've  taken  the  SUV  even  further.  The  new  wave  of  MC 


20  more  hp  and  an  awesome  list  of  available  features,  like  the  intelligence  of  a  voice-activated  navigation  system,  the  vi; 
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^rview  camera  and  the  fun  of  a  DVD  entertainment  system.  Plus  a  standard  4-wheel-drive  system  that  has  always  provided 
tional  traction  on  sand,  or  on  your  way  to  it.  Surf  over  to  acura.com  or  call  1-800-TO-Acura.     VoJ^\^— LJI^.^\ 


FOLLOW-THROUGH 


AUGUST  6,  2001 


A  Little  Sk 


SHOEMAKER    SKECHERS 
has  run  into  a  wall  since 
we    wrote    admiringly 
about  the  $970  million  (sales) 
company.  Skechers'  strategy  is 
to  produce  quick  knockoffs  of 
expensive  brands  and  anoint 
them  with  the  elusive  teen  hip 
quotient  through  endorsement 
deals  with  the  likes  of  pop  queen 
Britney  Spears. 

But  hipness  can't  overcome 
tight  budgets.  Sales  dropped  well 
below  expectations  in  the  crucial 
back-to-school  shopping  season. 
The  shortfall  caused  the  com- 
pany's third-quarter  results  to 
come  in  under  expectations  and 
slashed  the  earnings  outlook  for 
the  fourth  quarter  to  half  of  Wall 
Street's  original  expectation  of  26 
cents  a  share.  AH  that  has  taken  its  toll  on 
Skechers'  stock,  which  has  tumbled  62% 
since  June  to  $9. 


Not  all  the  news  is  bad,  though.  The 
company  claims  its  spring  2003  lines  were 
well  received  by  buyers  at  trade  shows, 


and  the  finicky  fall  fashion  reviel 

still  dubbed  Skechers  stylish,  thanks! 

part  to  a  new  three-year  deal  with  Spea) 

— Brendan  Cof 

OCTOBER  29.  2001 

Inside  Korea 

NORTH  KOREA  NOW  ADMITS,  AS  V 
reported  a  year  ago,  that  it  does  indd 
have  a  nuclear  bomb.  Our  indirei 
source,  a  defecting  nuclear  physicist  th 
hiding  in  China,  is  now  in  South  Koi) 
supplying  invaluable  information  abcj 
the  regime's  secret  nuclear  program,  h 
information  has  been  posted  on  the  W> 
in  Korean  and  Japanese,  with  accompari 
ing  maps,  by  Osaka,  Japan-based  Kan; 
University  professor  Lee  Young  Hwa.  I' 
heads  a  North  Korean  dissidents'  gro^ 
that  helped  the  nuclear  physicist  defect 
Among  the  defector's  revelatioil 
North  Korea  has  a  secret  institute  thati 
using  political  prisoners  as  test  subjects] 
study  chemical  and  biological  weapoi 
North  Korea  has  also  recently  set  up 
special  commando  training  camp  aloj 
the  Chinese  border.  Most  disturbing 
all,  the  defector  says  North  Korea  is  cd 
ducting  research  on  "radioactive  polli 
tion  and  atmospheric  science."  Th 


Flashbacks 


70  YEARS  AGO  IN  FORBES/APRIL  I,  1932 

Ullj  HGnry  Henry  Ford  takes  too  long  to 
t.f.' :  ^und.  The  world  learns  that  he  is  to  bring 
0  ,  .'/  car— and  then  months  and  months 

pa:;,  I,  'r.re  his  new  product  reaches  the  mar- 
ket. M-iasivvhiie  the  whole  industry  suffers. 
Many  pos'^cone  buying  until  they  can  examine 
the  promised  Foi  d  model.  His  declaration  that 
he  would  supply  1.5  million  of  his  new  cars  in 
the  first  twelve  months  of  production  thrilled 
the  country— until  reflection  convinced  the  sober-minded  that  Ford 
couldn't  possibly  accomplish  any  such  feat. 

30  YEARS  AGO  IN  FORBES/MARCH  IS.  1972 


Stop  the  Economy! 


One  big  union.  One  big  union  that 
couid  paralyze  the  nation.  That  has  long  been  the  dream  of  certain 
\abcf  '■^  nders,  some  of  them  confirmed  leftists,  some  of  them  merely 
power  'vingry.  And  now  Harry  Bridges,  the  aged  (70),  embittered 
long-time  [.resident  of  the  International  Longshoremen's  &  Ware- 


housemen's Union,  is  working  on  a  plan  to  make  that  dream  con 
true.  A  frightening  prospect?  Bridges'  mouth  is  watering  at  it.  La 
year  and  this  he  kept  West  Coast  ports  closed  for  134  days.  "It's 
myth  that  strikes  hurt  the  general  public,"  he  says.  "Strikes  are  got 
for  the  country  because  they  raise  the  workers'  purchasing  power 

20  YEARS  AGO  IN  FORBES/DEGEMBER  20,  1902 

llODOWOrKGr  to  regain  lost  market  share.  Fiat's  manage 
have  had  to  push  major  changes  through  the  company.  The  e\ 
dence  of  those  changes  quickly  becomes  apparent  as  you  wa 
through  Fiat's  mammoth  Mirafiori  works  in  the  suburbs  of  Turi 
The  factories  are  almost  devoid  of  people.  Many  of  the  20,0C 
workers  that  Fiat  has  cut  from  its  bloated  315,000-man  labor  fori 
were  at  Mirafiori.  Gone  is  the  traditional  assembly  line,  with  I 
overhead  conveyor  moving  along  at  stately  speed  while  worke 
struggle  to  affix  parts  to  the  body  chassis  or  cars  under  constru 
tion.  In  its  place  have  come  robot  carriers  that  move  each  car-i 
the-making  to  work  sites  by  means  of  a  radio  guide  wire  in  the  fa 
tory  floor 
Fiat  announced  in  October  it  would  lay  off  a  fifth  of  its  work  force. 


44      FORBES"   Novc-mber  11,2002 


iJd  mean  a  dirty  bomb  with  the  capac- 
to  spread  radioactivity  throughout  the 
losphere  and  kill  millions  of  people. 
— Benjamin  Fulford 

Y  13    2002 

ill  Perils 

HEN  WE  LAST  CHECKED  IN  WITH 
|;raZeneca,  the  British  drugmaker  was 
|broiled  in  a  high-stakes  legal  battle  over 
lent  control  of  its  bestselling  Prilosec 
irtburn  drug.  The  little  purple  pill's 
in  patent  had  expired  in  October  200 1 . 
traZeneca  had  gone  on  the  offensive, 
pg  generic  firms  for  infringing  its 
ents — not  on  the  medicine,  but  on  the 
/  it  was  assembled  into  a  pill. 
In  October  AstraZeneca  was  handed  a 
il  \ictory  when  New  York  Federal  Dis- 
t  Court  Judge  Barbara  Jones  ruled  that 
raZeneca's  patents  were  valid  and  that 
se  of  the  four  generic  firms'  versions  of 
idrug  infHnged  those  patents.  The  ruling 
ans  that  at  most  one  copycat  is  likely  to 
ch  the  market  in  the  near  term.  As- 
Jeneca  shares  soared  13%  on  the  deci- 
1,  while  shares  of  generic  maker  Andrx 
rp.,  one  of  the  losers,  were  slammed 
vn  40%.  Andrx  is  planning  to  appeal. 
raZeneca's  next  hurdle  comes  in  2007, 
;n  its  remaining  Prilosec  patents  expire. 
— Robert  Langreth 

iUARY  7.  2000 

luban  Connection 

SEEMED  LIKE  A  LONG  SHOT  WHEN 
her  Daniels  Midland  attempted  to  get 
•ehold  in  the  Cuban  food  market  three 
rs  ago.  But  ADM  is  already  reaping  the 
•ards.  Eight  months  after  our  story  ran, 
sident  Clinton  signed  a  bill  permitting 
d  sales  to  Cuba,  and  in  the  last  year  the 
:atur,  111.  company  sold  Cuba  330,000 
trie  tons  of  corn,  soy  and  other  com- 
dities  for  $50  million.  In  September 
vl  was  the  primary  sponsor  of  a  Havana 
le  show  where  270  U.S.  food  companies 
Cargill,  Sara  Lee  and  Tyson  Foods  sold 
tal  of  $92  million  in  products. 
U.S.  law  dictates  that  all  payments 
n  Cuba  must  be  in  cash,  making  the 
Tununist  state  one  of  ADM's  safest  cus- 
lers,  according  to  Anthony  DeLio,  its 


point  man  on  Cuba.  At  the  trade  show, 
Castro  himself  signed  another  $15  million 
contract  with  ADM.  — Michael  Freedman 

SEPTEMBER  2.  2002 

Housebroken 

A  MONTH  AFTER  OUR  EXPOSE  ON  HOME 
lender  Household  International,  the 
company  reached  a  preliminary  agree- 
ment to  pay  as  much  as  $484  mUlion  to 
settle  abusive-lending  charges  made  by 
dozens  of  state  attorneys  general  and  reg- 
ulators. The  payment  would  be  the 
largest  ever  for  a  consumer  lender.  Our 
piece  described  how  Household  was  low- 
balling  the  costs  of  its  mortgages  and 
even  lying  to  attract  borrowers  at  its 
branches  in  more  than  a  dozen  states.  In 
our  story,  Household  claimed  the  prac- 
tice was  not  widespread;  it  still  admits  no 
wrongdoing.  — Bernard  Condon 

SFPTFMBER  5     7001 


Fresh  Sales 


SUBWAY  HAD  ONLY  BEGUN  TO  BITE  INTO 
the  fast-food  market  when  our  story  ran  a 
year  ago.  Since  then,  the  37-year-old  pri- 
vately held  company  has  surpassed 
McDonald's  to  become  the  nation's  largest 


fast-food  chain,  with  14,000  outlets. 
Though  Subway's  $5  billion  in  global  sales 
pale  next  to  its  rival's  $40  billion.  Subway's 
sales  are  on  the  rise,  up  27%  in  2001.  Sub- 
way is  still  pushing  aggressively  into  the 
market,  planning  to  open  2,000  new  stores 
by  year-end.  Another  bold  move:  a  new 
"Tuscany"  decor  that  includes  brick  wall- 
paper, stone  floor  tiles  and  chairs  uphol- 
stered in  red,  green  and  wheat-colored 
faux  suede.  — RiShawn  Biddle 
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Taking  the  Arura  MDX 
even  further. 


260 -hp  VTEC  engine  The  MDX  now  has 
20  more  horsepower  and  is  even  certified  as 
an  Ultra-Low-Emission  Vehicle  (ULEV-Z). 


Voice-activated   navigation   system 

Finding  your  way  is  now  easier  than  ever. 
(Available  on  all  Touring  Package  models.) 


Flectrontc  4-wheel  drive  When  wheelslip 
occurs,  its  Variable  Torque  Management' 
{VTM-4"}  System  helps  to  maintain  traction. 


Rearview  cannera  Need  help  backing  up? 
There's  an  available  rearview  camera.  The 
image  is  displayed  on  the  navigation  screen. 


®ACURA 

1-800-TO-Acura  /  acura.com 


MDX  with  Touring  Package  shown.  ©2002  Acura  Division  of  American  Honda  Motor 
Co.,  Inc.  Acura,  MDX,  VTEC,  Variable  Torque  Management  and  VTM-4  are  trademarks 
of  Honda  Motor  Co..  Ltd.  Make  an  intelligent  decision.  Fasten  your  seat  belt. 
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jU I  FRONT 


The  Great  Dividend  Heis 


Owens  Corning,  the  Chapter  ll-mired  maker  of  insulation  hawked  t 
the  Pink  Panther,  wants  to  force  shareholders  to  give  back  years  oi 
payouts.  Stock  investors  will  get  doubly  hosed  if  this  idea  spreads. 


Company 


Comdfs 


Federal-Mljs 
Polaroid 
USG  Coi 
Warnaco 


BY  CARRIE  COOLIDGE 

THAT  DIVIDEND  CHECK    WhO'S 
belongs  to  you,  right? 
Maybe     not.     Owens 
Corning,  in  Chapter  1 1 
bankruptcy  protection, 
is  seeking  to  recoup  as  much  as 
$42  million  it  paid  out  to  big 
shareholders  in  recent  years.  If  it 
wins,  investors  in  other  troubled 
companies  could  lose — yet  again. 
Best  known  for  its  use  of  the 
Pink  Panther  to  peddle  Fiberglas 
insulation,   Owens   Corning   is 
attempting  a  heist  that  would  con- 
found Inspector  Clouseau.  Owens 
Corning,  which  went  Chapter  1 1 
in  2000  amid  towering  asbestos 
claims,  filed  a  lawsuit  on  Oct.  2  against 
major  shareholders,  aiming  to  force  them  to 
relinquish  dividends  paid  from  1996  to 
2000.  The  last  quarterly  dividend  it  sent  out 
before  the  Chapter  1 1  filing  paid  7.5  cents  a 
share  for  a  nice  3.7%  annual  yield. 

Should  Owens  Corning  prevail  in  its 
suit,  filed  in  federal  bankruptcy  court  in 
Wilmington,  Del.,  other  Chapter  11- 
enmeshed  outfits  surely  would  be  tempted 
to  try  their  own  grab-backs  {see  table).  "lust 
how  deep  can  they  take  this?"  worries  Abba 
David  Poliakoff,  a  securities  lawyer  at  the 
Baltimore  firm  of  Gordon,  Feinblatt,  Roth- 
man,  Hoffberger  &  Hollander.  Shareholders 


Next? 


These  companies,  which  paid  dividends  before  thej 
Chapter  11  filings,  could  follow  Owens  Coming's  lea 
wins  in  court.  None  will  say  what  it  will  do  at  this  p 


Bankruptcy 
filng 


Deam 


Oct.  '01 

t  -3 


June  0 
June  '01 


Last 
paid  dividend' 


Septm 


Nov.  '00 


eb.  '01 
Sept.  '00 


'To  shareliolders  of  record.  -Sum  of  most  recent  four  quarters  common 
15  cents  per  share  for  three  quarters:  for  one  quarter  (for  shareholders 
2001)  paid  a  dividend  of  one  share  for  every  share  owned. 
Sources:  MarketGuide  via  FactSet  Research  Systems:  Bloomberg:  com 


already  get  the  worst  of  it  in  corpoi 
bankruptcies;  creditors  often  receive  soi 
thing  back,  but  owners  of  common  st 
typically  are  wiped  out. 

Owens  Coming's  legal  theory  border 
a  kind  of  stupidity  defense:  Duh, 
didn't  even  know  we  were  insolvent  wher 
paid  the  dividends,  so  now  we  want  'em  b 
It  is  based  on  a  recent  ruling  in  another 
bestos-related  Chapter  1 1  filing:  that  of  \ 
Grace  &  Co.  Creditors  want  the  Delav 
court  to  rule  that  Grace's  1998  sale  of  the  ( 
ovac  unit  to  Sealed  Air  Corp.  should  be  i 
lified  because  in  July  the  court  ruled  Gi 
was  technically  insolvent  years  before  its  2 
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ling.  Grace's  creditors  want  the  Cryovac 
nit  to  rejoin  Grace  so  they  can  draw 
loney  from  a  bigger  asset  pool. 

Armed  with  the  Grace  niling,  Owens 
orning  argues  that  it,  too,  was  insolvent 
."fore  its  bankruptcy  filing — for  four 
.-ars,  in  fact.  Hence  the  1996-2000  divi- 
.'nds  were  as  invalid  as  the  Cryovac  sale 
id  should  be  refunded.  That  sharehold- 
5  received  the  payouts  in  all  innocence 
lakes  no  difference,  the  firm  says. 

Other  companies  in  trouble  are  tak- 
g  note.  At  what's  left  of  Polaroid,  Presi- 
;nt  Kevin  Pond  says  he's  not  wild  about 
1  Owens  Corning-style  move  but  would 
)t  stand  in  the  way  if  bankruptcy  attor- 
?ys  think  it's  a  good  thing  to  do.  Now 
Jled  PDC  (One  Equity  Partners  bought 
ost  of  the  Polaroid  assets  in  July),  the 
>mpany  paid  SI 53  million  in  just  the  last 
lur  quarters  of  dividends  before  its 
ctober  2001  bankruptcy  filing. 

In  the  Owens  Corning  case,  at  least 
[e  company  isn't  going  after  small 
lareholders.  Owens  Corning  is  pursu- 
g  only  big  holders  who  received  more 
an  $100,000  in  dividends.  That 
eludes  such  institutions  as  Fidelity 
anagement  &  Research  ($4.8  million 
ceived,  1996-2000),  Franklin  Advisers 
5.3  million)  and  Sanford  C.  Bernstein 
Co.  ($5.9  million).  None  of  these  firms 
3uld  comment. 

An  Owens  Corning  spokesman  says 
e  company  has  no  choice  but  to  try  to 
cover  the  payouts;  once  a  company 
>es  into  Chapter  11,  it  is  obligated  to 
rve  creditors,  not  shareholders.  And  at 
ast  the  pockets  it  is  trying  to  pick  are 
^ep'ones.  But  if  Owens  Corning  can 
ill  off  this  ploy,  what  will  stop  other 
inkruptcy  filers  from  coming  after 
erage  investors? 

Nothing  in  the  Grace  ruling  is  limited 
just  asbestos  cases,  bankruptcy  lawyers 
f.  "The  boy  has  bit  the  dog  here,"  says 
mes  D.  McGinley,  a  bankruptcy  attor- 
•y  at  Edwards  &  Angell  in  Boston.  Even 
mpanies  guilty  of  accounting  fraud,  he 
ys,  could  end  up  trying  to  claw  back 
eir  dividends.  Yes,  even  Enron.  In  its  last 
ur  quarters  of  dividends  it  paid  out 
72  million.  An  Enron  spokesman,  told 

the  Owens  Corning  move,  says  the 
mpany  will  alert  its  law^-ers.  F 


WnO  IVIG|  tllClli   The  folks  on  our  latest  ranking 
of  wealthiest  Chinese  businesspeople  rarely  boast  like  Donald  Trump, 
for  good  reason,  by  rupert  hoogewerf 

Glamour-hungry  business  barons?  under  house  arrest.  He's  off  our  list.  No  won- 

Not  in  China.  In  a  nation  with  a  history  of  der  our  wealth  estimators  found  candidates 

beating  up  its  commercial  class,  successful  even  less  forthcoming  than  usual, 

entrepreneurs  keep  their  heads  down.  That's  Those  who  made  the  cut  this  year  (see 

not  so  easy  with  FORBES  around.  Our  fourth  wmn.iorbes.com/ch'ma)  have  a  minimum  net 

annual  list  of  China's  100  richest  business-  worth  of  $84  million  (The  Forbes  400  cutoff 

people  is  a  comprehensive  roster  of  those  this  year  was  $550  million).  That's  hard  to 

who  have  hit  it  big  in  the  modern  Middle  keep  quiet  in  a  country  whose  average  an- 


Kingdom. 


nual  per  capita  disposable  income  is  less  than 


Trouble  is,  our  conclusions  aren't  lost  on  $850  (rural  folk  make  less).  While  we  esti- 

the  still-authoritarian  state.  Although  most  of  mate  that  25%  of  those  on  our  list  belong  to 

the  listees  appear  to  be  dutiful  taxpayers,  the  Communist  Party,  most  of  the  new  wave  of 

Premier  Zhu  Rhongi  unleashed  the  Chinese  Chinese  capitalists  make  their  money  outside 


version  of  the  IRS  on  several  targets 
earlier  this  year.  Last  year's  number 
two.  Yang  Bin,  who  made  his  ^  - 
fortune  in  real  estate,  tourism  ^'   ' 
and  flowers,  has  been  ac- 
cused of  tax  fraud  and  is  now  ' 


^       the  realm  of  creaky  old  state  enterprises. 

I       Today  this  private  sector  makes  up  at  least  a 

third  of  China's  $1.2  trillion  economy. 

^         What  a  change.  After  the  1949 

'  •  i     communist  revolution  businessmen  were 

^    executed.  Now  Chinese  capitalists'  biggest 

■%     worry  is  the  same  one  that  troubles  col- 

;^    leagues  worldwide:  global  changes  that  roil 

«^   the  economy,  creating  opportunity  for  new 

]Jp   fortunes  and  tearing  down  old  ones.  A  mere 

Wx     9  names  from  our  1999  list  (of  only  50  that 

^    year)  made  the  cut  this  time. 

Our  new  number  one  is  Larry  Rong 

Zhijian,  60,  up  three  places  and  $70  mil- 

"*»-    lion.  Coming  from  China's  nearest  thing  to 

a  family  dynasty,  Rong  is  a  financier 

~  .   through  his  Citic  Pacific.  Last  year's 

number  one,  the  Liu  brothers, 

dropped  because  their  businesses 

have  been  separated.  F 

Number  I:  Rong 
of  Citic  Pacific  is  champ  this  year. 


Smillions 

Name /Age 

Location 

Business 

j| 

$850 

Larry  Rong  Zhijian  /  60 

Hong  Kong 
Shanghai;  H.K. 

infrastructure,  real  estate,  marketing  and  dr 
real  estate:  Hong  Kong,  Shanghai,  Beiii:' 

JH 

780 

XuRongmao/52 

H 

600 

Sun  Guangxin  /  40 

Xinjiang 

Uaimqi  real  estate,  building  materi; '                 gas 

570 

560 

LuGuanqiu/57 
ClienLihua/61 

Zhejiang 
Beijing 

auto  parts 

Beijing  real  estate  and  s?'  '               dm 

^^Hj 

540 

LiiiYonghao/5i. 
Ye  Lipei/ 58 
LiuYongxing/54 

Sichuan 

Shanghai 

Shanghai 

animal  feed,  financ2?i: 

^^■1 

^^^^■i 

540 
480 

Shanghai  real  estor 
animal  feed 

H 

360 

GiioGuangchang/35 

Shanghai 

Shanghai  real  eslaic,  pharmaceuticals  and  retail 

^H 

360 

UuHanyuan/38 

Sichuan 

fish  feed  and  farming 

^H 

FORBES"  November  1 1 ,  2002 


OUT 


ii  i:t'*!r">i»''«T"a  aAi 


Cocl^it  mni 


Competitors  accuse  Honeywell  of 
using  nasty  tricks  to  corner  the 
market  for  a  safety  device— 
vyith  the  aid  of  the  government. 

BY  JONATHAN  FAHEY       . 


Lfe* 


:  t  ■ :  1  \the  green  screen  lets  pilots  see  distant  danger 


ONE  OF  THE  BIGGEST  CAUSES  OF 
airplane  fatalities  worldwide  is 
described  as  "controlled  flight 
into  terrain."  In  English:  crash- 
ing into  a  mountain  the  pilot 
didn't  see.  So  two  years  ago  the  Federal 
Aviation  Administration  mandated  that, 
by  2005,  most  planes  must  carry  a  new 
system  that  warns  pilots  early  on  if  they 
are  flying  toward  disaster.  Honeywell  was 
the  only  maker  of  such  a  device  at  the 
time.  Rivals  eyed  a  new  $1  billion  market 
to  outfit  30,000  aircraft  with  systems  cost- 
ing $20,000  to  $75,000  each. 

Four  companies  rushed  out  their  own 
systems  and  started  selling  as  early  as  sum- 
mer 2000 — and  then  they  crashed  into  a 
legaJ  mountain.  Honeywell,  an  aerospace 
giant  v.ith  $24  billion  in  sales,  hit  all  four 
ivith  pa' cii^ -infringement  lawsuits  filed  in 
May  aiid  ugust  of  this  year.  Now  the  de- 
fendants charge  Honeywell  with  dirty  tactics 
that  are  slowing  adoption  of  the  new  safety 
instrument,  the  Terrain  Awareness  and 
Warning  System. 

The  competitors  say  Honeywell  lob- 
bied the  FAA  and  snookered  it  into  requir- 
ing specifications  that  bear  an  eerie  resem- 
blance to  the  features  that  Honeywell  has 
patented.  They  further  say  their  bigger 
ri-'al  applied  for  the  patents  before  the  FAA 
first  i^'oposed  the  new  rule  in  spring 
1998-  '  .'ithout  revealing  its  interest  to  the 
agency.  And  the  rivals  accuse  Honeywell  of 
trying  to  scare  plane  owners  into  ordering 
only  Honeywell  gear. 


"If  you  build  something  to  the  specifi- 
cations of  a  mandated  rule,  you  don't 
expect  to  be  sued,"  says  Gerald  Block, 
chief  executive  of  Sandel  Avionics,  based 
in  Vista,  Calif  and  one  of  the  four  players 
under  attack  fi-om  Honeywell.  (The  other 
three  are  Universal  Avionics  of  Tucson, 
Ariz.,  Goodrich  Corp.  of  Charlotte,  N.C. 
and  ACSS,  based  in  Phoenix.)  But  Francis 
Daly,  who  runs  Honeywell's  Air  Transport 
Avionics  division,  counters  that  this  is 
merely  a  blatant  case  of  patent  infringe- 
ment. "Our  system  was  lifted  wholesale," 
he  says.  "They  didn't  have  to  do  it  this 
way."  He  readily  admits  Honeywell  helped 
set  the  rule  and  that  the  company,  indeed, 
didn't  reveal  its  patent  hopes  to  the  FAA — 
because  it  wasn't  required  to  do  so. 

The  devices  help  pilots  avoid  "terrain" 
by  coupling  global-posi- 
tioning technology  with 
flight  data  on  speed,  alti- 
tude and  other  readings, 
and  a  database  containing 
the  topography  of  the 
planet.  Airhnes  began  in- 
stalling Honeywell-made 
systems  in  their  large  jets  in 
1996,  after  an  American 
Airlines  crash  in  Colombia. 
Soon  the  FAA  wanted  to 
make  the  systems  manda- 
tory for  turboprops  and 
jets  with  six  or  more  seats. 

When    the    mandate 
came  out  in  2000,  com- 


By  the  Numbers 


A  new  safety  device  and  an 
FAA  mandate  make  for  big 
business— and  a  big  fight. 


Mandated 
aircraft  yet  to  install  the 
new  system. 

wees:  FAA;  Sandel  Avionics. 


petitors  say,  it  closely  resembled  Honey 
well's  patents.  Honeywell's  competitor 
also  argue  that  it  misled  the  Europeai 
Commission.  When  the  panel  okayei 
AlliedSignal's  1999  acquisition  of  Honey 
well  (the  merged  outfit  assimred  the  Hon 
eywell  name),  the  companies  assured  regu 
lators  that  rivals  would  be  able  to  enter  th 
market  for  the  new  safety  systems.  "  [Now 
they've  taken  a  position  that  nobody  els 
can  make  one  of  these  products,"  accuse 
Scott  Bornstein,  a  lawyer  representin 
Universal  Avionics. 

Honeywell  denies  those  assertions  ani 
says  the  FAA  order  specifies  only  what  th 
safety  device  is  required  to  do,  not  how 
should  do  it.  It  is  entirely  possible, 
spokesman  says,  to  build  a  new  system  with 
out  treading  on  Honeywell  patents.  The  FA 
says  it  issued  the  rule  sim 
ply  to  make  airplanes  safe 
"At  no  point  do  we  concer 
ourselves  with  what  goe 
on  in  the  marketplace  o 
about  which  companies  ca 
meet  our  standards,"  say 
Paul  Takemoto,  an  FA 
spokesman. 

The  legal  strategy  ha 
won  Honeywell  an  edg( 
as  some  owners  buy  il 
device  or  delay  installin 
rival  gear.  That's  good  fc 
shareholders — but  not  fc 
passengers.  Some  plan« 
are  flying  without  it.      I 


ir  fatalities  from- 
192  to  2001  caused 
by  unseen  terrain. 

i  ■       Aircraft 
outfitted  with  new  ter- 
n-awareness system 
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meeting  data  via  Bluetooth* 
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Its  a  busy  life.  This  is  easy.  Introducing  ttte'  new  Pafrfi*' Tungsten™!  handheld. 
It's  light,  with  a  new  expandable  slider  to  make  it  more  dompact.  It  boasts  a  5-way 
navigator  button  for  easy  operation.  And  it's  powef^wl,  with  a  voice  recorder, 
integrated  Bluetooth™ for  wireless. connectivity,  and  a  new  OMAP^ARM-based 
processor  that's  four  times  faster  than  the  processor  in  any  other  Palm  handheld. 
Look  for  it  at  your  local  retailer.  Or  go  to  palm.com/trytungsten-t  for  a  demo 
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)ata  sharing  between  Bluetooth-enabled  handhelds  within  approximate  30'  range.  ©  2002  Palm,  Inc;  Ajtrights  reserved, 
ihe  Palm  logo  is  a  registered  trademark  of  Pairp,  Inc.  Pafrn,  Tungsten,  the  Tungsten  logo  are  trademarks  of  Palm,  Inc.  Other 
Droducts  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners.  Screen  image  simulated. 
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vllCnT  ACC|UISITIun  ■   Admen  Maurice  and  Charles  Saatchi  may  have  devised 
a  new  way  to  win  clients— buy  them,  by  allison  fass 


Leave  it  to  idiosyncratic  Maurice  and  Charles 

„        .  .  ,  ...  More  than 

Saatchi  to  come  up  with  an  unorthodox  method  that  |^, 

could  bolster  business  for  their  London-based  ad  shop: 

The  brothers  are  buying  brands  that  their  agency  may 

help  relaunch. 

Perhaps  the  world's  best-known  ad  executives,  the 
Saatchis  opened  M&C  Saatchi  after  shareholders  of 
Saatchi  &  Saatchi,  their  original  ad  agency,  ousted  high- 
living  Maurice  as  chairman  in  1994.  The  brothers  struck 
back  immediately  by  opening  M&C  Saatchi  and  later 
stealing  a  client,  British  Airways,  which  they  still  have. 
Today  privately  held  M&C  Saatchi  clients  include  Foster's 
beer  and  General  Electric,  and  it  claims  billings  of  $1  bil- 
lion. (Advertising Age  puts  2001  billings  at  $577  million.) 

Ever  resourceful,  the  Saatchis  and  their  agency 
partners  now  are  investing  in  profitable  but  undervalued  brands  shed 
by  consumer-goods  giants  that  are  paring  their  holdings.  They  hope  to 
reap  long-term  returns  as  they  acquire  five  or  six  brands,  boost  their 
sales  and  eventually  sell  them.  Short-term,  the  agency  may  lend  a  hand 
in  repositioning  brands  they  acquire— and  get  the  fees. 

The  brothers  (and  three  other  partners  at  M&C  Saatchi)  recently 
paid  H.J.  Heinz  Co.  an  undisclosed  sum  (at  least  $10  million)  for  a 
51%  stake  in  two  product  lines:  Complan  meal-replacement  drinks 
and  Casilan  protein  supplements.  Heinz  held  on  to  a  34%  stake  and  will 


More  than  just  an  adman: 
Maurice. 


continue  making  the  products.  The  Saatchis  formec 
t  an  adman:  °       ,      ^     , 

jpe  new  company,  Complan  Foods,  and  hired  away  He! 

managers  of  the  brands,  handing  them  a  15%  stakei 

the  new  concern.  They  already  have  begun  working  i 

' ,  new  marketing  with  M&C  Saatchi's  direct-marketii 

unit,  Lida.  Once  the  brands  are  burnished,  they  can  i 

sold  at  a  tidy  profit,  says  Andrew  Leek,  who  rui 

Saatchinvest,  the  unit  that  handled  the  purchase  ai 

set  up  the  new  food  company. 

The  brothers  Saatchi  have  a  history  of  recognizi 

undervalued  assets.  The  elusive  Charles,  59,  h 

amassed  an  impressive  modern  art  collection  in  part 

acquiring  work  by  artists  before  they  are  discovere 

Heard  of  Jenny  Saville?  ' 

H^v  As  far  as  Saatchinvest  is  concerned,  the  Saatch 

are  most  interested  in  consumer  goods,  including  sports  apparel  a; 

distilled  spirits.  Maurice  expects  no  shortage  of  opportunities  as  se 

eral  behemoths,  including  Unilever  and  Procter  &  Gamble,  plan  to  dun 

sorne  marginal  brands.  Procter  recently  sold  brands  like  Clearasil  ai 

Comet.  He  confides  that  he  does  not  rule  out  rummaging  among  his  ov 

agency's  clients— which  also  include  Nestle  and  Pfizer— for  brands  I 

buy.  Says  Saatchi,  56:  "Many  people  have  come  to  us  and  said,  'V 

have  many  of  these  brands;  we  don't  know  what  to  do  with  them.' " 

Good  thing  the  Saatchis  do. 


Mark  Cuban  and  Todd  Wagner  got  rich 
off  the  Internet  bubble  and  survived  the 
crasii.  Now  comes  something  really 
scary;  They're  gambling  their  loot  in 

Hollywood.   BY  DOROTHY  POMERANTZ 


FORBES"   NovomlH-r  1 1 ,  2002 


FOR  INTERNET  BILLIONAIRE  MAP 
Cuban  and  his  longtime  partner,  Toe 
Wagner,  their  September  deal  with  C 
for  a  nine-episode  remake  of  the  chee 
old  show  Star  Search  seemed  like  y 
another  masterstroke  of  fortuitous  timing.  "C 
and  billionaire  Mark  Cuban  are  on  a  tale 
hunt,"  the  Hollywood  Reporter  swooned,  notii 
how  the  deal  was  struck  at  the  height  of  pop' 
larity  of  Fox's  latter-day  hit  American  Idol. 

It  was  just  the  latest  addition  to  a  Hollywoc 

portfolio  the  two  Internet  tycoons  have  quiet 

been  assembling  for  the  past  year.  They  ov 

the  rights  to  Star  Search  through  tl 

Rysher  Entertainment  film  librai 

which  they  acquired  from  Cox  Broai 

casting  for  an  undisclosed  sum  believi 

to  be  less  than  $300  million.  Their  ne 

company,  2929  Productions,  will  produ 

the  show,  and  they  have  taken  a  stake  in 

management  company  that  will  launch 

Star  Search  road  show  nationwide. 

"We  need  a  host  with  personality  but  n 

Heeere's— Todd  and  Mark?  Cuban  and  his  own 
sidekick  are  remaking  Ed  McMahon's  Star  Searc, 


It's  all  in  the  approach. 

A  disciplined  approacli  allows  you  to  do  what  others  can't. 
At  AEP,  discipline  guides  everything  we  do.  Our  long-standing 
commitment  to  risk  management  ensures  we  have  the  right 
internal  checks  and  balances.  And  we  use  our  top-notch 
financial  and  analytical  skills  wisely  to  deliver  value  across 
our  broad  range  of  businesses.  For  the  energy  leader  with 
the  discipline  to  perform  in  a  dynamic  market,  look  to  AEP. 


AEP  is  a  proud  sponsor  of  Cirque  du  Soleil®  2002  North  American  Tours 
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too  much  personality,"  muses  Wagner,  sitting  in  the  dining 
room  of  the  swank  Beverly  Hills  Hotel,  where  the  transplanted 
Hoosier  was  staying  during  a  recent  visit. 

Wagner,  42,  and  Cuban,  44,  sold  at  the  top:  Broadcast.com, 
the  Web  video  service  they  founded,  got  bought  by  Yahoo  for 
$5.7  billion  in  Yahoo  stock  in  April  1999,  when  the  shares 
traded  at  a  split-adjusted  $87.  They  cleared  $705  million  and 
$1.3  billion  respectively,  and  they  avoided  big  losses  as  Yahoo 
fell  to  $9  by  setting  up  a  zero-cost  collar.  Still  flush,  they  are 
betting  millions  in  Hollywood  with  an  intent  that  goes  be- 
yond that  of  other  Hollywood  neophytes  (who  typically  want 
to  meet  starlets  or  get  a  good  table  at  the  Ivy).  They  are  bank- 
ing on  the  day  when  their  background  as  early  Internet  broad- 
cast entrepreneurs  will  let  them  exploit  the  digitization  of  en- 
tertainment content.  Until  then,  Wagner  is  learning  the  ropes. 

Cuban  also  is  co-owner  of  HDNet,  a  fledgling  high-definition 
television  venture  (see  story,  p.  141).  Though  it's  the  nation's 
only  such  channel —  available  only  on  DirecTV — it  reaches  just 
over  200,000  homes.  HDNet  is  woefiJly  lacking  programming, 
offering  a  desultory  assortment  of  shows  ranging  from  college 
football  to  documentaries  on  female  Pueblo  Indian  potters. 

"It's  aU  about  providing  content  or  distribution  coming 
back  to  HDNet,"  enthuses  Cuban,  better  known  these  days  as 
the  hotheaded  ref-baiting  owner  of  the  polyglot  DaUas  Mav- 
ericks basketball  team.  Wagner  doesn't  own  a  stake  in 
HDNet — "There  are  applications  for  HD,  of  course,  but  it 
doesn't  drive  the  train  of  things  I'm  doing" — though  he 
sounds  like  someone  who  has  gone  native. 


rcij 


Tve  got  a  few  dollars  in  the 
bank,"  says  Wagner.  "If  it 
doesn't  work  out,  Tm  okay." 

"There  are  synergies — hopefuUy,"  says  Wagner,  who  has 
been  hanging  around  with  Arnold  Schwarzenegger.  He  is  help- 
ing bankroU  idiosyncratic  art  house  flicks  like  Searching  for 
Debra  Wringer,  a  $600,000  feminist  take  on  the  the  difficulties 
of  aging  v/omen  in  Hollywood.  He  watches  over  his  and 
Cuban's  investments  in  Lions  Gate  Entertainment  (Cuban 
bought  a  6%  stake  for  $5.6  million).  The  smallish  indepen- 
dent producer  ($273  million  in  fiscal  2002  sales)  has  turned 
out  such  curiosities  as  the  Leprechaun  horror  series,  about  a 
pint-size  killer. 

If  anything,  Wagner  sa;^  he  is  mostly  in  town  to  gain  an  ed- 
ucation about  the  business,  albeit  an  expensive  one.  "The  more 
people  I  know,  the  more  opportunities  we  have  to  tie  in  some  of 
the  things  we  know  from  the  tech  world,"  he  says.  "But  I've  got 
a  few  dollars  in  the  bank.  If  it  doesn't  work  out,  I'm  okay." 

That  is  just  as  well.  "The  new  source  of  capital  in  tovm  al- 
ways gets  a  pretty  good  working-over,"  says  Morgan  Rector, 
president  of  Comerica  Entertainment  Group,  which  arranges 
film  financing.  "Unless  you're  very  careful,  you're  likely  to 
get  stuffed."  T 


Next  Time, 

Hire  an  Accountant 

Where  have  all  the  CPAs  gone?  bylynn  j.cook 


Shrink  Rap 

The  disappearing  act 
of  CPAs  (reflected  as 
a  percent  of  total 
professional  staff)  has 
taken  place  at  every 
firm  except  for  KPMG. 


Deioitte  &  Touche 


Ernst  &  Young 


KPMG 


i 


'ricewaterhouseCoopers 


it:  Bowman's  Accounting  Report. 


When  Arthur  Andersen  collap 

like  a  cheap  folding  chair,  no  one 
seemed  to  notice  another  casual 
This  one— the  dwindling  number 
certified  public  accountants  at  tl 
Big  Five,  now  the  Big  Four— didn 
happen  overnight.  In  1989,  for 
example,  40%  of  Andersen's  Hoi 
office  consisted  of  CPAs.  By  200i 
was  down  to  16%.  The  trend  doej 
inspire  confidence:  Bookkeepers 
balance  the  books,  but  CPAs  are 
theoretically  better  trained  to  str 
out  skulduggery  and  certainly  hj 
more  authority  to  challenge  clier 

Why  the  shrinkage?  Fewer 
students  are  sitting  for  the  CPA 
exam— 26%  fewer  between  1990 
2001,  says  the  National  Associat 
of  State  Boards  of  Accountancy 
That's  because  most  states  phas 
in  a  150-hour  education  requirer 
during  the  1990s;  the  average  fo 
year  college  graduate  has  little 
incentive  to  stay  in  school  anoth 
year  to  take  the  test.  There's  bee 
steady  devaluation  of  the  profesi 
The  big  houses  "treat  their  youa 
accountants  like  trash,"  says  Art 
Bowman,  who  runs  an  accountir 
newsletter  "For  those  high-revei 
generating  areas  they  focus  on, 
taxes,  CPAs  don't  add  much  valui 

Every  publicly  traded  compa 
the  U.S.  has  to  report  quarterly 
earnings,  signed  off  on  by  an 
independent  auditor  who  is  a  CR 
the  SEC.  But  the  drones  who  acti 
look  at  the  books  are  often  non- 
trained  over  six  or  eight  weeks  ti 
in  the  blanks  on  standardized  fo 
That's  just  the  way  the  Big  Four 
their  clients  like  it,  opines  Jonat 
Hamilton,  senior  editor  of  the  Pl 
Accounting  Report.  "If  you  know 
you're  cutting  the  edge,"  he  say; 
"you  don't  want  CPAs  looking  ovi 
this  stuff." 
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YOU  MAY  THINK  OUR  POLICIES  ARE  WRITTEN  ON  PAPER. 
TO  US,  THEY'RE  WRITTEN  IN  STONE. 


To  us,  a  New  York  Life  policy  is  a  promise  that  we  take  very  seriously.  That's  why  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not  stockholders. 
Rather  than  focusing  on  quarterly  results,  we  care  about  the  long  term.  After  you  buy  a  New 
York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades.  But  when  you  do,  we'll  be 
there.  To  us,  our  policyholders  are  really  buying  a  promise  -  that  we'll  be  here  to  pay  a  claim, 
fund  your  retirement,  or  pay  for  nursing  home  costs.  That's  why  New  York  Life  focuses  on  what 
really  matters  in  the  long  term:  financial  strength  and  integrity.  You  can  trust  that  we'll  keep 
our  promises  to  you,  just  as  we  have  for  over  155  years. 


The  Company   You  Keep.* 

WWW.NEWY0RKLIfE.COM/MUTUALITY 
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Twice  Bitten, 
Once  Shy 


--SpurnfiLdbilFirlfi^  antf 


burned  by  the  XFL  flop,  NBC 

tums7o~amlJtstttfe-gam£:^_ 

for  sports  on  the  cheap. 


BY  MONTE  BURKE 

IT  SEEMED  ALMOST  LIKE  A  HILARIOUS  MISTAKE.  STARTING  IN 
February,  the  announcement  went,  NBC  will  televise  up  to  70 
games  of  the  Arena  Football  League  over  20  weeks  on  Sunday  af- 
ternoons— for  12  years  the  exclusive  province  of  National  Bas- 
ketball Association  games.  Arena  football,  the  quirky  pigskin  hybrid 
played  with  teams  of  eight  on  a  50-yard  indoor  field? 

It's  a  curious  deal  for  the  "must-see-TV"  network.  For  years 
NBC  spent  billions  securing  the  rights  to  NBA  games,  the  NFL  and 
Major  League  Baseball.  Since  1998  it  has  passed  on — or  been 
passed  over  by — most  every  big  sports  contract  to  come  up  for 
bidding.  Then  NBC  turned  to  the  XFL,  owning  the  football  league 
50-50  with  World  Wrestling  Entertainment.  That  flopped,  and  NBC 
lost  $35  million.  The  low  point  came  last  December:  After  holding 
on  to  the  NBA  for  12  years,  NBC  bid  $1.3  billion  for  four  years 
more — and  lost  out  to  ABC/ESPN,  which  bid  almost  $100  million 
more  a  year,  a  30%  premium.  Perhaps  they  walked  for  a  good  rea- 


Televise  me,  please:  AFL  team  owner  John  Elv 

son:  NBC  lost  $300  million  on  the  NBA  in  t 
last  two  years. 

'  The  AFL,  by  contrast,  almost  guarante 
NBC  won't  lose  a  dime.  It's  everything  big  p 
sports  is  not:  incredibly  cheap  and  unusua 
compliant.  Under  the  new  two-year  contra 
NBC  paid  nothing  for  exclusive  TV  rights,  ai 
it  will  own  them  for  as  long  as  it  wants  to.  Nl 
can  renew  every  four  years  after  that — at  t 
original  terms  and  conditions. 

"We've  minimized  our  risk,"  says  Kenne 
Schanzer,  NBC  Sports  president.  "This  is  son- 
thing  that  can  have  value  for  a  long  time  wit 
out  the  threat  of  being  stolen  away."  Ad  sai 
will  be  split  50-50  but  only  after  NBC,  and  th 
the  league,  cover  production  costs.  NBC  won't  own  equity  in  t 
AFL,  but  it  will  share  in  profits  if  a  team  rises  in  value  and  gets  so! 
The  AFL,  in  return,  gets  something  that  has  largely  eluded  it 
16  years  of  play:  exposure.  The  AFL  is  at  best  minor  league,  knov 
primarily  for  laimching  the  career  of  Kurt  Warner,  now  a  star  qu£ 
terback  in  the  NFL.  Average  game  attendance  is  only  10,000.  T 
AFL's  16  teams  have  a  payroll  cap  of  $1.6  million — total — foi 
roster  of  24;  Warner  will  earn  $8  million  this  year  alone. 

Yet  the  value  of  an  AFL  ft-anchise  has  risen  in  six  years  fro 
$400,000  to  $12  million,  climbing  on  the  cachet  of  the  ownersh 
which  includes  retired  Denver  Broncos  quarterback  John  Elw 
and  Dallas  Cowboys  owner  Jerry  Jones. 

But  for  NBC  this  is  a  time  of  lowered  expectations.  The  AFL 
expected  to  draw  less  than  2%  of  households,  on  a  par  with  t 
Westminster  Kennel  Club  Dog  Show.  "This  is  more  of  a  circle- th 
wagons  approach  to  sports  programming,"  says  media  buyer  Jol 
Rash.  "It  limits  the  downside — ^but  it  also  limits  the  upside." 


CEO  Lout 

How  much  does  the  public  hate  chief 

executives?  Thomas  Stern  knows.  Eighteen 
months  apStern,  47,  who  owns  an  execu- 
tive search  firm  in  Woodland  Hills.  Calif.,  got 
a  good  idea.  The  economy  was  heading 
south,  so  he  decided  to  apply  his  downtime 
to  creating  a  comic  strip  depicting  the  do- 
mestic foibles  of  a  pompous  if  lovable  chief 
executive.  Its  title:  CEO  Dad. 


Nine  months  and  innumerable  test  strips 
later,  he  wasn't  so  sure.  Newspaper  syndi- 
cates and  magazines  sent  rejection  letters. 
For  a  while  it  looked  like  CEO  Dad  would  be 
CEO  Dead.  Then,  he  says,  "something  wonder- 
ful" happened:  the  Enron  scandal.  WorldCom. 
The  chief  executive  of  Adelphia  being  led 
away  in  handcuffs.  Suddenly  a  strip  featuring 
a  pompous  CEO  seemed  timely,  edgy.  Editors 
began  returning  calls. 

As  the  public  has  grown  more  outraged, 
suggestions  for  strip  plotlines  have  grown 


violent.  One  has  CEO  Dad  in  prison,  stocking  j 
up  on  cigarettes  to  trade  for  a  new  Palm 
handheld.  Another:  that  CEO  Dad  be  run  over| 
by  a  steamroller  or  publicly  executed. 

The  furor  hasn't  translated  into  too        j 
many  sales  yet— Chief  Executive  magazine  \ 
will  run  the  strip  in  its  December  issue, 
and  a  paper  in  the  Midwest  bought  about    i 
75.  But  the  headhunter  insists  the  bilious 
momentum  is  building:  "If  the  economy       i 
collapses  any  further,  we  could  be  looking  ji 
at  the  next  Dilbert."  —Alan  Farntiami 


OTED  BEST  BLEND. 


N;  place:  The  Famous  Grouse 

)d  place:      Pigs  Nose 


i  place: 

Ballantine 

1  place: 

Dewar's,  Johnnie  Walker  Red 

1  place: 

Cutty  Sark 

\  place: 

J&B 

ently.  Quarterly  Review  of  Wines 
id  its  Spirits  Tasting  Team  to 
nd  up  Scotland's  best  and  most 
Jily  available  blended  whiskies  for 
ind  taste  comparison. The  results 
e  truly  revealing.  Given  points 
color,  bouquet,  taste  and  finish. 
Famous  Grouse  surpassed  all  of 
erica's  most  popular  blends. This 
les  as  no  surprise  to  the  Scots, 
're  just  glad  to  be  noticed. 


Ill  J::. 


wni: 


Finest  Scotch  Whish 

•  I'RSMIUM  BLENOm  SCOTCH  OTilSOtS 


...  PERTH  /«oo 


,v,ii.c«a»»"°"' 


SCOVERTHE  FAMOUS  GROUSE®,  SCOTLAND'S  #1  SCOTCH^ 

www.famousgrouse.com 

THE  FAMOUS  GROUSE  ®  (with  BirtJ  Device  ®)  Blended  Scotch  Whisky  40%  alc/vol  RerTT)- Amenque.  Inc..  NewYorK  NY  ©  2002  Manjiew  Gloag  &  Son  Ltd.  All  scores  from  Quartaif  Revww  of  Wines.  AuQjnwj  2000, 
PIGS  NOSE.  BAUJWsmNE,  DEWAR'S.  JOHNNIE  WALKER  RED,  CUTTY  SARK.  and  J&B  are  die  intellectiaj  propemes  of  their  cndemark  owners  and  are  not  affiliated  with  THE  FAMOUS  GROUSE  'Thefll  idling  Scotch  whisky  in  Scodand 


Chief  Joseph  Tucci^ 


Play  Nice— or  Else! 

It's  not  easy  biting  the  hand  that  feeds  you.  Look 

what  happens  to  Wall  Street  stock  analysts  who 
say  something  bad  about  a  company.  Now  market 
research  analysts,  whose  firms  get  paid  by  the 
companies  they  study,  say  they  are  learning  this 
lesson  with  EMC,  the  Hopkinton,  Mass.  data 
storage  company  led  by  Chief  Joseph  Tucci. 
A  trade  magazine  published  information 
about  an  unannounced  product  from  EMC  a 
couple  of  months  ago,  prompting  the  company 
to  launch  a  Captain  Queeg-style  inquisition  to 
find  out  which  research  analyst  had  leaked  the 
secret.  "My  instincts  tell  me  I  have  one  bad  apple. 
Help  me  identify  that  person,"  EMC's  director  of 
analyst  relations  wrote  ominously,  in  an 
e-mail  that  analysts  found  amusing  and  appalling. 

It  was  just  one  example  of  what  these 
.  analysts— all  talking  anonymously,  of  course— say 
isli  ratcheting  up  of  EMC's  tough-guy  tactics.  More 
recently,  an  analyst  who  was  quoted  in  a  trade 
magazine  criticizing  EMC  got  an  irate  call  from  an 
EMC  guy  who  hissed,  "You  should  be  prepared  for 
further  action  on  our  part."  The  poor  analyst  now 
wouldn't  dare  be  quoted  by  the  press.  Another 
analyst  got  a  dressing-down  for  publishing  a  report 
without  first  submitting  it  to  EMC  for  editing  (the 
standard  practice)— even  though  the  report  said 
|w)d  things.  That  analyst  has  since  curbed 
^JMfBrage  of  EMC:  "I  wiped  my  hands  of  them." 
f  ■ '   EMCspokesman  Mark  Fredrickson  says  the 
company:!rreats  analysts  the  same  way  all  compa- 
nies do.  "if  yjju  get  something  wrong  about  EMC,  you 
are  going  toliear  from  us,"  he  says.    -Daniel Lyons 


Food  Fight 


Why  is  a  popular— and  healthy— meat  substitute  under 
such  relentless  attack?    by  michael  fumento 


TONY  SOPRANO  HAS  NOTHING  ON  THE  CENTER  FOR  SCIENCE  IN  THE  PUB: 
Interest.  Fresh  from  deep-sixing  Olestra,  Procter  &  Gamble's  noncaloric 
substitute,  it's  now  trying  to  whack  a  popular  and  healthy  meat  substiti 
called  Quorn,  from  U.K.-based  Marlow  Foods  Ltd.,  a  unit  of  AstraZene 
Made  from  a  ftingus  called  "mycoprotein,"  it's  used  in  90  imitation  beef  a 
chicken  products  and  is  Europe's  top-selling  meat  alternative. 

No  matter  that  Quorn  received  approval  from  the  Food  &  Drug  Admi 
istration  early  this  year,  after  a  rigorous  five-year  process.  "This  product  v 
cavalierly  waved  through  by  the  FDA  with  an  alarming  lack  of  curiosity,"  si 
the  center's  executive  director,  Michael  Jacobson,  "considering  that  the  E 
knew  a  study  showed  that  this  product  would  make  some  people  violen 
sick."  It  petitioned  not  only  the  FDA  but  also  European  health  agencies 
yank  all  Quorn  products. 

The  British  Food  Standards  Agency  rejected  the  center's  petition,  noti 

that  confirmed  reactions  seemed  to  occur  about  once  per  146,000  mycopi 

tein  customers — a  figure,  admittedly,  supplied  by  Marlow.  But  1 

agency  also  noted  that  allergic  reactions  occur  about  oni 

300  times  for  soybeans,  the  prime  ingredient 

many  meat  substitutes. 
r^lWt^  Jacobson  wrote  in  his  newslet 

that  "the  only  human  study 
Quorn"  Marlow  submitted  to  t 
FDA  "shows  nearly  10%  of  the  peo)| 
who  ate  Quorn  [felt]  nauseated";  tli 
was  picked  up  by  the  Associated  Pre 
Yet,  at  about  the  same  time,  the  cen' 
sent  the  FDA  a  letter  noting  the  agency  h 
evaluated /our  human  studies  back  in  19! 
Jacobson  now  insists  the  study  he  chc 
"was  the  only  one  I  knew  of  at  the  time."  E 
he  interpret  it  correctly?  The  study  showed  virtually  the  same  symptoi 
among  mycoprotein  eaters  and  a  placebo  group;  its  one  confirmed  reacti 
in  200  subjects,  say  the  study's  authors,  probably  wasn't  related  to  the  foo< 
Mycoprotein  actually  seems  to  reduce  LDL  ("bad")  cholesterol,  raise  H 
("good")  cholesterol  and  lower  postmeal  appetites,  according  to  Sanfc 
Miller,  former  FDA  director  of  the  Center  for  Food  Safety  &  Applied  Nutriti( 
So  what's  the  CSPl's  real  beef?  Perhaps  it  can  be  found  in  its  assertion  to  t 
FDA  that  "considering  the  plethora  of  tasty,  nutritious  meat  alternatives  on  5 
permarket  shelves,  there  is  absolutely  no  need  for  [Quorn] ."  The  center  has  lo 
been  a  booster  of  Gardenburger,  the  moneylosing,  substitute-meat  maker.! 
company  has  returned  the  favor.  In  the  acknowledgments  to  his  vegan  coc 
book.  Garden  Cuisine,  Paul  Wenner,  Gardenburger's  chief  creative  officer,  nan 
Mahatma  Gandhi,  Jacques  Cousteau,  Rachel  Carson — and  Michael  Jacobs( 
As  its  stock  began  a  74%  dive  in  April,  Gardenburger  e-mailed  food  broker 
copy  of  CSPl's  letter  to  the  FDA  documenting  alleged  reactions  to  Quorn — \ 
fore  the  FDA  could  respond — and  speculated  that  "Quorn's  days  are  niu 
bered."  Gardenburger  is  not  getting  favorable  treatment,  the  center  says. 

Still,  saving  Gardenburger's  bacon  would  be  a  coup  for  the  center.  I 
neither  science  nor  the  public  interest  would  be  served. 


One  man's  meat:  targeted. 
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space  Affaires-Business  class. 


Treat  yourself  to  a  few  hours  of  vvei!-being. 

Generous  seats,  personal  video  screens,  gourmet 

meals  and  incomparable  service. 

Reservations:  (800)  237-2747orwww.airfrance.com/us 


OUTFRONT 


The  Informer 


informer^fnrhfis.i 


Split  Personality 


Addressing  a  big  technology  conference  in  Orlando  recendy, 
Intel  Chief  Executive  Craig  Barrett  had  this  to  say:  "I  got  [here] 
this  morning,  and  there  was  a  supplier  to  the  semiconductor 
industry  whose  stock  had  been  hammered.  The  first  question  to 
him  began,  'Craig  Barrett  said  over  the  weekend  that  things  will 
get  better  in  2003.'  My  first  thought  was,  'Who's  Craig  Barrett, 
and  why  would  anyone  say  that?' "  — Quentin  Hardy 

CmC\  The  Roadmap  for  Short  Sellers? 

A  :'x-vv  academic  study  suggests  that  the  investor-junkie  audience 
of  CNBC,  which  amid  sour  markets  dropped  its  slogan  "profit 
from  it, "  can  still  make  money — by  shorting  the  stocks  of  chief 
executives  interviewed  on  the  air.  Arizona  State  University  finance 
doctoral  student  Felix  K4eschke  writes  that  those  stocks  tend  to 
surge  starting  two  days  before  the  interview  and  then  underper- 
form  for  the  ten  days  after  the  interview  by  an  average  2.8% — a 
big  drop  for  so  short  a  period.  Meschke's  47-page  paper  will  be 
presented  in  lanuary  at  the  annual  meeting  of  the  prestigious 
American  Finance  Association.  — Ira  Caniahan 

Last  iMonth  the  General  Accounting  Office  dismissed  a  challenge 
by  ri'.  -i)  lelecoms  to  the  award  of  a  big  U.S.  Department  of 
Defense  .on  tract  to  WorldCom — which,  of  course,  has  filed  for 
bankruptcy  amid  allegations  of  fraud  and  other  wrongdoing. 


But  in  a  footnote  to  its  formal  opinion,  the  GAO  solemi 
offered  this  advice:  Defense  "may  wish  to  consider  whethe 
needs  to  take  further  action  to  protect  the  government's  intert 
in  connection  with  this  procurement."  — Janet  Novi 

Here's  His  Sequel:  "Auditing  a  Demigoi 

New  York  publisher  HarperCollins  has  just  paid  an  undisclo: 

sum  for  a  memoir  by  an  undisclosed — ^but  still  active — Inter 

Revenue  Service  agent  using  the  pen  name  Stewart  Biss 

According  to  his  agent,  Brian  DeFiore,  the  book,  tentatively  tit 

Demigod:  The  Confessions  of 

a  Tax  Collector,  will  give  a 

"mesmerizing  insider's  view 

of  the  cults  of  personality, 

the   coverups,   the   illicit 

affairs."  But  DeFiore  won't 

say  if  anyone  real — agency 

employees  or  taxpayers — 

will  be  named  in  a  negative 

context.       — Tomas  Kellner 


MEALS  for  PALS 


A  Nobel  Prize 
on  the  Cheap 

"The  pride  of  Shimadzu 
Corp.,"  company  Presi- 
dent Hidetoshi  Yajima 
crowed  last  month  about 
Japanese  researcher  Koichi 
Tanaka,  who  won  part  of 
the  2002  Nobel  Prize  for 
chemistry.  Tanaka,  43,  was 
honored  for  developing  a 
new  way  to  measure  pro- 
teins, an  innovation  that 
has  revolutionized  the 
drug  industry  and  brought 
great  profits  to  Shimadzu, 
a  publicly  traded  preci- 
sion-instruments firm 
(annual  revenues,  $1.6  bil- 
lion) based  in  Kyoto.  But 
back  in  1985,  when  Tanaka 
made  his  big  discovery,  the 
firm  gave  him  a  bonus — 
$90.  Tanaka  remained,  but 
such  meager  rewards  have 
helped  create  a  serious 
brain  drain  in  Japan,  to  the 
delight  of  international 
headhunters. 

— Benjamin  Fulford 


To  enforce  a  summons  in  an 
investigation  of  allegedly 
abusive  tax  shelters  peddled  b 
KPMG,  the  Internal  Revenue 
Service  recently  filed  in  court 
what  it  called  the  names  of  66 
"tax  shelter  strategies" 
provided  by  a  confidential 
informant  with  apparent  acces 
to  KPMG  records.  Here  are  som 
of  the  more  intriguing  moniker 
listed.  The  accountancy 
declined  comment.  —J. 
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illigence  i  Organizational  Intelligence  |  Customer  Intelligent 


lligence  Arch 


How  can  you  increas 
customer  profitabili 


tyZ 


Identify  (and  keep)  your 
most  valuable  customers? 

And  get  greater  ROI  from 
your  marketing  campaigns? 


SAS®  is  all  you  need  to  know. 


,    >-^-^-,3r,--.-  ■'■;^;i 


Only  SAS  pre 

your  custo!  yoiill  iinderstariB 

enljance  their  lifetime  value  and  achi         ;    ,;. 

.:•. 'iTifx.'titive  advantage.  To  imd  dut  ivm   Icuiine 

'.(•riKianies  are  reaping   iIil    lL\^.lul^   ul   bAS 

;  listomer  intelligence  software,  call  1  866  270  572;B 

v)r  visit  (^s  at  www.siK.com/custonier 
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the  USA  arc)  < 


This  is  about  the  investor 
who  uncovered 


an 


extra  $19,751 


by  simply  doing 
a  Utde  digging. 


While  investing  can  nev^r ,. 

S     "  never  promise  a  sure  thing, 
It  does  otter  a  few  absohitPc  n     l  •       . 

"'"'"'"-One  being  that,  if  you  have 
two  runds  and  both  nprf^,.^  •  j 

oth  perform  Identically,  the  ftind  with 
the  lower  expense  ratio  will  ultim^r.l 

"^  ^^^*"^ately  return  more 
than  the  other. 

Which  is  why  It  pays  to  scrutinize  a  funds  fees 
and  expenses  up  front. 

For  example,  take  a  fiind  with  an  expense  ratio 
of  1.3  percent  versus  one  with  an  expense  ratio  of  just 
0.3  percent.  Applied  to  an  initial  $25,000  investment 
returning  8  percent  and  compounded  over  20  years, 
the  difference  adds  up  to  a  hard-to-overlook  $19,751 
that  could  be  in  your  account.     ' 

If  you'd  like  to  give  away  less  and  keep  more, 

call  us  at  1-800-962-5124  or  vldi-  ,,c  ^r\r  j         ® 

^  ^iz,t,  or  visit  us  at  Vanguard.comf 

We  can  help. 


1-800-962-5124 
www.vanguard.  com 


Invest  in  our  way  of  investing; 


ptuily  before  investing.  ©  2002  The  Vanguarci  G 


•\\)  ;igms  reserved.  Vanguarci  Marketing  Corporatu 
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I'm  not  here 
right  now: 
Salesmen  won't 
leave  David 
Guzman  alone. 
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U  n  He  ad 


1^0  wonder  tech  customers  are  in  hiding.  They  are  under  assault 
rom  hordes  of  software  companies  that  don't  deserve  to  exist. 
t's  time  for  a  shakeout— but  who's  gonna  do  the  shaking? 


BY  VICTORIA  MURPHY  AND  QUENTIN  HARDY 


DAVID  GUZMAN  BUYS  SOFT- 
ware  for  a  living.  He  likes  the 
stuff,  but  even  he  can't  stand 
how  many  makers  are  trying 
to  sell  it  to  him  these  days.  As 
chief  information  officer  for 
jdical  supply  distributor  Owens  & 
inor,  he  spends  millions  on  software, 
aking  him  a  prime  target  for  hordes  of 
perate  salesmen. 

He  gets  hundreds  of  pitches  every 
eek  from  a  mind-boggling  array  of  ven- 
>rs.  Some  549  publicly  held  software 
ikers  market  their  wares,  plus  hundreds 
(ore^  private  shops  that  few  people  ever 
ar  of.  In  the  past  year  Guzman  has 
ladrupled  the  size  of  his  voice-mail  in- 
Mc  to  1 40  calls — and  still  it  jams  up  with 
elicited  come-ons.  He  gets  another 
K)  e-mails  a  day,  mostly  from  software 
itfits  that  are  unknown  to  him.  His 
sistant  spends  most  of  her  time  clearing 
It  the  clutter. 

Guzman  doesn't  even  bother  scan- 
ng  the  piles  that  arrive  by  messenger 
id  mail,  shunning  the  letters  and 
ochures  and  even  the  gifts — chess- 
)ards  with  pieces  intentionally  withheld, 
If  clubs  with  a  missing  putter,  a  free 
uise.  "My  idea  of  the  ideal  cruise,"  he 


says,  with  obvious  sarcasm,  "is  being 
cloistered  out  on  the  ocean  with  hun- 
dreds of  vendors,  a  long  swim  away  from 
shore."  He  adds:  "Nothing  will  get 
through  to  me.  It's  a  stack  every  day — I 
ignore  it  every  day." 

In  a  normal  world,  it  would  not  be 
this  bad.  The  software  business  should  be 
a  field  of  corpses  by  now,  buried  by  a  long 
downturn  in  "business  spending,  and  free- 
ing the  David  Guzmans  of  the  world  to 
choose  among  the  thinning  ranks  of 
healthy  and  relevant  survivors.  Yet  two 
years  into  the  biggest  bust  in  high-tech 
history,  an  estimated  10,000  public  and 
private  software  firms  still  do  business. 
They  all  want  a  piece  of  a  shrinking  pie. 
Software  spending  is  in  decline  after  years 
of  fervid  growth,  down  6%  this  year  to 
$75  billion  globally,  according  to  research 
firm  Meta  Group. 

W^hat's  needed  is  a  good  old-fash- 
ioned shakeout,  a  nasty  but  necessary 
part  of  a  free  market.  But  who  is  strong 
enough  to  do  the  shaking?  Most  stocks 
are  so  depressed  that  they're  useless  as 
currency.  The  only  real  software  player — 
Microsoft,  who  else? — has  $36  billion  in 
cash  but  little  inclination  to  go  shopping. 
"We're  not  on  a  buying  spree,"  says  lef- 


frey  Raikes,  the  Microsoft  group  vice 
president  who  runs  the  $9-billion-a-year 
business  applications  and  services  group. 

Even  the  professional  dealmakers  are 
loath  to  take  a  gamble  on  buying  trouble. 
"Can  you  spot  value  in  this  morass  of  car- 
nage? The  truth  is,  most  of  these  compa- 
nies should  die,"  says  James  Davidson  of 
Silver  Lake  Partners,  a  private  equity  firm 
in  Silicon  Valley. 

Yet  many  teetering  software  houses 
are  unlikely  to  simply  go  away  and  expire. 
Many  of  these  firms  hit  it  big  during  the 
boom,  raising  massive  piles  of  venture 
money  or  hitting  a  homerun  in  an  initial 
public  offering.  They  have  too  much  cash 
on  hand  to  allow  a  quick  and  healthy 
consolidation,  despite  lagging  sales  and 
persistent  losses  (see  table,  p.  64). 

The  overpopulation  problem  coul'J 
continue  for  a  while.  It  is  bad  for  suppli- 
ers and  a  huge  hassle  for  customers,  v.  li-  ■ 
end  up  struggling  with  a  kind  (  ■  ; .  ;  po- 
rate  incoherence.  Motorola  recently  com- 
piled an  inventory  of  its  in  house  tech 
systems  and  found  that  the  company  had 
eight  separate  deals  in  the  works  with  six 
rival  vendors  of  corporate  search 
engines.  Yet  headquarters  had  a  standing 
deal  with  Inktomi  for  almost  unlimited 
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use  of  its  version  of  the  same  thing.  "We 
killed  the  other  eight,  fast,"  says  Toby 
Redshaw,  Motorola's  head  of  informa- 
tion technology  strategy.  "I  don't  want 
any  more  software  licenses  we  can't  use." 

Paul  Gaffney,  chief  information  offi- 
cer at  the  1,440-store  Staples  chain,  says 
almost  half  of  the  30  to  40  calls  he  gets 
each  day  come  from  software  hawkers 
pitching  him  products  that  have  no 
clear  connection  to  his  business.  "It's 
like  we  don't  have  an  agenda  and  are  sit- 
ting around  waiting  for  an  opportu- 
nity," he  says.  "So  on  blind  pitches,  I'm 
more  likely  to  go  with  the  larger  tech- 
nology providers." 

Other  customers  use  the  glut  to  grab 
better  deals.  At  Putnam  Lovell  NBF, 
owned  by  National  Bank  of  Canada, 
Chief  Technology  Officer  Rodric  O'Con- 
nor says,  "We've  managed  to  save  30%  on 
our  software  services  costs,"  or  $150,000  a 
year  at  the  150-person  securities  firm. 
Good  for  him,  but  bad  for  software  sell- 
ers— and  their  shareholders. 

Upstart  software  makers,  however, 
vow  to  keep  scratching  for  survival.  Inter- 
woven, of  Sunnyvale,  Calif,  has  almost 
$200  million  in  the  bank.  "Our  cash  can 
last  a  decade  or  longer,"  boasts  John  Van 
Siclen,  chief  executive.  Interwoven  sells 
document  management  software  that  lets 


i 


companies  troll  through  and  categorize 
files  and  Web  pages.  Nice,  but  Interwoven 
hasn't  been  profitable  in  two  years  and 
similar  stuff  is  peddled  by  at  least  two 
dozen  rivals,  including  Microsoft  and 
Oracle;  five  smaller  direct  entrants  have  a 
total  of  $776  million  in  cash. 

Van  Siclen  has  laid  off  a  quarter  of  his 
staff  to  combat  losses  that  currently  total 
53%  of  revenues.  Yet  he  would  rather 
hold  on  to  cash  than  try  to  absorb  his 


Built  to  Last? 

These  software  firms  have  enough  cash  to  last  a  while,  but  v 
money,  growth  for  most  is  iffy,  and  corporate  buyers  are  nurr 

nipany                                                 LATEST  12  MONTHS 

i\\\  anyone  care?  They're 
ibed  by  lookalil<e  sales  p 

Burn           Price/ 
rate^            cash 
(months) 

losing 
itches. 

Market 

operating        sales          sales 
Income^        (Smil)         growth 

value 
($mil) 

Ai',    : 

$-5.6            $48           243% 

149 

3.0 

$212 

Coi. 

-132.8         1,625           -14 

24 

5.5 

1,485 

Dlglmaix 

-10.2              46             26 

46 

5.0 

199 

Epiphany 

-39.2              96             -1 

50 

1.6 

266 

Entrust 

-8.7            110           -20 

52 

5.3 

197 

12  Technologies 

-261.0            660           -12 

20 

0.5 

216 

Legato  Systems 

-25.5            236                5 

14 

14.2 

416 

Macromedia 

-34.3            320           -17 

34 

4.5 

438 

Manugistics  Group 

-35.4            292             16 

71 

0.8 

157 

S  r  d  Hat 

-21.6              77             -2 

160 

2.4 

705 

/  Software 

-21.6            280             27 

64 

9.1 

1,040 

Vi„. 

-37.7            297           -19 

113 

0.7 

250 

'Earnings  belore  interest,  taxes  and  dep 
Sources:  M.ukct  Guide  via  FactSet  Res 

reciation.  ^Cash  divided  by  operating  income,  t 
;arch  Systems:  company  reports. 

imes  12. 

competitors.  "You  would  m 
an  acquisition  if  yoii  think 
can  get  a  new  technology.  Bu 
one  cares;  no  one  is  buying,'ij(| 
says.  "You  size  the  comp 
appropriately  to  be  able  to 
for  many  years." 

At  Nuance  Communicatiijij 
which  makes  "voice- to-mach^l 
software  that  lets  computers  i> 
ognize  or  generate  spoken  wo^ 
Chief  Executive  Ronald  Cr  In 
ticks  off  a  partial  list  of  oi|fj 
players:  Tellme,  SpeechW 
BeVocal,  HeyAnita,  plus  reses 
arms  and  spinoffs  from  the 
of  Lucent  and  BT  Group.  "I 
give  a  Hst  of  50  companies  in 
same  business,  but  I  can't  fo 
them  all,"  he  says.  But  h 
undaunted:  Nuance  has  $ 
million  in  cash  from  its  two  public  o) 
ings.  "Without  market  developmen 
doing  anything  intelligent,  we  can  still 
four  more  years,"  says  Croen,  who  rece. 
announced  he  is  looking  for  a  successc 
But  if  everyone  hangs  on,  nob 
profits.  Many  in  high  tech  fret  over  I 
long  these  firms  will  wait  for  each  o 
to  die — akin  to  a  game  of  musical  ch 
or  the  last  stand  at  the  Alamo,  depem 
on  whether  you  are  a  watcher  or  a  pai 
ipant.  "This  bottleneck  has  tc 
rationalized,"  says  Terence  ( 
nett,  who  invests  in  software 
venture  firm  Venrock.  "I 
many  do  we  need?  One  hun( 
software  companies?  Mayb 
and  a  few  small  ones  to  I 
things  into  them." 

The  weaklings  are  lonj 
never-say-die  attitude.  Despil 
the  high-tech  turmoil,  a  mer 
publicly  held  software  ou 
have  been  acquired  within 
past  two  years.  "We've  b 
going  to  the  smaller  compa 
to  see  if  they'd  consider  pul 
themselves  up  for  sale,  but  th 
no  sense  of  urgency,"  says  R 
Horsey,  managing  directo 
Banc  of  America  Securities. 
At  Convera,  a  Vienna, 
provider  of  document  se; 
software,  sales  fell  to  $5  mil 
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last  quarter  and  losses  totaled  $9  million. 
Seeking  new  business  from  government 
customers,  the  firm  is  trying  to  survive  in 
a  field  cluttered  with  names  like  Inktomi, 
Divine  and  Autonomy,  not  to  mention 
search  giant  Google.  Still,  Convera  is 
holding  out.  "We've  been  approached  by 
buyers,"  says  President  Patrick  Condo. 
"It's  a  nice  conversation,  but  valuations 
are  much  too  low." 

Blame  that  on  a  dearth  of  buyers.  Sev- 
eral software  outfits  have  stock  prices 
lower  than  the  cash-per-share  they  have 
on  hand — and  even  those  firms  don't 
incite  much  interest.  "The  fact  that  they 
have  cash  doesn't  help,"  says  Bernard 
Liautaud,  chief  executive  of  Business 
Objects,  a  software  shop  with  annual  sales 
of  $416  million.  "If  they're  losing  a  lot  of 

Gluttons  for  Punishment 


learned  anything.  With  77 1  venture  firms 
investing  in  technology  in  the  past  six 
months,  and  $100  billion  uninvested  cash 
remaining,  a  lot  more  software  compa- 
nies are  likely  headed  into  the  market- 
place. Software  continues  to  soak  up  20% 
of  venture  funding,  just  as  they  did  in  the 
boom  years  that  created  this  glut. 

Nor  are  titanic  hardware  makers, 
some  of  which  are  looking  to  build  bigger 
software  sales,  a  likely  solution  to  the 
crowded  business.  Cisco  Systems  has  $22 
billion  in  cash  and  is  eyeing  the  storage 
and  wireless  markets,  but  Chief  Executive 
John  Chambers  sees  just  two  or  three 
small  acquisitions  likely  in  each  area. 

At  Sun  Microsystems,  Executive  Vice 
President  Jonathan  Schwartz  would  get  50 
offers  a  month  to  buy  software  companies. 


heads  Epiphany  of  San  Mateo,  Cali 
plans  to  be  in  that  camp:  "Now  is  not  tl 
time  to  take  your  foot  off  the  accelerator 

Epiphany  has  the  misfortune  of  sel 
ing  customer  relationship  managemei 
software  that  helps  firms  track  account 
a  pursuit  jam-packed  with  at  least  20  coi 
testants.  "There's  just  such  a  cacophoi 
of  companies,  it's  almost  deafening,"  sa 
Siboni.  He  believes  he  has  a  differentiate 
In  August  the  company  debuted  Jav. 
based  software  that  gathers  customer  da 
from  call  centers,  sales  systems  and  W( 
commerce  applications.  Siboni  hopes  th 
will  account  for  more  than  half  of  tl 
company's  revenue  in  two  years. 

Five  software  shops  have  gone  publ 
this  year.  One  is  Altiris,  which  makes  sol 
ware  that  manages  companies'  high-tet 


Once-hot  software  categories  are  now  niches  plagued  by  too  many  players.  Let  the  game  of  musical  chairs  begin. 


Software  category 


Market  size   Number  of 
($mil)       companies 


TOP  COMPANY 


name 


sales 
($mil) 


income' 
($mil) 


Main  competitors 


Enterprise  search 


$500 


40 


Verity 


$96       $10 


Autonomy,  Convera,  IBM,  Inktomi, 
Hummingbird 


Human  resource  planning 


961 


50 


PeopleSoft 


1,980      415 


SAP,  Oracle,  Kronos,  Lawson,  Deltek  ' 


Marketing  automation 


738 


75 


SAP 


1,130 


NA 


Blue  Martini,  Epiphany,  Kana,  SAS, 
Siebel  Systems 


Sales  force  automation 


820 


70 


Siebel  Systems    1,773       457 


SAP  Sage,  Oracle,  PeopleSoft, 
Amdocs,  Salesforce.com,  FrontRange 


Supply  chain  management 
execution 


558 


60 


12  Technologies      660     -261 


J.D.  Edwards,  SAP  Manhattan 
Associates,  Manuglstics,  Vertex 


'Earnings  before  interest,  taxes  and  depreciation.  NA:  Not  available,  private  company.  Sources:  Meta  Group;  Gartner  Dataquest:  Market  Guide  via  FactSet  Research  Systems. 


money,  they're  virtually  unacquirable.  We 
don't  want  to  ruin  our  profitability." 

In  some  ways,  venture  capitalists  have 
only  themselves  to  blame.  During  the 
boom  VCs  poured  at  least  $47  billion  into 
software  startups,  according  to  Venture- 
One,  fueling  some  226  public  offerings. 
Each  debut  promised  untold  improve- 
ments in  corporate  efficiency. 

In  fact,  many  of  these  companies 
never  came  near  profitability,  even  in 
good  times.  The  boundless  sectors  they 
occupied  now  look  like  crowded  niches, 
with  multiple  companies  fighting  for  a 
slice  of  marginal  fields  like  storage  man- 
agement, content  management  or  collab- 


oration management. 


It  isn't  clear  whether  the  backers  have 
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Some  venture  capitalists  "come  by  with 
their  whole  portfolio,  saying,  'Buy  what  you 
want,' "  he  says.  Sun  needs  to  grow  in  soft- 
ware to  enhance  their  sagging  server  sales, 
but  Schwartz  expects  Sun  merely  will  buy 
ten  (or  so)  small  firms  in  the  next  year. 

Dell  Computer  will  be  similarly 
choosy,  says  Chief  Executive  Michael 
Dell.  "The  rational  thing  to  do  would  be 
for  the  [software]  companies  to  just 
return  their  money  to  the  investors,"  he 
says.  As  for  the  rest,  he  says,  "You've  got 
8,000  to  10,000  companies  out  there,  just 
ticking  away.  They'll  just  clip  coupons,  or 
whatever,  until  this  ends." 

History  shows  that  salvation  can 
come  from  innovation,  and  the  strong 
eventually  prevail.  Roger  Siboni,  who 


inventory.  Altiris  raised  $45  million  in 
initial  public  offering,  and  the  firm  did: 
have  to  touch  it  to  pick  up  two  pater 
and  35  overseas  product  developers  fro 
a  faltering  competitor  named  Previ 
Price:  just  $1  million. 

But  Altiris  knows  it  could  be  a  loi 
wait  for  the  pack  of  rivals  to  thin  oi 
"I've  got  a  database  that  says  I  ha 
104  competitors,  from  Marimba 
Alohabob,"  says  John  Epeneter,  Altir 
technical  marketing  director.  "A  lot 
them  don't  have  the  capital  to  expai 
out  of  their  little  niche,  but  they're  n 
shrinking  very  fast.  You  think  they 
shrink  more,  but  the  barriers  to  e: 
try  are  low.  These  guys,"  he  says,  "a 
like  gnats." 


ir 
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There's  a  new  way  to  look  at  it. 


/  every  idea  you  hatch  can  look  brilliant. 

inj;  at  only  S 1499,*  the  Phaser'  8200  color  printer 
ers  rich,  vibrant  color  and  crisp  black  and  white 
5  up  to  1200  dpi  —  all  at  a  surprisingly  low  cost 
)age.  Just  as  attractive  as  its  low  cost  is  its  high 
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The  Man 


Who  Knows  Too  Mud 


BY  ELISA  WILLIAMS 


IF  YOU'VE  SHOPPED  Al  WILSONS  LEATHER 
ret  ently,  you  may  be  surprised  at  how  fast 
li  vetailer  beckons  you  back.  Remem- 
ber dial  S60  whipstitch  suede  halter  top  you 
bought!"  \A';l,sons  can  use  your  zip  code  and 
name  to  sift  through  myriad  marketing 


databases  that  describe  what  kind  of  car 
you  own,  where  you  live,  what  magazines 
you  read  and  what  you  do  for  a  living. 
Here's  the  creepy  part:  By  means  of  data- 
mining,  the  760-store  chain  could  deter- 
mine that  tlie  halter  top  was  a  gift  for  some- 


one else.  So  don't  expec 
direct-mail  pitch  for  mati 
ing  $99  suede  pants.  Gi^ 
your  profile,  WOsons  n 
send  you  pitches  on  $2 
Kenneth  Cole  briefcases 
a  $60  pair  of  leather  glo\ 
How  can  it  do  such  t 
geted — and  intimate 
marketing?  It  hired  Fcl 
Isaac  &  Co.,  the  San  Rafi 
Calif. -based  firm  bet 
known  for  credit-rati 
scores  generated  by  alj 
rithms  that  sift  throu 
home-mortgage  and  c 
payment  histories 
credit  card  debts,  key  inf 
mation  that  banks,  insi 
ers,  telecom  carriers  a 
retailers  rely  on  when  tl 
do  business  with  you. 

Fair,  Isaac  now  packs 
even  greater  data  wall^ 
thanks  to  its  $730  milli 
acquisition  in  August 
HNC  Software,  which  s] 
cializes  in  thwarting  ere 
card  fraud.  Combined, 
two  companies  and  th 
posse  of  100  Ph.D.s 
coming  up  with  an  e^ 
more  sophisticated  tooll 
of  formulas  to  der 
keener  consumer  profil* 
They  are  devisinj 
mathematically  genera 
guess  at  why  you  buy,  w 
you're  likely  to  pick  up 
the  future — and  how  mi 
of  a  credit  risk  you  are.  HNC's  software  < 
also  read  text,  so  it  can  grab  purchasing 
formation  that's  far  more  detailed  than 
often  imprecise  stock-keeping  units, 
SKUs,  used  by  most  databases.  That  is  v 
Wilsons  could  guess  that  you  bought 
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The  BMW  4.4-llter  V8.  The  most  advanced  engine  on  earth? 

Sometimes  it's  not  what  you  add  to  an  engine  thaf  makes  it  better,  but  what 
you  take  out.  Like  the  typical  throttle,  for  instancfi.  inlroducing  Valvetronic.a 
revotutionary  advancement  that  offers  drana  .  vements  in  all  the  area? 

thai  matter:  power,  responsiveooss,  and  eff  y.The  4.4-liter,  325-hpVS' 

frofrt  BMW.  Possibly  the  bestV8  in  the  .: .  Dr  at  least  on  this  planet. 


•      Tlie  BMW 
'      4.4-literV8 

Bf^'f'i  --^H 

bmwusa.com 
1-800-334-4BMW 

The  Ultimate 
Driving  Machine' 

FAIR  ISAAC 

halter  top  for  someone  eke:  Noting  your 
age,  profession  and  consumer  history,  it 
found  an  anomalous  purchase — unless,  of 
course,  you're  getting  into  cross-dressing. 

It's  a  lucrative  business.  Fair,  Isaac  is 
expected  to  earn  S82  million  on  revenue 
of  S600  miUion  this  year  from  100,000 
clients,  including  Citibank,  Wells  Fargo, 
Verizon,  Sears  and  Nordstrom.  About 
75%  of  sales  comes  from  royalties  on 
equations,  15%  from  professional  fees  and 
10%  from  software  sales.  It  is  cutting  deals 
with  clients  like  WUsons  Leather  to  get  a 
cut  of  profits  derived  from  better  market- 
ing. (Wilsons  President  David  Rogers  says 
the  chain  now  targets  40-year-olds  with 
families,  and  2 1  -year-old  club  kids  who 
share  such  interests  as 
sports  and  entertainment 
and  don't  have  large  dis- 
cretionary incomes.) 

"^\^lat  we  really  are  is 
an  equation  company," 
says  Thomas  Grudnowski, 
Fair,  Isaac's  chief  executive. 
"Just  like  Intel  creates  chips 
that  go  inside  a  personal 
computer,  we  create  equa- 
tions that  go  inside  these 
industry  networks." 

But  do  businesses  have 
a  right  to  know  so  much 
about  vou?  And  while  tele- 


By  the  Numbers 


Fair  Game? 

Profilers  gain  as  more  trans- 
actions become  electronic. 


^ 


The  cost  of 
1  million  names 
from  a  database. 

The 
number  of  business 
decisions  made  last 
year  using  Fair,  Isaac 
equations. 


Sources;  Fair,  Isaacs  Electronic 
Privacy  Information  Center, 
Federal  Trade  Cominission. 


com  earners,  msurers, 
HMOs  and  banks  use  such 
information  to  assess  your 
risk  as  a  customer,  should 
th-^v-  be  allowed  to  parlay 
rh)  eights  to  sell  you 
H-i  's  and  services? 

Pnvcic)  ocates,   who 

already  s^.  Big  Br.  *iier  in  every  piece  of 
junk  mau  ire  lini  g  up  legislators.  Bills 
pending  around  tl  e  nation  seek  to  Hmit 
the  use  of  Social  Security  numbers,  often 
linked  to  marketing  databases.  Forty-t^vo 
states  are  likely  to  consider  laws  in  2003 
that  would  restrict  or  disclose  which  com- 
panies use  credit  scores  for  insurance  poli- 
>  -^.  WTien  a  portion  of  the  Fair  Credit 
i^  ting  Act  expires  in  2004,  Fair,  Isaac 
foe-.  \vil]  get  another  shot  at  reining  it  in. 

Si  i  !ie  groups  fear  the  data  will  be  used 
to  discrir  inate  against  whole  classes  of 
people — u  creep  toward  financial  profil- 

70      FORBES-   November  11,2002 


ing,  if  you  will.  "To  what  extent  will  the 
information  create  tiers  in  society  where 
you'd  start  seeing  people  with  a  good 
record  sail  through  securitv',  or  get  cheap 
insurance  and  get  all  these  other  benefits?" 
asks  MHiir  Kshirsagar,  a  policy  analyst  for 
the  Electronic  Privacy  Information  Center 
in  Washington,  D.C. 

No  one  is  immune  to  such  scrutiny. 
Even  if  you  manage  to  keep  your  name  out 
of  the  requisite  marketing  databases  that 
Fair,  Isaac  uses  to  feed  its  profiling  formu- 
las, it  can  compensate  by  matching  what  it 
does  know  about  you  to  a  detailed  profile 
of  someone  who  is  similar.  To  predict  your 
behavior,  the  formula  assigns  a  mathemat- 
ical weight  to  product  features  and  their 
relative  importance  to  you. 
Over  time,  Fafr,  Isaac  fig- 
ures out  your  individual 
"elasticity  of  demand," 
and  relies  on  that  to  stoke  a 
better  response  from  you. 
Of  course.  Fair,  Isaac 
and  its  peers  do  make  mis- 
takes, though  they  won't 
admit  how  often  their 
technology  screws  up  or 
reveal  how  they  arrived  at 
your  score.  And  those  mis- 
takes can  be  costly,  passed 
along  to  the  government 
and  company  after  com- 
pany. Judy  C.  Thomas  of 
Klamath  FaUs,  Ore.  spent 
six  years  trying  to  unravel 
an  erroneously  low  score 
reported  to  banks,  retail- 
ers and  insurers.  The 
snafu:  A  credit  firm  had 
confused  her  with  a 
woman  who  had  a  similar  name  and 
Social  Securit)'  number. 

Grudnowski  shrugs  off  the  contro- 
versy. Fair,  Isaac  doesn't  keep  the  data- 
bases, he  points  out;  other  companies  o%s"n 
and  use  the  information.  Last  year  the  firm 
introduced  MyFICO.com — a  Web-based 
service  that  for  S13  lets  you  read  your 
credit  score  and  pro\'ides  up  to  four  rea- 
sons for  the  rating  and  suggestions  for 
improving  it — partly  in  an  attempt  to 
appease  angry  consumers.  Given  the  polit- 
ical debate  about  using  scores  for  insur- 
ance, the  company  is  considering  a  similar 


The  share  of 
identity-theft  victims 
reporting  an  unauthorized 
credit  account  opened 
in  their  name  or 
unauthorized  charges 
placed  on  existing  cards. 


product  to  suggest  how  people  can  boos' 
their  scores  to  lower  the  costs  of  car  am 
homeowner's  insurance. 

Fair,  Isaac  argues,  somewhat  improb 
ably,  that  it's  doing  consumers  a  favoi 
More  targeted  promotions,  Grudnowsl 
claims,  wiU  result  in  less  junk  mail,  mor 
efficient  stores  and  superior  service.  Faiii 
Isaac  is  rapidly  expanding  apphcation 
of  its  technology.  HSBC  Holdings  plam 
to  use  its  "decision  engines"  to  bette 
predict  when  customers  are  headeij 
to^vard  bankruptcy.  Fiow?  Via  softwarj 
that  alerts  the  bank  to  transaction  pat 
terns  that  suggest  signs  of  distress — a; 
increase  in  the  frequency  and  amount  q 
cash  advances,  or  erratic  changes 
checking  accounts. 

Cell  phone  carriers  have  expresses 
interest  in  software  that  allows  them  t 
anticipate  and  prevent  a  customer  fror 
switching  service  by  automatically  keep 
ing  tabs  on  high  numbers  of  dropper 
calls,  equipment  and  reception  problemii 
and  billing  complaints.  Grudnowsk 
claims  the  company  can  help  medic* 
insurers  uncover  fraudulent  claims  b 
singling  out  doctors,  say,  who  require  thi 
bulk  of  their  patients  to  receive  the  sam 
treatment  or  to  visit  every  specialist  LJ 
the  practice. 

Early  next  year  Fair,  Isaac  will  offe! 
credit  card  companies  better  ways  t 
highhght  riskier  members  of  its  portt. 
lios  before  they  become  deadbeat: 
Repeated  cash  advances  and  large-bal 
ance  transfers  are  red  flags  suggestin 
overextended  credit.  The  system  can  aI^ 
tag  frequent  trips  to  the  liquor  store  or  t 
online  gambling  sites.  Fair,  Isaac  also  h 
adapted  its  credit-scoring  and  risi< 
assessment  software  to  Liquid  Credit, 
program  that  can  help  businesses  pr< 
qualify  customers  for  vendor  financin) 
SBC  Communications  plans  to  use  tb 
software  in  handheld  devices  given  to  i' 
sales  force,  allowing  them  to  make  cred 
decisions  on  the  road. 

One  thing  Fair,  Isaac  hasn't  figured  oi  h^ 
yet  is  how  to  predict  and  avoid  punist 
ment  from  Wall  Street.  While  it  is  die  de 
leader  in  its  category,  it  can't  seem  to  coi 
vince  others  of  its  potential  value.  I 
shares  have  traded  lately  at  about  $3- 
down  a  bracing  25%  since  December,    i  faid,, 
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vorld  where  there's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

"nreats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynannic  protection 
you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
:-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
T-and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-775-2362.  Or  visit  www.iss.net/ad/forbes. 
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This  draft  feels  pretty  sweet 
What  do  you  guys  think? 
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BULGARI 


Flight  to  Qualit 

Francesco  Trapani  sees  a  safe  haven  for  Bulgari  in  top-of-the-line  jewelry. 

BY  RICHARD  HELLER 


AFTER  BUYING  ELIZABETH 
Taylor  a  ring  in  the  Sixties, 
Richard  Burton  remarked,  "I 
introduced  Elizabeth  to  beer; 
she  introduced  me  to  Bulgari." 
On  Sept.  26,  40  years  later,  Christie's  auc- 
tioned the  ring  in  New  York  for  $80,000, 
with  the  proceeds  going  to  the  actress' 
AIDS  charity.  It  may  not  have  been  the 


world's  best  investment,  but  it  garnered 
Bulgari  lots  of  free  publicity  the  second 
time  around. 

Such  is  life  in  the  estimated  $5-billion- 
a-year  market  for  expensive  rocks,  where 
$684  million  (2001  sales)  Bulgari  is  a 
major  player.  Amid  a  downturn  in 
demand  for  luxury  goods,  the  Italian  com- 
pany's chief  executive,  Francesco  Trapani, 


45,  has  decided  to  reemphasize  jewel 
priced  in  excess  of  $70,000.  "I  believe  i 
this  market;  it's  what  made  us  famov 
and,  economic  downturn  or  no,  wealt 
customers  are  still  buying  high-priced  lii 
ury  jewelry,"  he  says. 

Rather  like  the  tendency  of  investors- 
buy  dollars  or  gold  bullion  in  times  of  u 
certainty,  rich  people  purchase  more  e 
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Introducing 
KPMG  Consulting's  New  Name 

AND 

Era  Of  Empowerment. 


OC'e  have  done  more  than  just  change 
ur  name.  We  have  chartered  a  new 
beginning.  An  era  of  empowerment. 
OCTiich  positions  BearingPoint — formerly 
CPMG  Consulting — ready  to  assume  the 
ead  as  the  world's  most  influential  and 
espected  business  advisor  and  systems 
ntegrator.  But  while  we  have  changed 


our  name  to  BearingPoint,  what  we  have 
not  changed  is  our  mindset — the  desire  to 
get  it  done.  And  get  it  done  right.  Our 
goal  is  to  be  on  everyone's  list.  At  the  top, 
of  course.  We  will  accomplish  that  goal 
the  same  way  we  have  operated  for  over 
100  years.  One  on  one.  With  practical 
know-how.  With  passion.  Delivering  to 


BearinsPoint 

\^^  Formerly  KPMO  Consultir^g 


Formerly  KPMO  Consultir^g 
Business  and  Systems  Aligned.  Business  Empowered." 


our  present  and  future  clients  more  than 
just  consulting.  By  helping  our  clients 
align  their  business  and  systems  to  achieve 
their  desired  goals.  Providing  the  right 
information  to  empower  their  business. 
Because  the  right  information  brings 
knowledge.  And  knowledge  is  power. 
Sharing  it  is  empowerment. 
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BULGARI 


pensive  jewelry.  "They  buy  what  lasts,  what 
is  wearable,  what  is  classic,"  says  James 
Haag,  a  director  of  Harry  Winston,  another 
glitzy  jeweler,  based  in  New  York.  "That's 
why  the  top  end  grows  in  time  of  difficulty. 
Better  quality  becomes  the  priority." 

Last  year  jewelry  costing  $50,000  or 
more  made  up  an  estimated  19%  of  Bul- 
gari's  sales.  But  that  slice  is  one  of  the  com- 
pany's most  profitable,  with  retail 
markups  two  to  three  times  cost,  and 
sometimes  higher.  To  goose  sales  in  this 
category,  it  doesn't  really  pay  to  spend 
more  ad  dollars.  So  Trapani  is  beefing  up 
displays  in  all  stores  and  reaching  out  dis- 
cretely, but  persistently,  to  a  smallish  circle 
of  prospects,  sometimes  sending  his  emis- 
saries by  private  jet  to  offer  exclusive  show- 
ings of  new  pieces.  By  doing  so,  Trapani 
hopes  to  chip  away  at  the  dominance  of 
Tiffany  &  Co.,  which  has  an  estimated 
19%  share  of  the  $50,000-plus  jewelry 
market.  Cartier,  part  of  Richemont  of 
Switzerland,  has  an  estimated  11%.  Bul- 
gari  is  at  an  estimated  3.5%. 

Relying  more  on  its  high  end  is  a 
departure  from  Bulgari's  ten-year  strategy 
of  becoming  what  Trapani  calls  a  "diversi- 
fied jeweler."  Between  1884,  when  Greek- 
born  Sotirio  Bulgari  opened  his  first  jew- 
elry shop  in  Rome,  and  1992,  the  only 
diversification  was  in  the  production  of 
high-class  watches.  But  since  then  Trapani 
has  dived  into  perfumes  (1992),  scarves 
and  ties  ( 1997),  leather  bags,  belts  and  eye- 
wear (1998).  And  he  focused  more  on 
'vatches  and  less  expensive  jewelry. 

Sales  and  profits  boomed.  Revenue 
rose  from  $76  million  in  1992  to  $638  mil- 
lion in  2000.  Net  margins  jumped  from 
2.8%  to  13%.  Then  came  economic  slow- 
down. Last  year  net  margins  dropped  to 
9%.  In  the  first  half  of  2002  revenue 
dipped  5.7%;  ne\  profit,  down  50%. 

Thomson  Financial  Datastream  expects 
a  slight  recovery  in  the  second  half  with 
revenue  rising  1%  for  the  year  as  a  whole 
and  net  declining  by  the  same  proportion. 
The  shares,  listed  since  1995  in  Milan  and 
London,  have  plunged  61%  siiice  their  high 
oi  $10  in  March.  By  contrast.  Tiffany  has 
suffered  only  a  25%  drop  since  then. 

While  the  priciest  Tiffany  and  Cartier 
pieces  tend  to  be  understated,  Bulgari's 
designs  shout — like  a  necklace  with  84 
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carats  of  ruby  and  674  carats  of  emerald 
beads,  embellished  with  diamond-set  ron- 
delles.  A  gold  brooch  set  with  an  ancient 
gold  coin  picturing  Philip  II  of  Macedonia 
has  diamonds,  blue  topazes,  amethysts, 
peridots  and  pink  and  red  tourmalines.. 

There's  no  plan  to  change  the  bold 
look.  Final  design  decisions  are  made  ei- 
ther by  Trapani  or  his  uncles,  Paolo  (the 
chairman)  and  Nicola  (vice  chairman).  Al- 
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Bulgari  steps  out  from 
behind  the  jewelry 
case:  Scents  for  him 
and  her;  $126  cravats. 

n 
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owned)  in  33  countries,  including  a  r! 
flagship  store  opened  in  Moscow  this  p 
summer.  Bulgari  watches,  which  make; 
40%  of  revenues,  are  now  sold  throij 
600  outlets.  Perfume  sales,  16%  of  r 
enues,  are  handled  by  14,000  sto 
around  the  world,  including  Saks  a 
Neiman  Marcus  in  the  U.S. 

Perhaps  wisely  avoiding  the  temp' 
tion  to  follow  other  luxury  goods  mal 
into  fashion,  Trapani  has  been  boldei|| 
making  outside  investments.  Two  ye 
ago  Bulgari  bought  11%  of  Opera,  a  $' 
million  closed-end  private  equity  fv  i 
directed  by  Renato  Preti,  formerly  of  M  - 
gan  Grenfell.  Opera  backs  businesses  1 1 
turn  out  Italian  lifestyle  products — incl? 
ing  Bruno  Magli,  a  shoemaker;  Uno  Pii 
manufacturer  of  striking  outdoor  fur 
ture;  Sector,  a  wristwatch  producer; 
Itama  Boatyards,  a  luxury  yacht  maker. 

What's  in  it  for  Bulgari?  "Profits 
exposure  of  the  brand  as  a  promoter 
good  Italian  products,"  says  Traps 
"There  is  a  global  wave  of  popularity 
Italian  products,  and  we  are  part  of  it." 

A  riskier  foray  is  a  $150  million  jc 
venture  with  Marriott  International  to  o 
ate  Bulgari  Hotels  8c  Resorts.  The  deal 
signed  in  February  2001,  and  Bulgari  ov 
65%.  The  agreement  calls  for  seven  fi 
star  hotels  in  cities  such  as  Paris,  Lond 
Miami  and  New  York,  with  the  possibr 


Bulgari's  designs  shout— a  necklace  with  8 
carats  of  rubies  and  674  carats  of  emeralds 


though  the  firm  is  publicly  listed,  the  fam- 
ily still  controls  55%  of  the  stock.  Trapani 
took  the  reins  in  1984  at  the  age  of  27,  after 
his  uncle  Gianni,  then  chief  executive,  de- 
cided to  sell  his  shares  and  leave  the  com- 
pany after  a  tiff  with  his  brothers  over  how 
the  firm  should  be  run. 

When  Trapani  took  over,  Bulgari  was 
seen  as  slightly  faded.  Rome  was  no  longer 
the  glamorous  dolce  vita  city  of  the  1960s, 
when  Kirk  Douglas,  Audrey  Hepburn  and 
other  celebrities  were  regular  customers  at 
Bulgari's  store  on  the  Via  dei  Condotti. 

So,  if  the  glitterati  were  no  longer  visit- 
ing Bulgari,  Trapani  would  take  his  wares 
to  them.  He  increased  the  number  of  Bul- 
gari shops  from  5  to  170  (half  directly 


of  a  Caribbean  resort.  The  first  hotel  i; 
open  in  Milan  next  year.  Marriott  will  m 
age.  Bulgari  will  design  everything  fi^om 
restaurant  to  the  bellmen's  uniforms. 

Bulgari's  share  price  dropped  5%  in 
sponse  to  the  news.  Investors  seemed 
think  this  was  more  of  a  stretch  tl 
scarves  and  perfume.  Trapani  is  unrep 
tant.  "Bulgari  hotels  are  a  daring  mov 
admit,  but  we  see  both  good  returns  < 
the  creation  of  a  new  p.r  machine,"  he  s; 

It'U  take  a  while  for  Bulgari  to  ca; 
spell  on  travelers  seeking  glamorous,  r 
hotels.  For  now,  it's  enough  that  the  r 
are  reaching  for  very  expensive  baubles 


Additional  reporting  by  Moira  Forbes. 
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BearingPoint  On 
Business  Empowered. 


In  today's  business  world, 
you  deserve  more  than  just 
consulting.  You  need  your 
business  to  be  empowered  with  the 
right  information.  You  also  need  a 
business  partner  that  will  help  you 
to  align  your  business  and  systems  to 
your  desired  goals.  At  BearingPoint — 


formerly  KPMG  Consulting — 
it's  our  culture  to  deliver  the  right 
solutions  for  our  clients'  businesses. 
It's  the  same  way  we  have  operated 
for  over   100  years.   By  providing 


BearingPoint 


Formerly  KPMG  Consultmg 
Business  and  Systems  Aligned.  Business  Empowered." 


our  clients  access  to  the 
right  knowledge  and  infor- 
mation that  empowers  their 
employees  to  effectively  run  their 
business  systems.  Because  the  right 
information  brings  knowledge.  And 
knowledge  is  power.  Sharing  it  is 
empowerment. 
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S  S^A.  Diamonds:  the  30  blue  chip  stocks  of  the  Dow  Jones  Industrial  Average  in  one  share. 

SI  n  siRtiiGwBAiADvisoRs     Find  out  more:  visit  zvww.amex.com/DLi  or  call  i-Soo-THE  AMEX. 


*Us\ial  brokerage  commission  applies.   For  more  complete  Diamonds  information  and  prospectus  including  potential  risl 
I-800-THE  AMEX  or  visil  www.amex.com/DIA.  Read  prospectus  carefully  before  investing. 

ALPS  Distributors,  Inc.,  a  re^stered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust 


Diamonds  which  we  hope  you* U find,  uh,  engaging. 


First  of  all,  this  isn't 
about  rocks.  It's  about  stocks. 

All  30  stocks  of  the 
Dow  Jones  Industrial 
Average,  wrapped  up  in 
one  exchange  traded  fund 
called  Diamonds. 

Buy  Diamonds,  and 
you've  instantly  ^ven  your 
portfolio  the  blue-chijj 
backbone  of  The  Dow, 
in  one  quick  transaction. 
Each  Diamond  share  (DIA) 
represents  all  of  The  Dow's 
companies,  just  like  a 
traditional  index  fund. 
But  you  can  buy  and  sell 
Diamonds  all  day  long, 
just  like  a  stock.  So  they're 
the  best  of  both  worlds — 
made  even  better  by  low 
management  fees  and  taxes! 

Diamonds  are  one  of 
over  100  exchange  traded 
funds  listed  on  the 
American  Stock  Exchange. 
Ask  your  advisor  for  details. 
And  learn  why  these 
Diamonds  are  anything 
but  a  luxury. 

THE    DOW    INDUSTRIAL  S" 

DIAMONDS 
AMERICAN 

STOCK  EXCHANGE* 


5  are  subject  to  risks  similar  to  those  of  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility, 
investor's  shares,  when  redeemed  or  sold,  may  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no 
of  future  results. 

idustrial  Average,""  The  Dow^  and  Diamonds^  are  trademarks  of  Dow  Jones  &  Company,  Inc.,  and  have  been  liceixsed  for  use  by  PDR  Services  LLC 
eacan  Stock  Exchange  LLC.  pursuant  to  a  License  -Agreement  with  Dow  Jones.  Diamonds  aie  not  sponsored,  endorsed,  sold  or  promoted  by 
ancWDowJones  makes  no  representation  regardinif  the  advisaKili'lv  i>r  invr«<iiiiig  in  Diamonds.   ©  2002  amkkican  stock  exchakge  li.c 


NUMBERS  GAME, 


BY  ELIZABETH  MACDONALD 


Fiscal  Fitness 

Nautilus  Group  is  tearing  up  the 
track  in  sales  growth.  But  take  a 
closer  look,  and  things  get  ugly. 


WHO  HASN'T  SEEN  THOSE 
TV  ads  with  those  rock- 
hard  bodies  promoting 
the  rubbery  Bowflex  exer- 
cise machines?  The  fitness 
promoter  is  NautQus  Group  of  Vancou- 
ver, Wash.  By  its  raw  numbers  it  looks  like 
one  muscular  outfit,  cashing  in  on  aging 
boomers  battling  the  effects  of  gravity. 

But  despite  soUd  third-quarter  results, 
and  a  planned  $30  million  stock  buyback, 
Nautilus'  shares  plummeted  43%  to 
$13.65  the  day  after  it  warned  Wall  Street 
that  sales  could  slow  next  year.  Several  in- 
vestment houses,  including  U.S.  Bancorp 
Piper  laffray,  one  of  Nautilus'  investment 
bankers,  have  downgraded  the  stock. 

Why  the  sudden  pullback?  On  the 
face  of  it  Nautilus  seems  sound.  It  has 
been  on  an  acquisition  tear,  picking  up 
the  fitness-equipment  unit  of  bicycle 
maker  Schwinn  in  2001  and  StairMaster 
this  year.  All  that  pumped  up  revenue 
72%  to  $153  million  in  the  third  quarter 
from  the  same  period  a  year  ago.  Strip 
out  StairMaster  and  Schwinn,  and  Nau- 
tilus still  had  a  robust  40%  gain  (the 
S<iy  flex  pulls  in  two-thirds  of  revenue). 
Thi.  iling  12-month  net  is  a  hardy  $95 
.   •'  i Uon  oiT  revenue  of  $554  million. 

So  v/nar's  not  to  like?  Try  ballooning 
inventory,  inaccuracies  in  its  financial 
reports  and  an  odd  related-party  deal 
involving  its  chief  executive. 

Start  with  all  the  stuff  in  Nautilus  ware- 
houses. Inventory  as  of  June  30  was  an  eye- 
brow-lifting 212%  higher  than  a  year  ear- 
lier, even  though  quarterly  revenue  was  up 
only  65%.  The  huge  growth  wasn't  due  to 
i-he  acquisitions  alone.  Nautilus  says  the 
stockpiling  was  done  in  anticipation  of  the 
longshoremen's  strike  (many  of  the  parts 
for  its  products  come  ft-om  Asia).  Curious 
then  that  the  Piers  database,  an  indepen- 
dent record  of  shipments  based  on  U.S. 


Customs  manifests,  appears  to  show  only 
negligible  growth  in  Nautilus'  imports. 
(The  data  include  broker  shipments.)  "I 
can  tell  you  that  our  inventory  numbers 
are  correct,"  insists  Brian  Cook,  chief  ex- 
ecutive at  Nautilus,  noting  that  internal 
maritime  insurance  reports  show  imports 
almost  doubled  in  the  second  quarter  ver- 
sus the  year-earlier  period. 

But  the  risk  for  investors  remains  that 
some  of  the  inventory  buildup  was 


company  is  not  on  the  hook  for  any 
faults  by  its  cardholders,  its  Securitif 
Exchange  Commission  filings  indi( 
that  its  credit  card  customers  are  bui 
ing  up  against  their  maximum  avail; 
credit,  a  bad  omen  for  the  revenue 
tomorrow.  According  to  Nautilus,  s 
financed  with  the  house  en 
card  climbed  to  $149  mU] 
last  year  from  $8 1  miE 
in  2000.  It  reported  t 
cardholders  had  "avail; 
credit  of  approximately  $ 
million  outstanding."  T 
would  be  $536  on  average 
customer,  down  from  an  aver 
$3,733  of  available  credit  in  2000 
Pay  no  attention  to  that,  s 
Cook — the  $118  million  is  what  ca 
holders  owe  and  the  available  credit 
in  fact  $3,036  per  cardholder.  Six  moi 
after  it  made  the  erroneous  filing,  N 
tUus  has  yet  to  correct  that  part  of  its 
reports.  But  note  that  in  May  Naut 
did  correct  the  SEC  reports  to  delete 
erroneous  claim  that  Cook  and  CI 
Financial  Officer  Rod  W.  Rice  are  ce 
fied  public  accountants;  it  turns  out 
two  executives  let  their  CPA  licenses  la; 
What  hasn't  lapsed  yet  is  a  curious  < 
that  Cook  has  with  the  inventor  of 
Bowflex.  The  inventor  gets  royalty  f 


What's  not  to  like?  Ballooning 
inventory,  inaccurate  filings  and 
a  side  deal  with  Nautilus'  CEO. 


unplanned — that  the  products  aren't 
moving  off  the  shelves  as  fast  as  they 
ought  to.  Another  problein:  The  patent 
on  the  rubbery  power  rods  Nautilus  uses 
in  Bowflex  expires  in  April  2004,  opening 
up  the  company  to  competition. 

Now  consider  the  Nautilus  credit  card, 
by  which  Household  Bank  is  financing  pur- 
chases for  Nautilus'  220,000  customers.  The 
plastic  enables  Nautilus  to  get  cash  up  ft-ont 
for  Bowflex  machines  sent  to  customers 
who  would  rather  pay  as  low  as  $25  a 
month  than  $1,500  all  at  once,  and  makes 
it  easier  to  cross-sell  its  mattresses  and  nu- 
tritional products.  While  Nautilus  says  the 


ments  based  on  net  sales  of  Bowflex  pr 
ucts.  But  he  has  to  pay  Cook  20%  of 
royalties  he  gets  fi-om  the  company  ab 
$90,000.  Cook  got  $1.3  million  under 
agreement  last  year,  and  $939,572  in  2( 
Cook  says  he  got  the  deal  bei 
Nautilus  went  public  and  that  it  wc 
not  compel  him  to  artificially  inf 
Bowflex  sales.  "I've  never  viewed  it 
conflict  because  I  do  this  job  as  CEC 
this  company  every  day  regardles 
anything  that  a  royalty  agreement  sa 
he  explains. 


Additional  research  by  David  Armstroi 
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Amy  wa re-       True,  your  wardrobe  needed  some  updating.  But  priority  number  one  was  finding  an 
alternative  to  those  single-function  networked  color  printers.  And  then  eureka,  you 
found  it:  multifunction  color  printing  solutions  from  Canon,  the  leader  in  color  imaging  in  the  office.*  Color  imageRDN'^  ' 
lly  connected  and  expands  your  capabilities  across  your  network,  'fhat  means  along  with  superior  image  quality  you  get  lower 
erating  costs.  All  of  which  results  in  a  faster,  better  alternative  to  outsourcing,  not  to  mention  increased  productivity.  So,  kudos. 
Thanks  to  Canon  know-how,  you  can  replace  those  printers  and  your  wardrobe.  1  -866-EZ-COLOR  www.usa.canon.com 
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Intel  cofounder  Gordon  Moore  is  out  to  preserve  huge  swaths  of  the  Earth's  w 
places.  Hungry  Russian  bears  are  the  least  of  his  obstacles  |  By  Fen  Montaig 


GORDON  MOORE  IS  DEEP  IN  THE  WILDERNESS  ON 
Russia's  Pacific  coast,  casting  for  gargantuan  rainbow 
trout  in  the  shadow  of  a  9,700-foot  volcano.  The  73- 
year-old  billionaire  is  here  for  the  fishing,  but  he  has  a 
loftier  purpose  in  mind:  to  use  his  Intel  fortune  to 
help  preserve  some  of  the  world's  remaining  wild  places,  includ- 
ing the  lovely  Zhupanova  River. 

At  the  moment,  however,  an  emissary  fi-om  the  wild  world — 
a  350-pound  brown  bear — is  padding  toward  Moore.  It  is  150 
yards  upstream  and  closing  fast. 

"We've  got  a  problem,"  announces  Pete  Soverel,  a  salmon 
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conservationist  who  has  brought  Moore  to  the  Kamchatka  Pe; 
sula  and  who,  from  the  opposite  bank  of  the  Zhupanova,  is 
to  spot  the  beast.  With  visions  of  his  generous  donor  becon 
bear  chow,  Soverel,  a  retired  U.S.  Navy  captain,  dashes  to  his  b 

"Gordon!"  he  yells  across  the  300-foot-wide  river.  "M 
downstream!" 

Moore  wades  rapidly  through  the  clear,  jade-colored  w. 
soon  joined  by  his  angling  partner,  lack  Stanford,  a  Universil 
Montana  ecologist,  who  whips  out  a  can  of  pepper  spray.  So\ 
crosses  the  river  in  seconds,  and  none  too  soon:  The  bear 
stopped  15  yards  from  Moore  and  is  sizing  up  the  man  wl 


p 


CRRATTVF,  GIVING 


Salmon  and  bears,  oh  my:  Moore  and 

guide  on  the  Zhupanova  River.  The 

menacing  bear,  above. 

:roprocessors  and  semiconductors  powered  the  PC  revolution. 
Hooo!  Hooo!  Hooo!"  Stanford  bellows  at  the  bear  as 
•ore  slips  into  the  boat.  Outnumbered  now,  the  bear,  closely 
Ued  to  the  grizzly,  decides  to  go  no  farther.  Moore  quietly 
nks  Soverel,  and  then,  as  the  boat  backs  away,  the  retired  Intel 
ef  pulls  out  his  digital  camera  and  photographs  the  creature 
t  heads  downstream. 

"He's  just  looking  for  fish,"  Moore  says.  "He  couldn't  give  a 
nn  about  us." 

Gordon  Moore  could  have  stayed  home,  counting  his 
•n.ev— $3.3  billion  on  the  latest  Forbes  400  list— rather 


than  risking  close 
encounters  with  Kam- 
chatka bears.  But  this 
unassuming  chemist  has 
created  a  $5  billion  foun- 
dation (as  of  late  2001) 
with  an  ambitious  goal: 
to  preserve  huge,  rela- 
tively intact  ecosystems 
and  the  abundant  biodi- 
versity they  harbor. 

"I'd  rather  do  a  few 
big  things  that  have  an 
impact  than  a  lot  of  little  things,"  he  says.  "Swing  for  the  fences." 
On  his  to-do  list  are  helping  to  protect  no  less  than  two-thirds 
of  the  Amazon  River  basin  and  portions  of  the  Andes  Moun- 
tains; rain  forests  and  coral  reefs  in  Melanesia;  and  the  great  arc 
of  Pacific  salmon  rivers  that  stretches  from  northern  California 
up  through  Canada  and  Alaska  and  down  the  shores  of  the  Rus- 
sian far  east  and  Kamchatka. 

Created  in  2000,  the  Gordon  and  Betty  Moore  Foundation  is 
the  eighth-largest  philanthropy  in  the  U.S.,  though  its  assets  have 
fallen  recently.  The  Moore  Foundation  is  working  closely  with 
organizations  such  as  Conservation  International,  a  nonprofit 
Washington,  D.C.  group  that  will  receive  up  to  $261  million  fi-om 
Moore  in  the  next  decade. 

The  main  challenge  facing  the  foundation  and  its  partners 
is  persuading  foreign  governments  and  local  residents  that 
wild  lands  are  worth  more  to  them  in  the  long  run  if  kept 
largely  intact,  rather  than  indiscriminately  logged,  mined  or 
overfished.  To  that  end  the  Moore  Foundation  will  fund  parks 
and  protected  areas  and  also  encourage  initiatives  that  pump 
income  into  local  economies  through  well-controlled  logging, 
commercial  fishing  and  ecotourism.  On  Kamchatka  that 
would  mean  capitalizing  on  the  peninsula's  extraordinary 
angling,  which  already  lures  Western  fishermen  on  $4,000-a- 
week  trips. 

Much  of  the  Moore  Foundation's  strategy  is  based  on  the 
thinking  of  renowned  Harvard  biologist  Edward  O.  Wilson,  who 
warns  that  the  globe's  animals  and  plants  will  be  squeezed 
through  a  bottleneck  as  the  earth's  population,  now  over  6  billion, 
peaks  at  about  10  billion  late  in  this  century.  After  that,  the  pop- 
ulation is  expected  to  level  off  as  people  in  developing  countries 
have  fewer  chUdren. 

"We'll  go  through  a  period  of  maximum  stress  on  the  envi- 
ronment that  will  then  relax  a  bit,"  Moore  says  as  he  floats  in  a 
raft  down  the  Zhupanova  in  late  September.  "If  you  can  get  a  lot 
of  the  existing  organisms  through  that  period  of  maximum  stress, 
they  have  a  good  chance  of  lasting  a  long  time." 

Moore  and  two  of  his  salmon  specialists,  Charles  Conn  and 
Pic  Walker,  have  come  to  Kamchatka  for  a  weeklong  tour  to 
gauge  the  risks  and  rewards  of  working  on  this  remote  Cali- 
fornia-size peninsula. 

"This  is  the  Christie  Brinkley  of  salmon  habitat,"  Walker  says, 
noting  that  Kamchatka  and  far-eastern  Russia  hold  a  third  of  the 
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Reduce  actual 
crash  injuries 


He  can't  talk,  he  can't  walk,  he  can't  drive 
a  car.  Yet  he  could  be  the  most  important 
"person"  in  the  world  of  automotive 
safety  testing  today.  He's  THUMS,  the 
world's  first  virtual  human  for  crash  testing. 

Developed  by  Toyota  engineers,  THUMS 
can  provide  a  microscopic  look  at  the 
injuries  real  people  are  likely  to  sustain  in 
a  car  accident.  By  analyzing  data  from 
THUMS'  80,000  cyberparts,  engineers  can 
now  zero  in  on  skin,  bones,  ligaments  and 
tendons  —  sometfhing  they  were  never 
able  to  do  before. 

Although  currently  only  an  experiment, 
technologies  like  THUMS  may  one  day  be 
used  to  supplement  Toyota's  existing 
safety  programs,  to  make  our  cars  even 
safer  for  real  human  beings.  Safer  cars  — 
thanks  to  one  very  smart  dummy. 

www.toyota. corn/tomorrow 
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Saving  it  for 

angling 

ecotourism: 

an  aerial  view 

of  the 

Zhupanova 

River. 


Zhupanova  River 


Pacific's  estimated  500  million  wild  salmon. 

But  given  Russia's  shaky  legal  system,  Moore 
and  his  team  must  decide  whether  the  proposed 
salmon  refuges  will,  in  fact,  be  protected  by  the 
peninsula's  government.  Moore  is  considering  giv- 
ing about  $2  million  a  year  to  the  Oregon-based 
Wild  Salmon  Center,  which  has  been  working  with 
Russian  officials  to  create  the  refuges. 

Moore's  expedition  begins  in  Anchorage, 
\^'hci>J  it  soon  becomes  clear  he  is  not  your  average 
painpered  billionaire.  In  an  Anchorage  airport 
cafeteria  at  5  a.m.,  he  is  the  only  one  in  his  group 
to  think  of  busing  the  table.  Later,  when  a  dime 
rolls  out  of  Conn's  pocket,  Moore  makes  sure  Conn  picks  it  up. 
Forget  the  private  jet;  Moore  flies  to  Kamchatka  in  a  rattling 
TU-154  Russian  airliner. 

On  the  peninsula,  a  dented,  exhaust-blackened  MI-8  heU- 
copter  ferries  Moore's  group  into  the  wilderness.  The  first  stop  is 
the  Kol  River,  one  of  dozens  on  Kamchatka's  west  coast  that  teem 
with  up  to  nine  species  of  fish  in  the  salmon  family.  After  flying 
over  golden  birch  trees  and  russet-colored  tundra,  the  helicopter 
follows  the  parallel  gray  tracks  of  a  gas  pipeline  being  laid  down 
the  peninsula's  southwestern  coast.  The  accompanying  road  is 
opening  up  the  region  to  caviar  poachers,  who  eviscerate  the  fe- 
males for  their  eggs,  then  leave  the  fish  to  rot. 

The  helicopter  lands  on  the  banks  of  the  Kol  next  to  a  cluster 


of  six  white  tents,  part  of  a  new  biological  station  backed  by 
initial  grant  firom  Moore.  The  group  is  greeted  by  Riissian  a 
American  scientists  studying  the  extraordinary  abundance  oft 
Kol,  a  small  river  thafharbors  6  million  to  9  million  salmon, 

"This  river  is  a  fish  factory,"  Stanford  says.  The  air  reeks  of  ^ 
caying  salmon,  which  die  after  spawning,  and  Moore  travels  v 
stream  to  see  how  recent  floods  have  scattered  countless  f 
across  the  landscape,  their  carcasses  feeding  a  web  of  mamma 
insects,  birds  and  plants.  Such  bounty  has  vanished  fi-om  Am 
ica's  Pacific  Northwest. 

"Once  salmon  are  destroyed,  no  amount  of  money  can  bril 
them  back  to  the  way  they  were — it's  like  trying  to  put  Hump 
Dumpty  together  again,"  says  Guido  Rahr,  president  of  the  \V 
Salmon  Center.  "Here  in  Kamchatka  we  have  an  opportunity  to 
back  in  time.  This  place  is  to  salmon  as  the  Serengeti  is  to  wildlij^ 

If  Moore  decides  to  invest  here,  the  money  will  be  used 
protect  the  Kol,  the  Zhupanova  and  several  other  Kamchai 
rivers  by  creating  parks  and  biological  stations  and  hiring  w 
dens  to  stop  poaching.  Activities  harmful  to  salmon  reproductiil 
such  as  mining,  would  be  restricted.  Overall,  the  Wild  Salm 
Center,  the  Kamchatka  government  and  the  United  Nations  he 
to  protect  5.5  million  acres  of  prime,  state-owned  salmon  v 
tersheds  on  the  peninsula. 

Leaving  the  Kol,  the  group  flies  low  over  t 

mountains  that  run  down  Kamchatka's  spine  a 

lands  at  a  camp  on  the  Zhupanova,  a  130-m 

river  that  contains  millions  of  salmon  and  hi 

rainbow  trout.  Here,  Moore  begins  a  five-day  fl 

through  an  autumnal  mountain  landscape. '. 

his  first  night  in  camp,  as  the  temperature  heads  Ij 

ward  freezing,  Moore  sits  by  a  fire  with  a  glass 

Scotch  and  talks  about  the  pitfalls  of  philanthro; 

"Everybody  wants  money,"  remarks  Moc 

who  has  thinning  gray  hair  and  wire-r 

glasses.  "You  have  to  figure  out  how  you  c 

make  a  difference." 

Moore's  concern  for  the  environment  gr 
in  part,  out  of  his  love  of  fishing,  as  he  saw  de\ 
opment  mar  some  of  his  favorite  angling  sp( 
such  as  the  Baja  Peninsula.  Day  after  day  on 
Zhupanova  he  catches  and  releases  rainbow  trc 
some  nearly  30  inches  in  length,  hooking  them 
an  ersatz  mouse  called  the  "Verminator."  Such  fishing  is  at 
heart  of  plans  to  protect  the  river  with  angling  ecotourism. 

Before  leaving,  Moore's  group  meets  on  the  Zhupanova  w 
Kamchatka's  acting  governor  and  President  Vladimir  Putin's  r 
resentative  on  the  peninsula.  The  two  Russian  politicians  vov 
support  legislation  protecting  numerous  Kamchatka  rivers.  Mo 
is  impressed.  Their  cooperation,  coupled  with  the  productiA 
of  the  peninsula's  salmon  rivers  and  the  painstaking  efforts  of 
Wild  Salmon  Center,  persuade  Moore  and  his  staff  to  put  moi 
into  Kamchatka.  As  Moore's  meeting  with  the  Russian  politic! 
ends,  they  ask  their  distinguished  visitor  for  his  autograph, 
scribbles  a  plea  before  boarding  a  helicopter  and  flying  to  < 
final,  bear-infested  salmon  pool:  "Please  save  the  fish." 
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utsourcing 


In  today's  double-dip  economy,  companies  are  searching  for  every  possible  competitive  advantage 
to  help  them  weather  the  storm.  Outsourcing  has  been  one  of  the  options  they  have  considered 
when  trying  to  determine  how  to  survive  and  then  thrive  in  the  recent  economic  turbulence. 


In  the  past,  information  technology  outsourcing 
(ITO)  typically  promised  savings  of  between  5% 
and  15%.  Business  process  outsourcing  (BPO) 
yielded  savings  of  between  15  and  25%. 

Those  are  not  really  enticing  percentages.  For 
many,  the  challenges  that  come  with  outsourcing 
were  not  worth  the  effort  for  such  a  small  reward. 
So  the  Holy  Grail  search  for  competitive  advan- 
tages continued. 

Fortunately,  new  developments  in  BPO  . 
now  allow  outsourcing  service  providers 
to  achieve  savings  of  30%  and  sometimes 
as  high  as  60%.  At  the  same  time,  these 
service  providers  bring  best  practices  to 
the  process,  allowing  them  to  do  it  faster 
and    better    than    their    buyer 
clients.  These  two  benefits  — 
bigger  dollar  savings  along  with 
process    improvement   —   are 
causing  companies  pressured  by 
their    competitors    to    take    a 
second    look    at    outsourcing. 
Today,  top  management  views 
thoughtful    outsourcing    as    a 
necessity  for  continued  success. 

Two  trends  are  redefining  the 
BPO  value  proposition  and  making  out- 
Produced  and  written  by  Jerry  Bowles  •  Introduction  by  Peter  Bendor- 
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sourcing  more  attractive.  The  first  trend  is  the  emergence  of 
transaction  engines,  which  provide  the  people,  processes  and 
technology  to  support  specific  business  processes.  BPO  trans- 
action engines  allow  service  providers  to  reduce  costs  because 
they  replace  costly  labor  with  technology.  Additionally,  service 
providers  bring  the  highest  quality  processes  to  their  clients. 
Companies  like  ACS,  Accenture,  Braxton,  EDS  and  Exult  have 
tested  and  fine-tuned  their  transaction  engines;  they  are  now 
ready  to  roll  them  out  on  a  broad  scale. 

Given  the  current  economy,  it  was  none  too  soon. 

"For  21st-century  companies,  the  corporate  imperative  to 
r(\'i'ce  costs  while  providing  better  service  is  never  far  from 
view.  !n  their  search  for  human  resources  solutions  to  this  chal- 
ler,',.  ■  ,  find  that  outsourcing  is  becoming  an  integral  and 

permanent  part  of  their  human  resources  strategy,"  concludes 
a  new  Conference  Board  report. 

The  Conference  Board,  a  nonprofit  research  firm  based  in  New 
York  City,  produced  a  landmark  study  of  human  resources  (HR) 
outsourcing  in  August,  it  received  1 25  survey  responses  and  inter- 
viewed 40  HR  executives,  CFOs  and  CEOs  of  American  and  Euro- 
pean companies  with  annual  revenues  over  $1  billion,  according 
to  David  Dell,  the  Conference  Board's  research  director. 

The  study,  whose  title  proclaimed  "Everybody's  Doing  It," 
found  the  most  commonly  outsourced  HR  functions  are  trans- 
actional and  administrative  —  the  very  processes  automated 
by  the  transaction  engines.  For  example,  80%  of  the  respon- 
dents outsource  their  401  (k)  programs,  70%  outsource  pension 


benefit  management,  and  69%  let  an 
sourcing  service  provider  handle 
health  benefits  management. 
Transaction  engines  wor 
most  business  processes.  In 
tion  to  the  self-service  transai 
engines  mentioned  in  the  Coi 
ence  Board  study,  service  prov 
have  developed  transaction  enc « 
for  finance  and  accounting  func  n; 

Transaction  engines  offer  bettei 
dealt  with  Robert,  but  the  sec 

like  accounts  payable,  accounts  receivable  and  general  le  • 
There  also  are  transaction  engines  for  purchasing  and  fd  □ 
estate  management. 

Transaction  engines  generate  value  for  companies  bee  sf 
most  of  their  time  and  money  is  spent  on  the  transc 
aspect  of  the  process.  Service  providers  can  reduce 
thanks  to  leverage  since  these  engines  work  for  any  con 
even/one  hires  employees,  has  to  balance  their  books  anc  jr 
chases  goods.  They  also  free  the  buyer  from  the  constant  ec 
to  reinvest  in  the  process  technology  that  is  clearly  not  c 
their  business.  Finally,  they  now  have  time  for  the  impc 
strategic  part  of  the  process. 

Here's  how  a  transaction  engine  works.  Using  HR  £ 
example,  companies  move  from  having  employees  come  t 
office  or  phone  a  call  center  —  where  the  waits  could  be  i 
minable  —  to  self-service  Web  sites.  When  new  empio 
sign  on,  they  have  to  fill  out  federal  payroll  forms,  make  t 
fits  choices  and  deal  with  security.  The  employee  often  h 
shuttle  from  office  to  office  to  make  all  these  things  hap 
wasting  valuable  time  and  energy.  Using  a  transaction  en 
the  new  employee  simply  fills  out  all  the  requisite  inform 
once.  Then  the  system  distributes  the  information  to  the  a 
priate  departments  throughout  the  enterprise.  Also,  a  hus 
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i  wife  can  log  onto  the  Internet  at  1 1  p.m.  —  when  it's  con- 

lient  for  thenn  —  and  determine  together  how  to  allocate 

ir401(k)  investments.  The  transaction  engine  then  auto- 

ticaily  alerts  the  benefits  administration  and  payroll  depart- 

nts  of  the  change. 

n  addition,  transaction  engines  offer  better  data  integrity.  Bob 

I  Robert  are  the  same  person;  in  the  past,  payroll  often  dealt 

h  Robert  but  the  security  pass  said  Bob.  There's  no  such 

ifusion  using  a  transaction  engine. 

ayroll,  benefits  administration,  non-executive  recruiting  and 


Canadian  call  centers  are  particularly  attractive  today  because 
of  the  exchange  rate  between  the  U.S.  and  Canadian  dollars. 
Offshore  BPO  leaders  include  India,  Ireland,  Israel,  the  Philip- 
pines, even  Russia.  But  the  workforce  can  be  anywhere. 

New  York  City's  Department  of  Environmental  Protection  out- 
sourced its  ticket  collection  to  Delaware-based  Data  Manage- 
ment; the  work  is  done  by  locals  in  Accra,  Ghana. 

Offshore  and  nearshore  outsourcing  generates  what  I  call 
"labor  arbitrage."  For  example,  an  American  software  develop- 
er, on  average,  makes  $5,250  a  month.  A  comparably  educated 


nrity.  Bob  and  Robert  are  the  same  person;  in  the  past,  payroll  often 
li  said  Bob.  There's  no  such  confusion  using  a  transaction  engine. 


urity  are  all  interrelated.  An  HR  transaction  engine  combines 
nto  an  easy-to-use,  self-service  vehicle.  Employees  have 
re  information  available  to  them  when  they  need  it,  improv- 
their  HR  experience.  Employers  are  able  to  give  their 
Dioyees  better  service  at  a  much  lower  cost. 
he  new  breed  of  BPO  suppliers  has  leverage  points  that 
(6  outsourcing  more  attractive.  These  include: 
The  transaction  engine  that  provides  economies  of  scale 
Aggregated  purchasing  power 
Reengineering  process  expertise 
Proven  technology 

A  compressed  time  to  market.  Having  done  this  before, 
these  service  providers  can  get  the  technology  up  and  run- 
ning much  faster  than  companies  can  do  it  themselves 
Lower  migration  costs  for  the  buyer  since  the  service 
provider  doesn't  have  to  reinvent  the  wheel 
Employees  with  expertise  who  can  provide  more  attentive 
service. 

owever,  technology  needs  people.  And  that's  the  second 
id.  Recently,  American  service  providers  have  discovered 

there  is  an  untapped  and  underutilized  pool  of  highly  edu- 
)d  workers  outside  the  U.S.  Nearshore  labor  pools  in  Canada 

Mexico  provide  skilled  labor  working  in  U.S.  time  zones. 


Indian  earns  $490.  Well-paid  workers  in  these  countries  can  still 
yield  savings  of  up  to  80%  of  the  cost  of  doing  the  job  at  home. 

Currently,  offshore  and  nearshore  outsourcing  is  concentrat- 
ed in  three  areas:  back-office  operations,  customer  interaction 
services  and  design  services  such  as  content  development  and 
engineering. 

Of  course,  offshore  outsourcing  has  greater  risks  and  more 
unknowns  than  onshore  outsourcing.  But  today,  outsourcing  ser- 
vice providers  have  enough  experience  with  nearshore  and  off- 
shore outsourcing  to  create  workable  models.  They  have  learned 
how  to  maximize  value  and  minimize  risk  to  produce  the  great 
promise  of  substantial  savings  through  labor  substitution. 

These  fundamental  changes  in  BPO  move  outsourcing  from 
tactical  to  strategic.  Combine  a  transaction  engine  with  labor 
arbitrage,  and  you  have  a  formula  that  can  substantially  improve 
a  process's  performance  as  well  as  provide  remarkable  savings. 
As  outsourcing  is  becoming  more  widely  understood,  more 
companies  will  take  advantage  of  these  realities. 

Peter  Bendor-Samuel  is  CEO  and  founder  of  tfie  Everest  Group,  a  leading 
advisory  service  for  business  strategies  and  solutions.  He  is  also  the 
publisher  of  Outsourcing  Journal;  founder  of  the  Outsourcing  Center 
and  author  of  Jummg  Lead  into  Gold:  The  Dennystification  of  Outsourcing. 
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"One  of  the  big  advantages  of  outsourcing  is  the  flexibility,  the 
agility  to  respond  to  an  organization's  variable  hiring  needs." 

Cyd  Kiiduff,  Director  of  Staffing,  Kellogg  Company 


RES  Delivers  Total  Outsourced  Recruiting  for  Kellogg  Company 

In  1998,  Kellogg  Company  executives  decided  they  could  improve 
the  way  the  giant  cereal  and  convenience  foods  manufacturer 
attracted  and  hired  employees  —  by  building  a  strong  vendor  rela- 
tionship with  a  recruitment  specialist  and  outsourcing  all  of  the 
company's  recruiting  functions.  This  was  breakthrough  thinking 
for  that  time;  very  few  companies  had  yet  taken  such  a  dramatic 
step,  and  there  weren't  many  suppliers  around  with  demonstrat- 
ed competency  in  providing  a  broad  scope  of  outsourced  recruit- 
ment services. 

"We  weren't  looking  for  an  add-on.  We  were  looking  to  replace 
an  entire  internal  recruiting  function  with  a  supplier  solution,"  says 
Cyd  Kilduff,  director  of  Staffing  at  Kellogg  Company.  "We  were 
blazing  a  new  trail  in  looking  for  a  total  outsourcing  solution,  not 
just  an  enhancement." 

The  company  began  searching  for  an  outsourcing  partner  with 
the  resources  to  meet  its  main  goals:  to  provide  recruiting  spe- 
cialists with  specific  areas  of  expertise;  to  improve  factors  such 
as  timeliness,  quality,  diversity,  reporting  capabilities  and  the  man- 
agement of  fluctuations  in  hiring  volume;  to  introduce  technolo- 
gy for  improvement  of  operating  efficiency;  and  to  reduce  overall 
recruiting  costs.  While  outsourcing  presented  an  avenue  to  reduce 
ft  l-ead  count,  cost  savings  was  not  the  priman/  issue  in  the  deci- 
'  S'  n  to  outsource,  Kilduff  says.  "One  of  the  big  advantages  of  out- 
sourcing is  the  flexibility,  the  agility  to  respond  to  an  organization's 
variable  hiring  needs,"  she  says.  "We  wanted  the  benefits  of  qual- 
ity improvement  with  the  best  recruitment  services  possible,  and 
we  wanted  to  get  it  up  and  running  quickly." 

Kellogg  Conipciny  found  an  ideal  partner  in  RES  —  Recruit- 
ment Enhancement  Senyices,  an  Omnicom  Group  Inc.  Company. 
RES  offered  numerous  advantages  in  developing  a  more  holis- 
tic approach  to  managing  the  staffing  function.  RES  now  coor- 
dinates Kellogg  Company's  entire  hiring  process,  from  requisi- 
tion to  bringing  new  hires  on  board.  RES  implemented  a 
customized  requisition  and  applicant-management  tracking 
system,  hired  a  dedicated  staff  to  seek  out  and  maintain  rela- 
tionships with  candidates  as  well  as  manage  the  hiring  process, 
and  set  up  communication  with  all  internal  hiring  managers  on 
the  procedures.  RES  coordinated  with  Bernard  Modes  Group, 


Its  sister  company  specializing  in  recruitment  communical 
and  staffing  solutions,  to  deliver  recruitment  marketing  st 
gies  that  would  drive  the  most  talented  candidates  to  a  n( 
developed  and  expanded  Kellogg  Company  career  Web 
and  then  screened  applicants  accordingly.  RES  also  initiatec 
implemented  a  Web-based  Internal  Job  Transfer  prograr 
employees  and  a  vendor  management  program  to  manage 
logg  Company's  numerous  external  search  firms.  Finally, 
developed  custom  reporting  that  includes  fill  ratio,  time-1 
ratio,  interview-to-hire  ratio  and  customer  satisfaction. 

Clearly,  selecting  RES  as  an  outsourcing  provider  has  pre 
successful.  By  October  2001 ,  95%  of  the  jobs  available  at  Ke  g( 
Company  were  being  filled  by  RES,  versus  only  1 0%  at  the  ar 
of  the  implementation  in  2000.  Time-to-hire  had  gone  frc 
days  to  just  39  days.  And  perhaps  most  impressively,  cost  P' 
was  reduced  by  more  than  60%. 

Metrics  are  tracked  through  a  series  of  reports  (25  diffe  'n 
reports  are  available  online,  in  real  time),  and  via  regular  custc  te 
satisfaction  surveys  conducted  with  hiring  managers.  Satisfa  or 
is  measured  on  the  process  and  the  RES  staff,  the  level  o1  ar 
vice  provided  and  the  quality  of  candidates  submitted.  The  r  g( 
IS  1  to  5,  with  5  being  the  highest  mark.  Results  are  bas' 
each  requisition,  so  individual  recruiters  are  reviewed  as  wel 
runs  these  reports  on  each  recruiter  to  see  where  the  leve  o 
service  lie  with  each  individual.  Satisfaction  is  high,  with  sc  e: 
typically  in  the  4.25  to  4.75  range. 

Kilduff  says  the  biggest  benefits  of  outsourcing  for  Kellogg  ( 
pany  have  been  maximizing  the  ability  of  an  experienced  ve 
to  bring  in  new  technology  quickly;  bringing  more  resources  to 
on  a  variety  of  different  issues;  and  having  those  capabilities 
nected  to  each  other  through  the  outsourcing  vendor. 

"Most  importantly,"  she  says,  "we  need  agility  to  res| 
quickly,  effectively  and  nimbly  to  shifting  needs.  Even/  part  c 
business  must  be  able  to  respond  quickly  to  change.  RES,  < 
outsourcing  partner,  has  truly  given  us  the  agility  to  address  a 
variety  of  hiring  needs." 

Cendian  Solves  Chemical  Industry's  Logistical  Challeng 

The  chemical  industry  presents  a  number  of  unique  logi; 


The 
C>C3.SC  rllTC   is  over. 

The 

War  for  Talent  Returns! 


If  it  hasn't  happened  to  you  already,  it  will  shortly. 
The  dennographics  are  quite  clear  that  there  just  aren't 
enough  qualified  people  to  fill  the  job  openings  you 
can  anticipate  between  now  and  the  next  15  years. 
What  hove  you  done  to  gear  up  for  the  challenge? 
Most  companies  hove  recently  severely  cut  back, 
or  even  elinninated  their  recruiting  function.  You  can 
start  scrannbling  to  revonap  your  internal  resources,  or 
you  con  obtain  innnnediate  access  to  the  strategic 
staffing  "war  roonn"  envisioned  in  Bruce  Tulgan's  book, 
"Winning  the  Talent  Wars."  As  Tulgon,  a  top  nnanogennent 
advisor  discovered,  this  "war  roonn"  already  exists  at 
Recruitnnent  Enhancennent  Services. 


A  leader  in  the  field  of  recruitnnent  outsourcing  since 
1 984,  Forbes  500  organizations  like  Kellogg  Connpany, 
Connerica  Bank,  Marathon  Oil,  and  other 
connponies  turn  to  us  for  their  staffing  solutions. 

When  you  need  help  with  any  aspect  of  recruiting, 
recruitnnent  nnarketing,  hiring  process  re-engineering, 
or  staffing  technology — find  it  all  under  one  roof. 
Visit  the  honne  of  total  outsourced  talent  solutions  at 
www.resjobs.conn  or  call  1-800-RES-091 1 
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'We  give  (our  clients)  the  ROI,  without  the  1' 
and  that  is  very  important  in  today's  economicdimate." 

Mark  A.  Kaiser,  CEO,  Cendian  Corporation 


challenges.  Transporting  raw  or  hazardous  nnaterials  fronn  one 
place  to  another  requires  special  containers  and  special  handling, 
and  that,  in  turn,  translates  into  higher  costs  for  manufacturers. 

"Most  industries  don't  need  a  vertical  logistics  solution  —  if 
your  product  connes  in  a  standard  cardboard  package  or  on  a 
pallet,  any  of  the  major  shippers  can  handle  it,"  says  Mark  A. 
Kaiser,  chief  executive  officer  of  Cendian  Corporation,  the  premier 
lead  logistics  provider  focused  exclusively  on  the  chemical  indus- 
try. "But,  it's  ven/  difficult  for  any  of  the  generic  shippers  to  deal 
with  chemicals  and  plastics.  You  have  to  worn/  about  things  like 
containers  —  whether  the  lining  is  stainless  steel  or  glass,  what 
are  the  reactive  properties,  what  other  kind  of  chemicals  have 
been  in  that  particular  container  —  and  you  also  have  to  worry 
about  routing.  You  can  take  a  truckload  of  tennis  shoes  through 
downtown  Atlanta,  but  you  can't  take  a  truckload  of  certain  kinds 
of  chemicals  through  metropolitan  areas.  There  are  a  lot  of 
nuances  that  you  don't  have  in  other  industries." 

Two  years  ago,  Cendian  was  formed  to  address  the  opportuni- 
ty head-on  by  offering  outsourcing  solutions  focused  solely  on  the 
logistics  needs  of  the  chemical  industry.  Based  in  Atlanta,  Cendi- 
an now  employs  some  250  people  in  worldwide  operating  loca- 
tions, works  with  a  network  of  over  300  preferred  logistics  ser- 
'ice  providers  and  has  more  than  $1  billion  in  contracts  currently 
ii  ■  t'.lace.  The  company's  ability  to  ship  across  all  modes  of  trans- 
portation (bulk  truck,  dry  van,  marine,  rail  and  air)  into  and  out  of 
more  than  80  countries  makes  Cendian  the  most  comprehensive 
logistics  outsourcing  resource  for  the  chemical  industry. 

"The  chemical  industry  is  typically  a  high-volume,  low-margin 
business,  so  one  of  the  most  attractive  things  our  outsourcing 
model  offers  clients  is  immediate  cost  savings  without  them 
having  to  make  any  upfront  capital  investment,"  Kaiser  says.  "We 
give  them  the  ROI,  without  the  'I'  and  that  is  very  important  in 
today's  economic  climate." 

Cendian's  service  offerings  provide  chemical  manufacturers 
and  distributors  with  an  outsourcing  solution  for  the  most  crit- 
ical logistics  functions:  transportation  planning  and  execution, 
customer  service,  commercial  settlement  and  performance 
management. 

Beyond  simple  cost  savings.  Kaiser  cites  a  number  of  addition- 


al benefits  of  outsourcing  logistics  functions  to  Cendian.  An 
them  are  the  following: 

Chemical  Industry  Expertise.  Cendian's  professionals 
decades  of  chemical  and  plastics  logistics  experience  that  an 
to  work  for  clients  every  day.  The  Cendian  team  leverage; 
latest  developments  and  innovations  in  logistics  software,  si 
chain  practices  and  regulator/  compliance  requirements  to  er 
their  solutions  are  continuously  up-to-date. 

Global  Reach.  With  strategically  located  worldwide  operation 
ters,  Cendian  offers  logistics  support  into  and  out  of  more 
80  countries.  By  managing  contracts  with  a  select  network  of 
300  preferred  service  providers,  Cendian  also  enables  effor 
expansion  into  new  markets  when  the  opportunity  arises. 

The  Power  of  Scale.  With  over  $1  billion  of  chemical  logistic: 
vices  under  contract,  Cendian  leverages  its  purchasing  pow 
help  clients  lower  their  costs  while  maintaining  superior  custi 
service  and  operational  excellence. 

Customer  Service  Improvements.  Cendian's  Customer  Se 
team  utilizes  real-time  shipment  visibility  to  ensure  their  cli 
shipments  are  where  they  should  be  when  they  should  be 
ther,  Cendian  allows  better  customer  focus  by  acting  as  the  5 
source  for  all  mission-critical  logistics  functions. 

Optimization  of  Shipments,  Assets,  Business  Processes 
the  Logistics  Network.  A  strategic  partnership  with  Cendiar 
vides  added  visibility  to  critical  business  information.  By  ir 
menting  Cendian's  solution,  clients  are  able  to  streamline 
transportation  operations  and  greatly  improve  supply  chair 
ciencies. 

Bottom-Line  Impact.  Cendian  delivers  immediate  cost  sa' 
with  no  capital  investment. 

"There  is  a  tremendous  movement  toward  globalization 
industries,  especially  chemicals,"  Kaiser  says.  "In  add 
there  is  a  general  trend  toward  outsourcing  in  the  chei 
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Asia.  The  Americas.  Europe. 


With  logistics  support  in  more  than  80  countries, 

worldwide  cruises  are  now  available. 


Chemical  Logistics 


For  your  chemical  and  plastics  shipiiients,  that  is.  As  the  premier  lead  logistics  provider 
focused  exclusively  on  these  industries,  Cendian  manages  shipments  to  the  far-reaching 
corners  of  the  world.  With  liiultiple  Operations  centers,  worldwide  carrier  relationships, 
and  the  expertise  to  ship  in  all  nibdes,  Cendian  can  meet  any  logistics  challenge.  Our 
solutions  require  no  upfront  capital  investment,  and  deliver  immediate  bottom-line  results. 
To  learn  how  We  can  help  your  ship  to  come  in,  call  l.SOO.Cendian  or  visit  www.cendian.com. 


©  2002  Cendian  Corporation.  All  rights  reserved. 
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Spherion®  brought  a  global  telecom  company  and  a  small  Texas 
town  together  to  provide  superior  customer  service. 


industry.  At  the  same  time,  companies  are  reluctant  to  make  information  about  so  many  different  lines  of  business  simu 

big  investments  in  IT  infrastructure.  All  of  these  factors,  we  ously,  agents  would  have  to  be  highly  skilled,  well-trained,  r 

believe,  support  our  aspiration  to  be  the  largest  shipper  of  faceted,  bilingual  and  continuously  motivated,"  says  Parker, 

chemicals  in  the  world.  Ultimately,  this  'power  of  scale'  helps  found  exactly  what  our  client  needed  in  a  small  town  in  Texas 

our  clients  compete  in  today's  economy  by  reducing  their  costs,  offered  not  only  an  ideal  site  for  the  new  center,  but  also  ac 

optimizing  their  supply  chain,  improving  client  service  and  avoid-  to  a  large,  highly  skilled,  predominantly  bilingual  workforce.' 

ing  costly  technology  development. "  Situated  several  hours  outside  of  Houston,  the  town  is  ne 

particularly  well  known  nor  geographically  convenient,  but  ii 

Spherion®  Drives  24/7  iSiext-Generation  Call  Center  vided  Spherion  with  the  key  resource  that  makes  the  center 

When  a  leading  global  telecom  provider  launched  a  new  com-  tion  so  well:  its  people.  A  population  of  40,000,  far  from  the  t 

munications  service  that  took  off  bigger  and  faster  than  expect-  lights  —  and  employment  opportunities  —  of  bigger  cities 

ed,  the  expansion  of  customer  contact  operations  to  offer  24/7  town's  workers  welcomed  the  interesting  and  competitively 

access  became  an  immediate  priority.  In  addressing  the  need  to  work  that  Spherion  offered.  And  Spherion,  through  its  con 

quickly  ramp  up  service  to  its  rapidly  expanding  customer  base,  ment  to  the  community,  its  careful  training  and  its  quality  of 

company  management  sought  to  leverage  the  opportunity  by  life,  found  a  highly  reliable  source  of  well-qualified  job  applic 

developing  a  universal  contact  center.  It  wanted  one  that  could  "Behind  the  message,  'Your  call  may  be  monitored  for  q^ 

provide  support  for  the  new  service  as  well  as  field  overflow  assurance'  is  an  integrated  system  that  marries  people,  pre 

calls  for  all  major  sales  initiatives  that  came  in  during  "off  hours"  and  technology  to  give  customers  the  best  possible  experi( 

at  a  number  of  its  other  centers  around  the  world.  The  chal-  Up  to  70%  of  all  customer  contact  takes  place  in  the  call  ce 

lenge:  find  an  excellent  location  with  a  large  pool  of  highly  qual-  with  the  majority  of  inbound  calls  generated  by  a  customer 

ified  job  candidates  who  could  get  up  to  speed  quickly  and  pro-  lem.  That's  why  we  measure  our  agents'  performance  not  on 


vide  universal  service  to  virtually  any  customer  —  whether 
.\^    consumer  or  business  —  at  any  time  of  day  or  night. 

i      From  previous  experience,  the  communications  net 

'd 

work  giant  knew  of  one  company  that  could  clearly 

meet  the  challenge.  Bill  Parker,  president  of  customer 
development  solutions  for  Spheri- 
on® Outsou.'-C'ng,  credits  Spherion's 
solid  understanding  of  the  telecom 
industry  and  its  strong  focus  on 
delivering  positive  customer  expe- 
riences. "Our  client  knew  we  had  a 
histon/  of  exceeding  quality  metrics 
through  world-class  customer  ser- 
vice orocesses.  We  also  excel  at 
developing  seasoned,  experienced 
call  center  management  with  local 
community  leadership,"  he  says. 
"To  handle  customers  seeking 


quickly  they  can  get  off  the  phone,  but  on  how  well  the' 
sfy  customers.  We  provide  ongoing  training  and  perfornr 
coaching  to  ensure  their  ability  to  access  and  deliver 
rate  information  that  resolves  problems.  We  knov\ 
It  can  cost  7  to  10  times  more  to  acquire  a  new 
tomer  than  to  retain  a  current  one.  Our  ability  to  s 
a  customer's  immediate  needs  helps  us  builc 
tomer  loyalty  and  enhance  the  lifetime 
of  every  customer, "  says  Parker. 

With  a  record  of  high-quality  p( 
mance,  the  Texas  contact  center  alsi 
become  a  critical  location  for  seven  c 
ent  sales  programs  supported  by  bot 
geted  and  non-targeted  sales  campc 
As  a  result,  the  center  has  proven  its 
ty  to  field  as  many  as  half  a  million 
tomer  contacts  in  a  month. 
"No  matter  how  high  the  volume 


THERE 


BETTER        WAY        TO 


INCREASE    PROF  I  TA  B  I  L  I  T  Y 

to  add  real  value  to  your  business?  Spherion®  Outsourcing  can  that  meant  a  multi-million  dollar  revenue  increase  by  capturing 
you  how  to  maximize  performance  and  optimize  productivity  in  opportunities  in  their  customer  contact  center.  And  that's  ||« 
'  business  processes.  For  a  major  consumer  electronics  company,       reasons  85%  of  the  FortunelOO™  depend  on  us.       >  ;^«i^ 


Spherion 

making  the  workplace  work  better 


m 
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ADP's  outsourcing  solutions  help  over  450,000  employers 
worldwide  to  staff,  manage,  pay  and  retain  their  employees. 


I 


agents  are  clearly  up  to  the  challenge,"  says  Parker.  "Not  only 
have  they  helped  us  consistently  exceed  our  client's  high  ser- 
vice standards,  they  have  made  it  possible  to  repeatedly  expand 
operations  as  our  client's  business  has  grown." 

ADP:  How  to  Sustain  Market  Leadership 

If  you  want  to  remain  a  market  leader  in  an  ever-changing  mar- 
ketplace, you  must  be  progressive  and  adaptable  in  seizing  new 
growth  opportunities.  In  the  outsourcing  industry,  nobody  has 
done  that  better  than  ADP,  one  of  the  largest  global  providers  of 
computerized  transaction  processing,  data  communications  and 
information  services,  with  $7  billion  in  revenues.  Founded  more 
than  50  years  ago  as  a  manual  payroll-preparation  service  in  Pater- 
son,  N.J.,  ADP  prospered  and  grew  by  processing  company  pay- 
rolls faster  and  cheaper  than  companies  could  do  themselves. 
Nearly  20  years  ago,  ADP  again  bested  the  competition  by 
expanding  its  services  to  include  "beyond  payroll"  services  includ- 
ing human  resource  administration  and  more  recently,  benefits 
administration. 

"ADP  has  consistently  been  at  the  forefront  of  outsourcing 
innovations.  We've  benefited  from  capitalizing  on  early  trends  to 
outsource  not  only  payroll,  but  a  whole  range  of  business  process- 
z."  says  Brad  Smith,  senior  vice  president  of  marketing  and  new 
business  development  at  ADP  Employer  Services,  the  company's 
larg'L'.  H>.'ision.  Employer  Services,  which  accounts  for  over  $4 
biii'-  :':i:i,!al  revenues,  provides  payroll,  tax  regulatory  man- 
agement, HRMS  (Human  Resource 
Management     Systems),     benefits 


administration,  time  and  labor  management,  retirement  pier 
vices,  online  recruiting,  PEO  (Professional  Employer  Organizi 
services  and  employment  screening  and  selection  services. 

ADP  Employer  Services  comprises  six  distinct  market! 
ments  and  product-focused  groups,  including  National  Ace 
Services  (for  clients  with  1,000  or  more  employees),  ^ 
Accounts  (50  to  999  employees)  and  Emerging  Business  Ser 
(under  50  employees),  TotalSource  (PEO),  Tax  and  Financia  'ei 
vices  and  Benefits  Services.  Employer  Services  also  sen^/eSn 
panies  on  a  global  basis  in  26  countries  worldwide. 

Despite  the  lingering  economic  downturn.  Smith  says  theJ 
ness  outlook  remains  favorable  in  all  ADP  Employer  Sen|| 
market  segments.  "The  value  proposition  of  outsourcing  ren 
consistent  and  compelling  in  good  times  and  bad,"  he  says.  '  'Si 
most  companies  outsource  functions  that  are  not  strategic  t  ;ht 
success  of  their  business,  and  outsourcing  frees  them  up  tc  or 
centrate  on  those  things  that  are  important." 

A  second  key  reason  for  outsourcing  is  that  it  gives  comp  le; 
access  to  best  practices,  including  new  technologies  and  i  -tc 
date  regulations.  "It  doesn't  make  a  lot  of  sense  to  devote  cei 
nal  resources  to  stay  current  with  the  latest  technologies  an'  ec 
ulatory  compliance  demands  when  ADP  can  and  does  me  igi 
them  much  more  efficiently  and  is  truly  a  world-leading  eu 

A  third  benefit,  Smith  points  out,  is  improved  return  on  ir«l 
ment.  Outsourcing  normally  delivers  cost  savings  in  a  var 
ways.  These  include  savings  per  transaction,  as  well  as  b  jei, 
managed  opportunity  costs  and  reduced  costs  of  maintain  j 
replacing  systems. 

The  fourth  major  benefit  of  outsourcing  is  risk  redui 
whether  it  is  disaster  recover/,  data  backup  or  even  f  P 
ties  and  interest  associated  with  compliance  change 
For  over  50  years  companies  have  chosen  to  out? 
to  ADR  through  strong  and  weak  economies.  "Lookii 
ward,  we're  optimistic  about  the  future  because  our  joe 
rience  and  market  intelligence  reinforce  that  the  out; 
ing  value  proposition  remains  ven/  compelling,"  says  J 

ADP's  traditional  and  Internet-based  integrated  HR,  payrc  ?nt 
benefits  administration  outsourcing  solutions  help  over  45  30( 
employers  worldwide  to  staff,  manage,  pay  and  retain  ' 
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Quantifiable  creativity. 

It  exists.  It  works. 

Realize  a  return  on  your  creative  today. 

Creative  Services  outsourcing  from  Aquent. 


AQ  U  E  NT 


return  on  creative 


www.aquent.com 
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*VJe  offer  clients  the  people,  the  process,  the  technology  and  the 
best  practices . . .  better,  faster  and  cheaper." 

Joe  Meianson,  Vice  President,  Aquent  Solutions 


employees.  ADP  pays  more  than  30  million  people  on  behalf  of 
its  clients  worldwide  each  payday  and  serves  over  44  million 
employees  through  one  of  its  many  employer  services  solutions, 

"In  essence,  we  touch  the  lives  of  one  out  of  even/  six  private- 
sector  employees  in  the  U.S.,"  Smith  says. 

While  about  60%  of  ADP  revenues  come  from  Employer  Ser- 
vices, ADP  also  provides  computerized  transaction  services  to  the 
brokerage  industry  including  brokerage  firms,  global  banks,  mutual 
funds,  annuity  companies,  institutional  investors  and  others 
through  its  Brokerage  Services  division;  services  for  automotive 
retailers  through  Dealer  Services;  and  claims  services  to  insur- 
ance, auto  collision  repair  and  auto  parts  recycling  industries 
through  Claims  Services. 

Aquent:  Pioneering  Creative  Services  Outsourcing 

There  are  all  kinds  of  outsourcing  services  available  in  the  mar- 
ketplace today.  Employee  benefits  administration,  travel  ser- 
vices, payroll  processing,  tax  processing,  logistics,  managed  IT, 
facilities  management  —  almost  any  business  function  that  can 
be  considered  noncore  is  fair  game.  But  until  Aquent  came 
along,  applying  strategic  business  process  outsourcing  to  cre- 
ative services  was  unheard  of. 

"Many  companies  think  of  creative  services  as  art,  but  in  fact, 
!t ;.  n  business  process  —  one  that  provides  a  natural  opportu- 
nity lor  business  process  outsourcing,"  says  John  Chuang, 
Aquent's  cofounder  and  CEO.  "It's  costly  to  build  up  and  sup- 
port in-house  creative  services  departments.  Managing  fluctu- 
ations in  demand  is  difficult,  and  there  is  expensive  equipment 
to  buy  and  support.  The  idea  of  strategically  outsourcing  cre- 
ative services  was  unique  when  we  came  along,  but  we  expect 
it  to  be  common  practice  in  the  future." 

Aquent's  outsourcing  services  are  a  natural  extension  of  its 
talent  agency/staffing  business,  founded  in  1986  by  Chuang 
and  two  of  his  Harvard  University  classmates.  Since  then,  the 
business  has  grown  from  a  dorm-room  startup  into  a  $400-mil- 


lion  global  professional  services  firm  with  69  offices  in  13  i 
tries,  twice  listed  on  Inc's  "500  Fastest  Growing  Private 
panies  in  America"  list.  Aquent  represents  thousands  of « 
rienced  creative  directors,  designers  and  production  artists 
through  its  consulting  services  division,  provides  technc 
solutions  in  the  areas  of  digital  asset  management,  brand: 
tity  management,  automated  digital  workflow  and  dynar 
creation. 

"Our  creative  sen^/ices  outsourcing  business  combines  the 
of  our  talent  agency  business  —  our  pool  of  13,000  creativf 
fessionals  worldwide  —  with  the  technology  from  our  Mark 
and  Branding  Technologies  group.  This  allows  us  to  offer  c( 
the  people,  the  process,  the  technology  and  the  best  prac 
as  it  applies  to  creative  services,  to  deliver  the  classic  outs 
ing  benefits  —  better,  faster,  cheaper,"  says  Joe  Meianson 
president  of  Aquent  Solutions,  the  company's  creative  outs 
ing  division. 

Aquent  offers  clients  two  levels  of  outsourcing  services. 
full  outsourcing  partner,  Aquent  assumes  complete  respor 
ty  for  a  client's  creative  and  production  services  —  people, 
nology  and  process  management  —  at  the  client's  site,  offs 
"virtually."  Or  Aquent  can  take  on  the  coordination,  desig, 
production  of  strategic  campaigns  developed  by  an  ad  ag 
"Utilizing  an  ad  agency  for  production  work  on  brochures,  sig  'g6 
direct  mail,  etc.,  doesn't  make  sense.  It's  a  ven/  costly  m> 
says  Meianson.  "We  provide  a  scalable  solution  through  a  )r^ 
load-adjusted  staffing  model,  relying  on  qualified  talen' 
agency  and  design  firm  experience,  to  deliver  the  same  qu. 
a  fraction  of  the  cost." 

Bottom  line?  Aquent  has  a  solution  custom-fit  for  each  (| 

"Whether  customers  want  us  to  take  over  their  entire  on 
services  function  or  a  piece  of  their  creative  process,  we'll  u! 
extensive  talent  and  technology  resources  to  lower  their  en  I 
production  costs,"  Meianson  says.  "Ultimately,  our  goal  ist(| 
clients  improve  their  return  on  creative." 


W^b  Directory: 

ADP  www.adp.com  •  Aquent  www.aquent.com  •  Cendian  www.cendian.com  •  Recruitment  Enhancement  Services  (An   nn 
Company)  www.resjobs.com  •  Spherion  Corporation  www.spherion.com  •  Outsourcing  Center  www.outsourcing-c<  ei 


Make  your  own 


paper  clips? 
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3?  So  why  would  you  do  HR  Administration  in-house? 

performing  tasks  that  don't  generate  profits  can  get  you  bent  out  of  shape.  So  tall<  to  ADR  Because  ADP  frees  your 
staff  fronn  endless,  repetitive  administrative  work.  Saves  you  money  by  eliminating  costly  technology  upgrades. 
And  gives  you  peace  of  mind  with  superior  protection  from  compliance  pitfalls,  data  loss  and  security  breaches, 
hanks  to  comprehensive  and  integrated  HR/Benef its/Payroll  services  precisely  configured  for  your  business.  Ph 
■CALL  ADP  Or  visit  www.adp.com  to  learn  more.  (And  if  you  do  make  paper  clips,  we're  still  well  worth  a  visii.) 

nformation  Management  |  Benefits  Administration  |  Retirement  Plan  Sen/ices  ( Payroll  Services  |  Tax  &  Compliance  Mai  ^iyoment 
&  Labor  Management  |  Professional  Employer  Organization  |  Pre-employment  Screening  |  Small  Business  Scl-j-ir-'s 


We're  the  Business  Behind  Business^ 


Fttvelone  t>1ease. 


VV inch  leaduig  orgaruations  will  earn  ihe  most  presiigious  recognition  in  the  outsourcing  industry? 
You're  an  imponant  pait  of  the  process,  so  submit  your  Editor's  Choice  Awards"norninations  now  at 

www.outsourcing-awards.com 

Don't  miss  this  oppoitunity  to  have  your  outsourcing  relationship  recognized  as  the  best  of  the  best 
along  with  these  outstanding  winners  of  last  year's  awards. 

BP  (England)  and  Accenture 

Commonwealth  of  Pennsylvania  and  Uiiisys 

GENCO  Distribution  System  and  Sears 

Australian  Taxation  Ofike  and  EDS 

BP  Colombia  and  Getronics  Colombia 

Rational  Software  and  Compaq  Computer  Coiporation 

D.S.  Barkley  Insurance  Management  and  Results  International  Systems 

Glasgow  City  Council  and  Mitel  Networks 

Bank  of  Ameiica  and  Exult 

But  don't  push  the  envelope.  Deadline  for  entries  is  November  30,  2002. 

Nomination  guidelines  and  forms  at 
www.outsourcing-awards.com 
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doing  things  the  old-fashioned  way— and  still  profitable:  Blair's  John  Ettelson,  Carlette  McMullan,  Michelle  R.  Seitz  and  E.  David  Coolidge  III. 


NslDE  CHICAGO  INVESTMENT  BANK 

'  ^  illiam  Blair,  afternoons  are  once 

.>.;ain  as  quiet  as  a  church  on  Monday. 

■stockbrokers  and  research  analysts 

calmly  pad  down  carpeted  hallways, 

)king  not  a  bit  troubled  by  the  S&P  500's 

drop.  Investment  bankers  lean  on 

ether's  door  jambs,  talking  quietly 

adding  stories  and  jokes. 

It  wasn't  so  serene  two  years  ago.  The 

n  s  840  employees  had  watched  envi- 

>i\  as  their  peers  took  lucrative  buyouts 


from  commercial  banks — Robertson 
Stephens  sold  out  to  BankAmerica  for  $540 
million;  Dillon  Read  commanded  a  $600 
million  sale  price  from  Swiss  Bank.  There 
was  also  dissent  over  Blair's  hidebound 
middle-market  conservatism,  which  had 
changed  little  between  the  reigns  of  the  pri- 
vate firm's  eponymous  founder  and  its  cur- 
rent chief  executive,  E.  David  Coolidge  III. 
Ian  Larkin,  a  managing  director  in 
Blair's  private  equity  group,  remembers 
conference- room  shouting  matches  over 


whether  to  raise  fund  limits  from  $400  mil- 
lion to  $1  billion  or  more.  That  would've 
required  Blair  to  invest  in  companies  larger 
than  the  middle-market  outfits — with  an- 
nual sales  of  $25  mUlion  to  $300  million — 
it  has  traditionally  supported.  "It  was 
painful,"  says  Larkin.  "For  a  while  I  thought 
the  business  had  passed  me  by." 

Two  years  later  Blair  is  still  hidebound. 
It  is  still  partner-owned,  still  small  ($437 
million  in  assets,  $120  million  in  principal 
capital) — and  still  content  not  to  compete 
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WILLIAM  BLAtR 


for  multibillion-dollar  deals  that  its  bigger 
brethren  are  bound  to  win  anyway. 

But  here's  the  difference:  hi  the  first  half 
of  this  year  Blair's  profits  rose  16%  to  an 
estimated  $25  million  on  revenues  of  $150 
milUon,  as  the  overall  industry's  net  income 
fell  28%.  While  Blair  has  maintained  its 
21%  return  on  equity  through  the  current 
investment-banking  downturn,  the  returns 
of  Lehman  Brothers  and  Goldman  Sachs 
have  fallen  to  13%  and  12%,  respectively. 

Goldman  did  51  M&A  deals  in  the  first 
half,  36%  fewer  than  in  the  same  period 


a  medical  products  distributor  from 
Melville,  N.Y.  Blair  took  it  public  in  late 
1995  at  $16  a  share,  raising  $99  million. 
Today  it  trades  at  $55  a  share.  Midsize  deals 
like  that  don't  carry  much  risk;  that's  how 
the  boss  likes  it. 

Blair  has  a  long,  if  understated,  record 
of  zagging  to  others'  zigs.  The  firm  was 
founded  to  provide  investment  advice  and 
raise  corporate  capital  back  in  1935,  when 
investors  and  capital  were  as  scarce  as  Ok- 
lahoma rain.  Contrarian  opportunism  is 
still  alive  and  well  in  Coolidge.  He  insists 


Big  Deals-And  Little  Ones,  Too 


Never  heard  of  William  Blair?  You  probably  know  some  of  the  deals  it  has  done. 


Blair's  client/deal 


Date 


Value 
(Smil) 


Form  of 
payment 


Dairy  Queen/acquired  by  Berkshire  Hathaway    January  '98 


$585 


cash/stock 


Safety-Kleen/acquired  by  Laidlaw 


May  '98 


2,100 


cash/stock 


Pittway/acquired  by  Honeywell 


February  '00 


2,100 


cash 


Tootsie  Roll/acquired  Andes  Candies 


April  '00       undisclosed 


cash 


FTD/acquired  FTD.com 


June  '02 


228 


stock 


Source:  William  Blair. 

last  year.  Blair's  corporate  finance  depart- 
ment, meanwhile,  did  17  deals — only  one 
less  than  it  had  done  through  June  30, 
2001 — ^worth  $2.2  billion  and  generating 
an  estimated  $20  million  in  fee  revenue. 

Those  results  have  put  a  stop  to  grous- 
ing about  the  decision  to  stay  independent. 
Partnership  capital  has  grown  a  steady  6% 
annually  over  the  past  five  years,  even  as 
Blair's  174  principals  missed  out  on  the  big 
windfalls  of  the  late  1990s,  when  midsize 
barJ^  sold  for  two  and  three  times  book 
value.  Management  never  shopped  the 
firm  around  or  entertained  an  offer  to  sell 
out — the  question  never  came  before  the 
firm's  executive  committee.  Says  Coolidge, 
59:  "Marriage  just  didn't  look  good  for  us." 

Bachelorhood  is  still  preferable,  given 
the  fate  of  Robertson  Stephens,  which  suf- 
fered a  series  of  collapsed  tech  offerings. 
Among  them:  FirePond,  a  "hot"  software 
outfit  whose  shares  are  now  $3  after  rising 
to  $100  fi^om  $22  the  first  day  of  trading  in 
early  2000.  With  revenues  down  71%,  Fleet 
Boston,  Robertson's  third  owner  in  five 
years,  shuttered  the  tirm  this  summer. 

While  Robertson  went  giddy  over  tech, 
Blair's  underwritings  have  focused  on 
more  mundane  businesses.  Henry  Schein  is 


there's  a  place  for  a  tiny  independent  in- 
vestment bank  in  the  world  of  financial- 
service  conglomerates  but  admits  that  con- 
solidation creates  a  big  challenge.  "It's  a 
battle  we  fight  every  day,"  he  says. 

Coolidge  stubbornly  refuses  to  reverse 
the  firm's  historical  aversion  to  advertis- 
ing. He'd  rather  his  bankers  make  head- 
lines. In  June,  Blair  served  as  lead  manager 
on  a  $731  million  deal,  guiding  J.M. 
Smucker's  purchase  of  Jif  peanut  butter 
and  Crisco  shortening  from  Procter  8c 
Gamble.  A  cUent  for  20  years — and  man- 
aged for  1 1  of  them  by  John  Ettelson, 
Blair's  current  chief  financial  officer — 
Smucker's  looked  at  all  the  big-name  banks 
before  choosing  to  stay  with  Blair.  "Those 
other  banks  have  the  bigger  reputations, 
but  there  is  a  continuity  at  Blair  that  you 
won't  find  anywhere — they've  seen  where 
we've  been  and  tliey  know  where  we  want 
to  go,"  says  Timothy  Smucker,  chairman. 
Smucker  says  he  likes  the  fact  that  Blair  un- 
derstood die  jam  maker  didn't  want  to  load 
up  on  debt,  which  would  make  it  harder  to 
do  more  deals.  Blair  structured  a  deal 
where  P&G  spun  off  the  brands  to  share- 
holders; Smucker's  then  merged  with  the 
new  entity,  issuing  new  stock  but  no  debt. 


Blair  has  made  more  recent  news 
winning  the  $523  million  internatic 
small- cap  portfoho  of  American  Skan 
the  Shelton,  Conn.-based  investment  ; 
of  Sweden's  Skandia  Insurance,  B 
locked  down  the  largest  piece  of  busines 
asset  management  group  has  ever  recei 
from  one  cUent.  It  should  generate  an  ( 
mated  $1.5  million  annually  in  advis 
fees.  The  firm  was  in  good  company:  SI 
dia's  other  choice  to  replace  Janus  Ca{ 
Management,  which  had  overseen  its 
ternational  and  domestic  ftmds,  was  G' 
man  Sachs. 

Skandia  selected  Blair  frorr 
initial  universe  of  1,025  fui 
culled  them  down  to  10  by  qua 
tative  screening,  then  picked  I 
—m  after  exhaustive  interviews.  Mic 
Murray,  chairman  of  Skandia'i 

vestment  committee,  saw  a  di 

pline  in  Blair's  managers  tha' 

hadn't  found  at  any  of  the  h" 

profile  funds.  The  Skandia  mo 

will  be  managed  by  George  G: 

whose  International  Growth  tjia 

has  grown  8.5%  annually  in  the  last  t  \ 

years  with  stocks  like  Aventis  S.A.  and 

san  Motor,  easily  outpacing  Morgan  S 

ley's  world  stock  index,  which  declined 

a  year  over  that  time. 

Results  and  rewards  keep  perforr 
in  the  fold.  Head  money  manager  Micl 
Seitz  boasts  that  her  group  hasn't  k 
money  manager  to  a  rival  since  1987 
firm  doesn't  require  a  noncompete  ag 
ment.  Similar  story  all  over  the  b. 
Coolidge's  33-year  tenure  is  dwarfei 
Chairman  Edgar  Jannotta's  43  years. 
Most  of  Blair's  bankers  tend  t< 
Midwesterners  who've  tasted  life  on 
Street  and  found  it  too  fast,  too  mercei 
too  impersonal.  "It  takes  a  different  s- 
admits  Carlette  McMullan,  Blair's  hej  j 
private  investor  services.  McMullan  c  j 
to  the  firm  from  Bear  Stearns  in  198' 
the  chance  to  start  her  own  broke  j 
book.  She  knew  Blair  well — her  fathei 
been  a  Blair  broker  for  2 1  years  whei  | 
arrived.  Now  she's  his  boss,  and  the; 
one  of  four  father-offspring  pairs  ii 
brokerage  group,  among  53  Blair  em) 
ees  with  an  immediate  relative  at  the ; 
Which  suggests  that  at  one  company,  b  bd 
runs  at  least  as  thick  as  money.  f 
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HOW  DOES 

PETER  HARRINGTON  BOOKS 
PLAY  TO  WIN? 
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Winning  witli  e-commerce:  There's  something  new  at  London's  antiquarian  book  dealer 
Peter  Harrington.  They're  selling  25%  of  their  volume  on  the  Web.  Their  platform? 
The  easy-to-manage  IBM  ^server  xSeries™  Select  xSeries  models  feature  the  Intel® 
Xeon™  processor  to  give  you  superior  performance  and  cost-effectiveness.  For  a 
complimentary  IDG  report  on  how  growing  companies  are  using  IT  to  advance  their 
business,  go  to  ibm.com/eserver/peterharrington     (^l^^/^  hihtcfcine.  F^fiin^^: 


nbers  and  results  reported  are  from  customer  sources.  This  customer  example  is  intended  as  an  illustration  only.  Costs  and  results  obtained  in  other  customer  environments  will  vary 
*«,  among  other  things  on  individual  customer  configurations  and  conditions.  IBM.  the  e-business  logo,  e-business  is  the  game.  Play  to  win  and  xSeries  are  trademarks  or  registered 
ia*s^f  International  Business  Machines  Corporation.  Intel,  the  Intel  inside  logo  and  Xeon  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States 
Ter  countries.  Other  company  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©2002  IBM  Corporation.  All  rights  reserved. 


HOWDOES^ 

WINNEBAGO 
PLAY  TO  WIN? 


(©server 


Linux"  ready  with  self-managing  features  for  every  e-business. 


Inter-based  /  xSeries" 

It's  an  affordable  and  powerful 
combination  of  mainframe- 
inspired  reliability  and  smart 
systems  management  tools. 


UNir  /  pSeries™ 

Highly  available,  highly  affordable 

and  highly  coveted.  The  pSeries  is 

the  platform  of  choice  for  powerful 

UNIX  and  Linux  solutions. 


Midrange  /  iSeries™ 

Brings  easy-to-deploy,  plug  and 
play  e-business  to  your  business. 
Sophisticated  technology  that's 
easy  to  manage  and  Linux  ready. 


Mainframe  /  zSeries'" 

Maximum  reliability,  maximum  power, 

maximum  flexibility.  Designed  for  up  to 

99.999%  uptime'  to  handle  the 

demands  of  today's  e-businesses. 


ig  through  server  consolidation.  Winnebago  Industries  lives  by  its  e-mail  system.  By  consolidating  its 
ns  onto  one  IBM  (©server  zSeries  running  Linux,  the  company  created  an  industrial-strength  e-mail 
,  and  saved  on  software  licensing  fees  in  the  process.  For  a  complimentary  guide  on  server  consolidation, 
m.com/eserver/winnebago  •  /7%\L    .       -  u  "t^     >       , 


rallei  Sysplex*  environment.  All  numbers  and  results  reported  are  from  customer  sources.  This  customer  example  is  intended  as  an  illustration  only.  Costs  and  results  obtained  in 
ner  environments  will  vary  depending,  among  other  things,  on  individual  customer  configurations  and  conditions.  IBIVI,  the  e-business  logo,  e-business  is  the  game.  Play  to  win, 
ies.  xSeries,  zSeries  and  Parallel  Sysplex  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation.  Linux  is  a  registered  trademark  of  Linus 
el  is-a  registered  trademark  of  Intel  Corporation  or  its  subsidiaries  in  Ihe  United  States  and  other  countries.  UNIX  is  a  registered  trademark  of  The  Open  Group.  Other  company, 
service  names  may  be  trademarks  or  service  marks  of  others.  ©  2002  IBM  Corporation.  All  rights  reserved. 
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Fiber  being  laid  in  L.A.:  TH 

money  goes  into  the  grouni 

but  it  doesn't  always  come  on 


Bottleneck  Breakers 

Efforts  to  wire  U.S.  homes  with  high-speed  Internet  access  are  foundering. 
New  technology  could  help— If  only  carriers  could  afford  to  buy  it. 


BY  SCOTT  WOOLLEY 


T 

■      years  -'rr 
H      local  p 
H      consuni 
pipes  beaming  the 
video  and  hundreds 


HE  MUCH-HYPED  BROADBAND 
revolution  is  sputtering.  Five 
able  companies  and 
>  giants  first  teased 
with  dreams  of  fat 
iernet,  on-demand 
.  othe  I  services  into 
the  home,  just  15%  Oi  U.S  households 
have  signed  up.  In  Canada,  with  lower 
prices  and  higher  data  speeds,  usage  is 
almost  twice  as  high. 

A  big  reason  for  the  disappointment: 
price.  Th;'  U.S.  has  among  the  highest 


broadband  prices  in  the  industrialized 
world.  Even  in  notoriously  expensive 
Japan,  monthly  bills  are  about  $28  com- 
pared with  $40  to  $50  in  the  U.S.  Two 
years  ago  Americans  were  using  broad- 
band at  20  times  the  rate  of  the  Japanese; 
now  Japan  has  pulled  virtually  even  and 
soon  will  eclipse  us. 

American  broadband  subscriptions 
tripled  in  2000,  doubled  last  year  and  will 
grow  58%  this  year.  Many  in  the  industry 
worry  high  prices  will  soon  bring  that 
declining  growth  rate  to  a  screeching  halt. 


"We've  done  extensive  surveys,  and 
of  our  users  won't  switch  [to  broadb; 
if  it  costs  them  more  than  $30," 
Garry  Betty,  chief  executive  of  EarthI 
which  provides  Internet  access  to  5 
lion  customers;  only  12%  of  therr 
high-speed  service  and  must  pay  at 
$40  a  month.  He  says  cheaper  rat< 
more  compelling  applications  are  dej 
ately  needed:  "Something  is  going  to 
to  give  for  us  to  see  greater  than  a 
penetration  rate." 

But  hope  looms:  New  technolo 
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BRITISH  AIRWAYS 


britishairways.com 


Don't  sit  up  all  night 
before  important  meetings. 


b  World.  The  truly  flat  bed  in  business  class  for  a  better  sleep  to  London.  Refreshing,  isn't  it? 


New  Club  World  is  available  on  most  services  between  North  America  and  London.    ©2002  British  Airways  Pic 
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steadily  lowering  costs  and 
boosting    online    speeds. 
Such  advances   could   let 
people  download  movies 
straight  from  Hollywood 
studios,  swap  TV  shows  and 
use  other  sexy  features 
that  could  stimulate  a 
burst    of   demand.    In 
cable,   several   systems 
now  are  testing  cheap 
technology  that  could 
grant  at  least  a  tenfold 
increase  in  transmission 
speeds.  In  the 
phone  business, 
which    uses    a 
broadband 
scheme  known 
as  DSL  (digital 
subscriber  line), 
the  cost  of  new 
equipment  has 
fallen  by  60%  to  70%,  says 
Armando  Geday,  chief  exec- 
utive of  Globespan Virata,  a 
major  DSL  chipmaker.  "The 
average  DSL  speeds  in  three 
years  will  be  four  to  five 
times  faster  than  today,  if 
not  greater,"  he  adds. 

Unfortunately,  these 
impressive  strides  may  come  at  exactly 
the  wrong  time.  Phone  and  cable  compa- 
nies invested  heavily  in  first-generation 
broadband  gear.  Now,  chastened  by  slow 
>ign-ups,  overwhelmed  by  debt  and 
besieged  by  low  stock  prices,  they  have 
slashed  capital  spending.  Total  capital 
spending  at  cable  operators  and  telcos 
will  come  in  at  $51  billion  this  year,  down 
45%  from  last  year. 

Smaller  competitors  that  spent  bil- 
lions on  early  broadband  rollouts,  such  as 
NorthPoint  Communications  and 
Rhythms  NetConnections,  are  mostiy  out 
of  business  or  too  cash-strapped  to 
upgrade.  An  uncertain  regulatory  climate 
adds  to  an  unwillingness  to  invest.  Yet  for 
consumers  to  see  the  benefits  of  newer 
broadband  technology,  telecom  compa- 
nies first  have  to  install  it. 

The  lagging  pace  of  broadband  adop- 
tion has  thrown  the  Silicon  Valley  set  into 
a  tizzy.  High-tech  executives  argue  that 


High-Speed  Access  Stuck  in  the  Slow  Lane 

The  U.S.  jumped  into  broadband  ahead  of  most  of  the  rest  of  the 
world.  But  today  subscriber  rolls  are  climbing  faster  oveVseas, 
where  monthly  bills  are  lower  and  speeds  are  faster. 


JAPAN 


'Percent  of  households.  E:  estimate.  Source:  Credit  Suisse  First  Boston. 

America's  poky  connections  are  the  sin- 
gle biggest  hurdle  to  a  technology  indus- 
try recovery.  TechNet,  a  major  Valley  lob- 
bying group,  has  made  its  top  priority 
the  vision  of  "true  broadband" — 100 
megabits  per  second,  compared  with  de 
facto  speeds  of  less  than  1  megabit  cur- 


broadband  siinply  ar 

fast    enough   to    ca 

much  more  than  hei 

jerky  video  in  a  crei 

card-size  window  c 

PC  screen.  New  gear 

zap  data  fast  enougl 

transmit  a  full-fledg 

TV-quality  picture.  Sc 

new  chips  can  deli 

content  at  8  megai 

per    second; 

firm  even  claim 

have  achieved 

100-megabit  le 

all  the  speed  yo 

ever  need. 

DSL  gear  mal; 
are  hitting 
highs  in  transn 
sion  speeds 
squeezing  subst 
tiaUy  more  data ' 
phone  lines  and  senc 
them  over  longer 
tances.  Centillium  C( 
munications  says  its 
est  chips  can  man 
8-plus  megabits  per 
ond  over  distances 
more  than  a  mil 
enough  to  supply  vi 
to  several  TV  sets  in  a  home,  plus  ph 
calls  and  Web  pages,  all  at  once.  It  is  ii 
for  dense  cities,  and  the  technology  i 
trial  deployments. 

New  gear  is  extending  DSL's  read 
suburban  and  rural  customers  who  v 
out  of  range  a  year  or  two  ago.  Right  i 


France 


"DSL  speeds  in  three  years  will  be  four  to 
five  times  faster  than  today,  at  the  least. 


rendy — for  all  Americans,  arguing  that  it 
would  create  1.2  million  jobs.  (Some 
437,000  jobs  have  been  lost  in  tech  in  the 
past  18  months.) 

Better  broadband  might  even  rescue 
the  devastated  telecom  industry.  Long- 
distance fiber  networks  are  flooded  with 
excess  capacity.  If  new  broadband  tech- 
nologies begin  sopping  up  that  glut,  the 
industry  could  get  back  on  its  feet. 

At  current  speeds,  cable  and  telco 


phone  companies  are  limited  to  ser> 
customers  near  their  central  network 
fices.  In  the  past  year  Centillium  incre; 
the  range  of  it  longest  DSL  service  fron 
miles  to  3.9  miles.  A  15%  increase  may 
sound  like  much,  but  it  allows  each  ph 
site  to  serve  32%  more  customers.  (E 
increase  in  range  leads  to  a  geometric 
larger  increase  in  coverage  area.) 

And  the  cost  of  providing  DSL  has  I 
plummeting — savings  that  ultimately 
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YOU'VE    HEARD   OF    MOUNTAIN    LIONS 

RUNNING    LOOSE   THROUGH   SUBDIVISIONS. 

THIS    IS   THE    OPPOSITE. 


What's  keeping  you  from  dropping  in  on  their  neighborhood  for  once?  Nothing,  if  you  have  an  all-terrain  Tahoe""  Z71! 


Show  'em  what  gas-charged  shocks  and  17"  off-road  tires  are  all  about.  Soon  you'll  be  the  subject  of  puma  lor 


there  is  such  a  thing. 


Call  800-950-2438  or  visit  chevy.com 
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be  passed  on  to  consumers.  Three  years  ago 
GlobeSpan  supplied  phone  companies  with 
DSL  "line  cards"  that  could  connect  a  single 
customer  to  its  main  network.  This  year  its 
cards  can  hook  up  24  lines.  It  has  also  cut 
the  size  and  power  requirements  for  DSL 
equipment,  dramatically  lowering  carriers' 
operating  costs. 

Early  on  DSL  was  plagued  by  consumer 
horror  stories  of  incessant  delays  and  surly 
service.  Those  flaws  have  largely  been  fixed, 
as  companies  such  as  Broadjump  have  re- 
leased software  to  automate  the  installation 
process.  At  SBC  Communications  95%  of 
customers  now  install  DSL  themselves,  spar- 
ing SBC  from  having  to  "roll  the  trucks" 
and  send  out  a  technician  at  a  cost  of  sev- 
eral hundred  dollars  per  home.  Also, 


Better  broadband 
might  even  rescue 
a  comatose  telecom 
industry  and  create 
1.2  million  jobs. 


of  their  fatter  pipes.  New  gear  from 
Westford,  Mass. -based  Narad  Networks, 
which  shipped  its  first  product  in  Sep- 
tember, says  it  can  get  an  astounding 
100  megabits  per  second  to  cable  cus- 
tomers. Its  approach  uses  a  trick  simi- 
lar to  DSL  to  increase  data  speeds.  Cable 


THE  HIGH-SPEED  LOWDOWN 


DSL 

LIMITS:  Pricey;  can't 
reach  many  homes;  too 
slow  for  video. 

BREAKTHROUGH: 

Cheap  new  gear  allows 
much  higher  speeds  in  cities, 
greater  access  to  suburbs. 

PROGNOSIS:  Monthly  bills 
headed  below  $40  as 
economics  improve.  Speeds 
will  steadily  rise. 


Cable  modems 

LIMITS:  Expensive;  speed 
fluctuates  depending  on  how 
many  neighbors  are  logged  on. 

BREAKTHROUGH: New 
gear  can  boost  capacity 
tenfold,  far  faster  than  latest 
DSL  technology. 

PROGNOSIS:  Superfast 
access  likely  to  hit  businesses 
first.  Consumer  markets 
several  years  away. 


Fixed 
wireless 

LIMITS:  Connections  used  to 
require  expensive,  ugly 
rooftop  antennas. 

BREAKTHROUGH:  Indoor, 
easy-to-install  antennas  are 
now  available. 

PROGNOSIS:  Finally  a 
viable  competitor,  but  main 
players  WorldCom  and 
Sprint— tight  on  cash— 
aren't  likely  to  fund 
a  nationwide  rollout. 


the  world  that  wants  to  rip  out  tl 
infrastructure  again." 

U.S.  and  foreign  cable  companies 
offer  faster  connections  to  business  c 
tomers  first.  Chapman  says  a  few  com 
nies  have  inquired  about  using  the  U 
nology  to  reach  consumers,  but  alll 
waiting  until  prices  fall. 

Breakthroughs  also  are  cominf 
"broadband  wireless,"  which  bypa; 
old  wires  altogether.  Hotel  guest; 
Maui  and  residents  of  small  town 
Iowa  and  Montana  now  get  broadbi 
links  over  the  air.  Dallas-based  Clear\ 
Technologies  plans  to  offer  service 
major  city  in  January,  using  gear  fi 
IPWireless.  Sprint  is  likely  to  follow ; 
"We  can  now  deliver  \ 


Satellite  access 

LIMITS:  Requires  an  outdoor 
dish.  Upload  speeds  are 
terrible.  Time  lags  occur  as 
signal  bounces  off  satellite. 

BREAKTHROUGH:  System 
from  Broadcom  out  this  Sep- 
tember can  send  84  megabits 
per  second  downstream, 
though  that  capacity  will  be 
shared  by  dozens  of  users. 

PROGNOSIS:  Likely to 
remain  primarily  a 
rural-only  solution,    _ 
though  it  will  be  an   ^^ 
increasingly  effective 
one. 


modem  prices  keep  falling.  The  price  of 
Covad's  DSL  modem  dropped  from  $199 
last  year  to  $150  today  and  will  ultimately 
fall  to  $100. 

Some  DSL  sellers,  which  were  hiking 
prices  from  $40  to  $50  a  month  a  year  ago, 
now  are  heading  the  other  way.  EarthLink 
is  testing  a  limited-speed  DSL  sen'ice  in  two 
cities,  for  $30  a  month.  Covad  offers  a  dis- 
count that  works  out  to  $34  a  month  for 
the  first  year  of  service. 

Cable  systems  are  sprucing  up,  too, 
and  could  pry  even  greater  capacity  out 
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wires  carry  video  using  relatively  low 
frequency  signals;  Narad  devised  faster 
chips  and  smarter  software  that  tease 
out  a  separate  layer  of  high  frequency 
signals  traveling  along  the  same  wire.  It 
is  akin  to  cars  speeding  along  an  express 
lane  elevated  over  a  highway. 

Narad  says  its  scheme  requires  cable 
systems  to  rip  out  gear  known  as  ampli- 
fiers and  taps  but  adds  only  4%  to  net- 
work costs.  That  is  critical,  especially  now, 
says  cofounder  Andrew  Chapman. 
"There's  no  cable  company  anywhere  in 


cheap,    very    high-speed    data, 
whether  you're  fixed  or  mobile,  it  d 
n't  matter,"  says  Chris  G.  Gilbert,  c 
executive  of  IPWireless. 

Promising,  but  the  destructio 
telecom  is  a  big  obstacle.  WorldC 
owns  rights  to  airwaves  for  fixed-w 
less  access,  and  in  the  summer  it  5 
major  deal  with  IPWireless  to  s 
installing  the  technology.  Six  h( 
after  that  press  release  went  out,  Wc 
Com  announced  it  was  filing  for  b< 
ruptcy  protection.  The  rollout  i: 
indefinite  hold. 
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WASN'T   LONG   AGO   THAT 


REATIVITY 

THE  SUPPLY  CHAIN 

ANAGEMENT 

NDUSTRY 


EANT   MIXING   TWO   KINDS  OF 


OWERS   IN   THE   LOBgY  VASE 


Supply  chain  management  companies  aren't 
known  for  stepping  too  far  outside  the  box. 
But  at  IVIenIo  Worldwide,  we  put  as  much 
emphasis  on  innovation  as  on  reach  and 
reliability.  By  combining  the  most  inventive 
minds  in  the  business  with  leading  technology, 
global  capabilities  and  operational  excellence, 
we're  helping  companies  find  more  intelligent 
ways  to  source  supplies,  manage  inventories 
and  distribute  products  around  the  world. 
We  call  it  perpetual  innovation:  continually 
creating  new-and  often  uniqufr-opportunities 
to  generate  value  from  our  customers'  supply 
chains.  It  leads  to  things  like  better  visibility, 
decreased  cycle  times  and  lower  overall 
cost.  Find  out  what  a  little  creativity  can 
lead  to  for  you.  Visit  menloworldwide.com. 
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LABOR 


Labor's  Lingering 
Monopoly 

American  unions  continue  to  lose  the  membership  wars,  yet  some 
of  them  retain  the  power  to  put  the  economy  through  the  wringer. 


BY  DAN  SELIGMAN 

HERE  IS  A  SEMISERIOUS  PROPOSAL: 
Repeal  the  Clayton  Antitrust  Act. 
Why  only  semiserious?  Because  the 
proposal  has  less  chance  than  turtles  of 
flying.  Why,  then,  bring  it  up?  Because 
you  never  can  tell.  And  besides,  look  at 
those  longshoremen. 

The  International  Longshore  &  Ware- 
house Union  (iLWU)  has  45,000  mem- 
bers, of  whom  10,500  are  West  Coast 
longshoremen  recently  negotiating  with 
the  Pacific  Maritime  Association  (pma) 
for  a  new  contract.  Once  famous  mainly 


in  connection  with  Harry  Bridges,  their 
flamboyantly  pro-Communist  leader 
from  the  Thirties  through  the  Seventies, 
the  longshoremen  are  now  best  known 
for  members  making  about  $100,000  a 
year.  The  fancy  pay  reflects  their  fantastic 
bargaining  power,  based  on  chokehold 
control  over  West  Coast  ports,  through 
which  maybe  $300  billion  a  year  of  cargo 
comes  and  goes. 

In  this  year's  bargaining,  management 
asked  for  new  efficiencies  on  the  dock,  the 
ILWU  resisted  the  demand,  and  when 


negotiations  stalled,  the  union  began 
massive  slowdown  (ostensibly  driven  b 
safety  concerns)  that  triggered  a  PM 
lockout.  This  sequence  of  events  cause 
an  economic  disaster  for  thousands 
American  and  East  Asian  shippers,  a: 
seriously  threatened  already-wobb' 
national  economies  here  and  abroail 
Labor  peace  was  restored,  at  least  ten 
porarily,  when  President  Bush  invoke! 
the  Taft-Hartley  Act  to  create  an  SO-dJ 
"cooling-off  period."  That  gets  i 
through  the  Christmas  season.  But  tr 
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True  to  the  nature  of  Turnberry  Place,  nothing  less  than  the  absolute  best  will  define  it  all. 

Here,  in  the  creme  de  la  creme  of  high  rise  condominium  living,  unrivaled  in  all  of  Las  Vegas, 
you'll  enjoy  the  priceless  privacy  and  security  of  living  behind  stately  gates,-  the  splendor  of 
an  impeccably  crafted,  superbly  appointed,  high-in-the-sky  residence,-  magnificent  views  of 
the  glittering  non-stop  Strip  and  inspiring  mountains  beyond,-  and  the  enjoyment  of  a 
supreme  social  lite.  Ownership  includes  membership  in  the  exclusive  Stirling  Club, 
the  private  club  in  Las  Vegas,  featuring  a  world  class  spa  &  fitness  center, 
epic  gourmet  dining,  nightclub,  indoor/outdoor  swimming  and  tennis. 

Luxurious  1,  3,  4  bedroom  &  penthouse  condominiums,  from  $550,000 
to  more  than  $5  Million.  Superbly  situated  opposite  the  Las  Vegas  Hilton. 
For  information  call  (800)  616-21 20. 
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(  /     The  place  to  live 

in  Las  Vegas. 

Visit  our  Website  at  www.turnberry-place.com 
Created  by  Turnberry  Associates,  the  people  who  wrote  the  book  on  private  club  lifestyles 
2777  Paradise  Road,  Las  Vegas,  Nevada  89109  •  702.732.9797  •  Fax:  702.733.8222 

BROKER  PARTICIPATION  INVITED. Thisoffenngismadeonlybythepfospectusforthecondominiumanclnostatementshouldberelieduponrfnotmadeintheprospectus.Thisisnotan 

offer  to  sell,  or  solicitation  of  offers  to  buy.  the  condominium  units  in  states  where  such  offer  of  solicitation  cannot  be  made  Prices,  plans,  architectural  rendering  and  specifications  are  subject  to  change      SriclltjKrtJ 

without  notice.  WARNINCJHE  CALIFORNIA  DEPARTMENT  OF  REAL  ESTATE  HAS  NOT  INSPECTEF  ' 

where  prohibited  by  state  statutes.  Models  used  in  this  ad  do  not  reflect  any  racial  preference. 
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ILWU  can  be  expected  to  get  nasty  again 
in  January. 

It  is  no  exaggeration  to  say  that  the 
union,  and  not  local  government,  con- 
trols the  West  Coast  docks.  Says  David  J. 
Olson,  a  political  scientist  at  the  Univer- 
sity of  Washington:  "They  see  themselves 
as  lords  of  the  docks."  Professor  Olson, 
possibly  the  media's  foremost  quotee  on 
the  ILWU  in  recent  months,  thinks  this 
arrangement  is  great.  As  well  he  might. 
Olson's  title  at  Washington  is  Harry 
Bridges  Chair  Emeritus  in  Labor  Studies, 
a  detaU  rarely  mentioned  in  the  press. 

Why  do  we  put  up  with  such  union 
power?  For  openers,  because  of  the  Clay- 
ton Antitrust  Act.  As  its  title  suggests,  this 
1914  legislation  was  mainly  concerned 
with  preventing  monopoly.  Many  of  its 
provisions — e.g.,  bans  on  predatory 
price-cutting — now  look  to  be  largely 
irrelevant.  But  at  the  time  the  Clayton  Act 
seemed  a  plausible  effort  to  reinforce  the 
Sherman  Act  of  1890  and  ensure  compet- 
itive markets.  Except  in  one  area:  labor 
markets.  In  this  area,  incredibly,  the  act 
came  down  on  the  side  of  monopoly. 

How  could  this  be?  The  grotesque 
outcome  testifies  to  organized  labor's  dis- 
covery of  politics.  The  Clayton  Act  was 
the  first  big  win  in  Congress  for  the 
American  Federation  of  Labor  (afl), 
which  had  been  lobbying  furiously  since 
1908.  That  was  the  year  of  the  famous 
Danbury  Hatters  case,  in  which  the  Sher- 


The  Gap 


Higher  wages  for  Union  workers  translate  into 
lower  wages  for  everyone  else— as  well  as 
lower  overall  employment  and  output. 
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Median  weekly  earnings  of  full-time 
wage  and  salaried  workers  16  and 
over,  in  current  dollars. 


Source:  Current  Population  Survey,  Bureau  of  Labor  Statistics. 
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as  "illegal  combinations  or  conspiracies 
in  restraint  of  trade." 

The  observable  falsity  of  the  underly- 
ing premise  presented  no  difficulty  to 
Congress,  where  both  houses  passed  the 
Clayton  Act  by  wide  margins.  In  the 
decades  ever  since  there  has  been  essen- 
tially no  debate  about  labor's  being  a 
commodity,  possibly  because  folks  argu- 
ing that  that  is  the  case  are  guaranteed  to 
be  assailed  as  equating  sacrosanct 
humanity  with  cattle  and  corn. 

The  basic  argument  against  monop- 


oly power  still  thrives.  In,Ne\ 
York  City  today  top  Broadwa 
stagehands  represented  by  th 
International  Alliance  of  Th 
atrical  &  Stage  Employees  g« 
over  $1,300  a  week.  Unionize 
teachers  in  a  Winnetka,  111.  hig 
school  average  around  $75,00 
for  a  nine-month  year.  In  L 
Angeles  apprentice  electriciarj 
can  make  up  to  $29.65  an  hour 
The  airline  unions  havl 
recurrently  featured  outsiz(| 
wildly  unrealistic  pay  increas(| 
combined  with  chronically  po 
sonous  labor  relations.  Unite 
today  has  the  most  genero 
pilot  pay  in  history.  Its  Airlin! 
Pilots  Labor  Association  (alp/i 
contract  tops  out  at  $306,000 1 
year,  but  the  company  is  flirtirij 
with  bankruptcy  and  demandirj 
concessions  from  all  its  unions,  which  ai, 
fighting  with  both  the  company  and  or 
another  about  how  much  to  give  bad 
Back  in  1999,  when  American's  pilo 
suspected  the  airline  of  plotting  a  two-tii 
system — with  newly  hired  pilots  in  effel 
getting  only  market  rates — the  senic 
pilots  launched  a  "sickout."  This  was,  ij 
effect,  an  undeclared  strike  that  infuriate 
thousands  of  American's  fliers. 

In  a  recent  speech  to  the  ALPA  execij 
five  board,  union  President  Duar 
Woerth  lamented  the  numerous  bargaiil 


"We  have  a  fantastic  legal  advantage  ...  antitrust  immunity." 


LTian  Act  was  used  to  get  an  injunction 


av.in 


It----  ;i  nationwide  boycott  of  a 
nonui'iori  hatmaker  in  Danbury,  Conn. 
Samuel  Gompers  turned  to  lobbying,  and 
the  result  was  the  Clayton  Act— hailed  as 
labor's  Magna  Carta — which  banned  any 
such  injunctions  against  union  strikes 
and  boycotts. 

The  rationale  for  the  new  order  was 
somewhat  hilarious.  The  Clayton  Act  for- 
mally found  that  "the  labor  of  a  human 
being  is  not  a  commodity."  This  meant 
that  there  was  no  such  thing  as  a  labor 
market  in  which  supply  and  demand  gov- 
erned prices.  It  therefore  also  meant  that 
antitrust  had  no  place  in  labor's  realm, 
and  the  unions  could  not  be  prosecuted 


oly  is  that  monopolists  maximize  their 
gains  by  keeping  prices  high  and  output 
restricted,  which  is  great  for  them  and 
bad  for  everyone  else.  The  exact  same 
dynamic  is  observable  in  labor  markets, 
where  several  economists,  and  especially 
the  late  H.  Gregg  Lewis  of  the  University 
of  Chicago,  have  demonstrated  that 
unionism  means  high  wages  for  union 
members,  lower  wages  for  everyone  else 
and  lower  overall  employment  and 
output. 

In  the  years  since  1953  the  union 
share  of  the  private-sector  labor  force  has 
shrunk  from  36%  to  a  shade  under  10%. 
Yet  in  areas  where  strikes  are  deemed 
ruinous  or  unacceptable,  union  monop- 


ing  advantages  that,  he  claimed,  we 
enjoyed  by  corporate  managers.  But  the 
turning  optimistic,  he  observed  that  ALI 
still  had  at  least  one  advantage  over  tij 
managers.  "We  have  a  fantastic  leg 
advantage  that  they  would  die  for.  As 
union,  we  have  antitrust  immunity." 

It  was  Woerth's  proposition  that  ti 
union  was  not  taking  full  advantage 
this  immunity  and  must  now  use  it 
substantially  enhance  the  so-called  sea 
clauses  in  ALPA  contracts.  In  plain  En 
lish,  he  was  proposing  further  restrictio 
on  the  airlines'  flexibility  in  assigni) 
pilots.  It  doubtless  did  not  occur  to  hi 
that  he  was  bolstering  the  case  for  rep( 
of  the  Clayton  Act. 
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ConnectFirst.'A  free  upgrade  from  Coach  to  First  Class. 
Given  the  choice,  why  not  move  up  to  First  Class  space,  comfort  and  amenities  for  no  extra  charge? 
You  can  with  ConnectPirst  from, Northwest  AirHnes?  Just  buy  a  full-fare  Coach  Class  ticket  with 
a  connection  through  Detroit,. MinneapoHs  or  Memphis.  Some  restrictions  apply.  Book  and 
buy  online  at  nwa.comV  call  your  travel  agent  or  call  Northwest  Airlines  at  1-800-225-2525. 


NORTHWEST 

AIRLINES 


CONNECTflRST  TERMS  AND  CONDITIONS; Travel  Iri  Rrrt  Class  using  a  -UP'  fare.  Co 


a^ilable  in  most,  but  not  all,  domestic  r 


flights.  Reservaooos  in  Ftrst  Class  are  required.  Passenger  miist  travel  in  first  Class  if  seats  are  awilable  If  first  Class  seat  ts  not  available,  passenger  v/ill  receive  double  WorldPerks 
S«ts  are  limiteiJ.  Connectf  irst  fares  are  subject  to  change.  Other  restrictions  may  apply. 


wailable  only  on  jet  or  Avro  RJ-85  regional  jet 
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Siinl^d       Where  do  you  do  your  best  thinking? 
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,are  trademarks  o'lty^giStei' 

— untr(es  All  other  company 


city.  Accessible  cspawv^teis.  IBM  iMuct  names  are  tradeqiarjjs 

'    •  -    •■      ration.  Intel,  the  Intel  inside  logo  and  Pentium 

Ml|(>8lct#aries  in  the  United  Stales  and  other 
ocBSffedrnpanies.  ©2002  l|IM  (Jorp.  All  rights  reserved 
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trasbourg,  operating  on  a  patient  4,000  miles  away 

jes  Marescaux,  Telesurgeon.  Professor,  European  Institute  of  Telesurgery 


An  optional  pocket-sized  128I\/IB'  Memory  Key  for  file  transfers 
and  shiarlhg  witl^ut  floppy  disks.  Up  to  five  different  connectivity 
options  built  rlglht  into  the  computer  on  select  models.  Easier 
mojyaity:  It'Sjust  one  of  the  reasons  why  some  of  the  world's 
most  successful  people  choose  ThinkPad"*  notebook  computers. 
Select  models  feature  a  Mobile  Intel"  Pentium°'4  Processor-M 
for  added  freedom  and  flexibility.  J 

Call1.877thinkpad  or  visit  ibm.com/thinkpad/think  .M 
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Despite  a  spate  of  setbacks  in  testing 

new  cancer  drugs  for  the  broadest 
possible  market,  mysterious  miracle 
cures  are  emerging  in  a  few  patients. 


BY  ROBERT  LANGRETH 


ORIANE  RIDDLE 

The  college  water  polo 
star  had  lung  cancer 
It  the  improbable  age 
•  18.  Iressa  purged 
0  tumors  in  her 
icniaining  lung. 
Now  she  feels  fine. 


ADRIANE  RIDDLE  WAS  YOUNG,  STRONG  AND  HEALTHY  TWO  YEARS  AGO,  A  FIERCE 
water  polo  player  who  attended  her  freshman  year  at  San  Jose  State  on  scholarship. 
As  the  season  wore  on  in  the  spring  of  2001,  she  came  down  with  a  nasty  cough  and 
mysterious  chest  pains.  Her  doctors  were  as  stunned  as  she  was  to  learn  the  diagno- 
sis: Adriane  had  lung  cancer.  She  wasn't  a  smoker,  yet  at  age  18  she  was  under  attack 
from  an  often-fatal  illness  that  usually  hits  people  in  their  60s.  Surgeons  removed  her 
tumor-riddled  right  lung  in  June  2001.  Several  rounds  of  chemotherapy  shrank  ten 
tiny  tumors  in  her  brain  but  failed  to  have  any  effect  on  several  more  tumors  in  her 
remaining  lung.  Her  options  dwindling,  she  began  taking  Iressa,  an  experimental 
drug  from  AstraZeneca,  in  January  of  this  year.  Within  a  few  months  all  of  the 
remaining  tumors  had  vanished. 

Her  doctors  "were  jumping  up  and  down"  when  they  saw  the  remarkable  results 
says  Adriane,  who  remains  on  the  unapproved  drug.  This  fall  she  returned  to  r 
(she  hopes  to  become  a  teacher),  and  she  recently  began  sea  kayaking  " 
boarding  again.  The  only  significant  side  effect  from  the  drug  is  an  acne 
her  shoulders  and  arms.  "I  feel  wonderfiil,"  she  says.  "This  drug  h 
chance  to  tiun  20."  Her  20th  birthday  came  on  Aug.  13. 

Janese  Lesser,  a  40-ish  mom  of  three  schoolchildren  in  Mar.  i 
was  diagnosed  in  February  of  2000  with  two  tumors  in  her  r;;' 
her  liver  and  another  in  her  brain.  In  the  next  ten  months  three     , 
imens  faiied  to  halt  the  cancer's  voracious  grovrth.  Her  husband,  Richard,  a  lawyer 
who  oftcii  travels  on  business,  wondered  how  he  would  ever  be  able  to  take  care  c> 
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tl.  1  .i.v.  iuds  by  himself.  Then  Jan  entered  a  small  clmical 
trial  for  the  AstraZeneca  drug,  and  in  four  weeks  the  tumors 
shrank  dramatically;  five  months  later  they  had  virtually  dis- 
appeared. She  feels  so  well  she  has  resumed  jogging.  "I  am 
starting  to  feel  alive  again,"  she  says. 

Iressa  has  helped  dozens  and  possibly  hundreds  of 
patients  sidestep  death — for  now.  On  Sept.  24  Riddle  and 
Lesser  joined  ten  other  triumphant  patients  to  lobby  for  their 
wonder  drug  at  a  federal  hearing  on  whether  it  should  be 
approved.  One  patient,  Charles  Riley  of  Tarrytown,  N.Y.,  wore 
a  purple  shirt  embroidered  with  the  words:  "Cancer  was 
killmg  me.  Iressa  saved  my  life." 

AstraZeneca  Chief  Executive  Sir  Tom  McKillop  has  buoy- 
antly picdicted  Iressa  will  become  a  "megabrand"  with  more 
than  $1  billion  in  annual  sales.  When  word  of  its  promise 
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CHARLES  H.  RILEY 

"I  was  so  close  to  death 
you  can't  imagine." 
Iressa  shrank  his 
tumors  dramatically. 


broke  in  May  of  2000,  Astra-Zeneca 
began  getting  200  calls  a  week  from 
cancer  patients  pleading  for  the  pill; 
at  a  cost  of  $18  million,  the  com- 
pany ultimately  gave  it  to  18,000  "compassionate  use" 
patients,  including  Adriane  Riddle. 

But  in  one  small  trial  the  AstraZeneca  drug  didn't  much 
help  90%  of  the  cancer  patients.  Worse,  Iressa  failed  to  extend 
the  lives  of  patients  with  lung  cancer  in  two  much  larger  tests 
involving  over  2,000  people.  That  dichotomy — startling  suc- 
cess in  a  few  isolated  cases,  utter  failure  in  the  vast  majority — 
poses  one  of  the  toughest  obstacles  yet  for  drugmakers  and 
regulators  mired  in  the  long  and  bleak  struggle  to  cure  cancer. 
Government  and  private  enterprise  alike  will  have  to  confront 
this  new  dilemma  before  the  long-heralded  "war  on  can- 
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a  better  architect 


Morgan  Stanley  Funds 
Portfolio  Architect 


Lijrge  Cap  Equity  H  IT/LT  Fixed  Income 
Mid  Cap  Eguity  |  ST/IT  Fixed  Income 
Small  Cap  Equity    ■  Cash 


MORGAN  STANLEY  FUNDS  PORTFOLIO  ARCHITECTS  OPTIMIZING 
YOUR  MIX  OF  MUTUAL  FUNDS.  In  a  financial  climate  that  is  unpredictable, 
you  need  a  new,  more  balanced  way  to  invest  in  mutual  funds.  Portfolio  Architect  is 
just  that.  Your  Morgan  Stanley  Financial  Advisor  uses  this  powerful  tool  to  help  select 
the  mix  of  Morgan  Stanley  managed  funds  that  is  right  for  you.  It  also  reviews  your 
portfolio  each  quarter  and  will  automatically  rebalance  if  you're  overextended  in  any 
category.  All  of  which  begs  the  question:  how  can  Portfolio  Architect  help  you? 

To  learn  more  or  obtain  a  prospectus  for  funds  available  through  Portfolio  Architect, 
call  your  Morgan  Stanley  Financial  Advisor  or  call  1-866-M0RGAN8  or  visit 
www.morganstanley.com. 


MorganStanle^ 

One  client  at  a  time. 

rhe  prospectus  contains  more  complete  information,  including  risk  considerations,  fees,  sales  charges  dnJ  uiigoing  expenses, 
^lease  read  it  carefully  before  you  invest  or  send  money.  ;>,^  •    ■  Jji 

above  chart  is  illustrative  and  does  not  represent  any  actual  client  account.  Morgan  Stanley  Funds  Portfolio  Architect  of^et^S  funds  from  various  fund  idisHm, 
ged  by  Morgan  Stanley  affiliates.  Investments  and  services  are  offered  tlirough  Morgan  Stanley  DW  Inc.,  member  StPC;  Moi-gan  Stanley,  Morgan  Stanley.,5^s  • 
oho  Architect  and  One  Client  At  A  Time  are  service  marks  of  Morgan  Stanley.  Morgan  Stanley  Distributors  Inc.  ©  2002  Morgan  Stanley.         7905H02-AMS'8/02 
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Cancer 


cer" — a  phrase  first  proffered  by  President  Nixon  in  1971 — 
can  embark  on  a  new  phase  of  breakthroughs. 

In  the  case  of  Iressa,  the  Food  &  Drug  Administration 
must  decide  whether  to  clear  a  chemical  compound  that  helps 
only  a  few  patients,  even  though  researchers  don't  know  how 
to  figure  out  which  few.  Furthermore,  the  drug  has  been 
hnked  to  13  deaths  in  Japan  since  its  approval  in  late  July. 
AstraZeneca,  for  its  part,  must  decide  whether  to  market  a 
drug  that  may  help  only  10%  of  the  170,000  new  patients  who 
are  diagnosed  with  lung  cancer  each  year,  though  it  has  spent 
$300  million  and  a  decade  in  search  of  a  far  broader  market. 
Richard  Pazdur,  who  heads  the  FDA's  cancer-drug  division, 
told  the  crowd  at  the  hearing  in  late  September  that  the  agency 
was  rolling  on  its  "merry  way"  toward  approving  Iressa  untU  it 
was  "floored"  to  hear  of  the  drug's  failure  in  the  two  large 
trials.  The  new  and  disappointing  data  "have  thrown  a  mon- 
key wrench  here,"  he  said. 

For  decades  doctors  treated  cancer  with  the  blunt  tools  of 
radiation  and  chemotherapy,  which  indiscriminately  kill 
healthy  and  cancerous  cells  alike.  Thanks  to  the  unraveling  of 
the  human  genome,  we  are  on  the  brink  of  an  era  of  narrowly 
targeted,  genetically  geared  therapies  tailored  to  just  small 


BRENT  VOSE 

AstraZeneca's  cancer 
chief  rolled  the  dice 
and  began  four  clinical 
trials  of  Iressa 
simultaneously. 
Two  succeeded,  but 
two  failed  utterly. 


slices  of  the  patient  population.  Someday  a  new  style  of  indi- 
vidualized medicine  will  let  doctors  analyze  the  DNA  in  a 
patient's  tumor,  then  administer  customized  cocktails  of 
drugs  designed  to  attack  that  tumor's  particular  genetic 
defects.  Twenty  years  ft'om  now  your  doctor  may  no  longer 
treat  Ivmg  cancer  per  se,  instead  aiming  at  a  few  culprit  genes 
that  cause  your  specific  variant. 

But  government  and  industry  are  Ul-equipped  to  deal  with 
such  surgical-strike  medicine.  The  FDA,  a  full  four  years  after 
the  first  gene-targeted  cancer  drug  hit  the  market,  hasn't 
issued  guidelines  for  what  drugmakers  should  do  to  target 
new  treatments  at  the  smaller  circle  of  patients  who  are  most 
likely  to  benefit.  And  no  drug  company  has  yet  perfected  a 
standardized  test  to  determine  which  particular  genetic  flaws 
lie  behind  an  individual  patient's  cancer,  a  key  prerequisite  to 
targeted  therapy. 

Thus  the  war  on  cancer,  rather  than  turning  into  a  rout  as 
some  scientists  had  hoped  only  a  few  years  ago,  remains  a  gru- 
eling  battle  of  attrition.  So  far,  tar- 
geted drugs  have  produced  dramatic 
advances  for  only  a  few  less-com- 
mon forms,  including  leukemia,  cer- 
tain stomach  tumors  and  a  subset  of 
breast  cancers.  The  major  killers — 
tumors  of  the  lung,  colon,  prostate 
and  pancreas — have  resisted  targeted 
i^"s  therapies  (see  chart,  p.  124).  In  the 
past  two  years  Genentech,  Pharmacia, 
Pfizer,  AstraZeneca  and  Johnson  &  John- 
son all  have  reported  negative  trial  results 
for  their  drugs  for  tumors  of  the  breast, 
colon,  prostate,  lung  and  pancreas,  respec- 
tively. Merck  halted  development  of  a 
widely  touted  experimental  drug  after  it 
flopped  in  trials  for  several  types  of 
tumors.  ImClone  Systems'  application  for 
approval  of  its  colon  cancer  drug,  Erbitux, 
was  so  inadequate  that  regulators  refused 
to  consider  it. 

Like  Iressa,  most  of  the  new  gene-tar- 
geted drugs  shrank  tumors  in  a  small  por- 
tion of  patients  in  limited  early  tests.  But 
when  tested  on  larger  numbers,  the  drugs 
failed  to  extend  life  beyond  what  was  pos- 
sible with  standard  chemo.  Doctors  are 
confident  that  many  of  the  drugs  now  in 
trials  will  find  important  markets  even- 
tually. But  some  are  scaling  back  short- 
term  expectations.  "Treating  cancer  is  so 
hard  it  often  feels  like  we  are  beating  our 
heads  against  the  wall,"  says  Memorial 
Sloan-Kettering's  Leonard  Saltz,  who  led 
the  main  trial  of  ImClone's  drug.  "If  the 
wall  gives  a  bit,  we  may  get  overexcited.  It 
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doesn't  mean  we've  solved  the  problem." 

The  problem  is  particularly  complex.  At  least  200  defective 
genes  play  a  role  in  causing  cancer,  and  two  dozen  of  them  are 
the  targets  of  over  500  experimental  drugs  now  in  develop- 
ment. In  any  one  patient  probably  only  5  or  6  of  the  200  genes 
are  involved,  and  in  the  next  patient  a  different  mix  of  genes  is 
at  work.  Yet  drugmakers  haven't  figured  out  how  to  tell  which 
particular  bad  genes  are  the  driving  force  in  an  individual 
patient's  case. 

Instead,  drug  firms,  in  their  haste  to  develop  one-size-fits- 
all  bestsellers  for  the  broadest  market,  usually  test  their  new 
drugs  on  all  patients  with  a  particular  tumor  type,  even  though 
only  a  small  firaction  of  them  are  Hkely  to  benefit.  "We  call  it 
targeted  therapy,  but  we  haven't  reaUy  figured  out  how  to  target 
it,"  says  Diane  Prager,  Jan  Lesser 's  oncologist  at  UCLA.  Figuring 
out  how  to  target  the  right  drugs  to  the  right  patients  "is  the 
burning  question"  in  cancer  research,  adds  Memorial  Sloan- 
Kettering  oncologist  Mark  Kris. 

Some  scientists  say  drugmakers  have  given  short  shrift  to 
research  that  could  let  them  aim  new  drugs  only  at  those  most 
likely  to  benefit.  "From  an  earnings  point  of  view,  drug  com- 
panies want  to  treat  as  many  people  as  possible,"  says  Univer- 
sity of  Southern  California  oncologist  Heinz- Josef  Lenz.  "I've 
been  fighting  drug  companies  for  years.  They  are  interested  in 
selecting  a  narrower  group  of  patients  only  after  they  have 
trouble  getting  drugs  on  the  market." 

That  is  what  may  happen  in  the  case  of  Iressa,  which  illus- 


trates the  difficulties  of  testing  the  new  gene-targeted  drugs-^ 
and  the  tantalizing  glimmers  of  hope  they  can  offer.  Iressa  tarj 
gets  a  key  growth-promoting  protein  called  epidermal  growtl 
factor,  a  key  member  of  a  large  family  of  signaling  proteins  tha 
stimulate  cells  to  grow.  ImClone's  Erbitux  for  colon  cancer  anJ 
the  experimental  drug  Tarceva  for  lung  cancer,  from  Genenteq 
and  OSI  Pharmaceuticals,  also  target  EGF.  EGF  and  its  correi 
sponding  receptor  (egfr)  may  play  a  role  in  half  of  all  cancel 
of  the  lung,  colon,  head  and  neck,  researchers  beHeve. 

The  drugs  are  the  product  of  more  than  three  decades  c 
research  into  EGF,  so  named  for  an  ability  to  stimulate  th 
growth  of  skin  (epidermal)  cells  in  normal  tissue.  In  the  198C  i 
researchers  found  high  levels  of  EGF  receptors  in  huma  « 
tumors  of  the  brain,  lung,  breast,  bladder  and  pancreas.  Th  «i 
accumulating  data  led  researchers  at  Zeneca  Group,  noij  a 
AstraZeneca,  to  wonder  whether  blocking  EGF  receptors  with 
drug  might  slow  tumor  growth.  They  hoped  to  design  a  nei  i 
type  of  nontoxic  therapy  that  could  halt  the  growth  of  cance 
rendering  it  a  chronic  disease  like  diabetes. 

By  1998  Zeneca  had  a  drug  ready  for  human  trials.  Knowi 
then  as  ZD1839  and  later  named  Iressa,  it  not  only  slowed  th( 
growth  of  tumors  in  animal  tests,  it  actually  shrank  them 
surprise  because  the  drug  wasn't  expected  to  kill  cancer  celll  4 
Unlike  most  chemotherapy  drugs,  which  have  to  be  injecteo 
ZD1839  was  a  convenient  once-a-day  pill.  Not  far  behind  w? 
OSI  Pharmaceutical's  Tarceva,  which  worked  in  a  simils  i 
way.  ImClone's  Erbitux  blocked  the  EGF  receptor  in  a  slightl  ^g 
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[fferent  way,  using  an  injectable  monoclonal  antibody. 

Zeneca's  approach  got  a  boost  in  late  1998  with  the 
jproval  of  Herceptin,  a  Genentech  drug  for  advanced  breast 
incer.  Herceptin  is  a  monoclonal  antibody  aimed  at  HER-2,  a 
ceptor  that  is  a  dose  cousin  of  EGFR;  the  drug  boosts  survival 
r  five  months  in  patients  with  a  particularly  virulent  form  of 
•east  cancer.  EGFR  blockers  like  Iressa  had  far  broader  potential 
an  Herceptin,  since  EGFR  is  abundant  in  many  tumor  types. 

But  Genentech  had  avoided  aiming  Herceptin  at  all  patients 
ith  breast  cancer,  instead  picking  out  only  a  small  subset:  the  25% 
"  patients  whose  tumors  contained  ultrahigh  levels  of  HER-2.  It 
ved  that  inspiration  to  a  dogged  UCLA  researcher  named  Dennis 
amon  {see  box,  p.  126).  Had  the  company  instead  tested  Her- 
ptin  on  a  broad  range  of  patients,  its  trials  likely  would  have  failed 
xause  most  breast  tumors  aren't  driven  by  HER-2. 

AstraZeneca  and  rivals  on  the  EGF  front  lacked  this  kind  of 
jtailed  patient-targeting  data.  So  AstraZeneca  followed  the 
ne-tested  approach  for  cancer  drugs:  It  had  initially  tested 
essa  on  terminally  ill  patients  with  various  cancer  types,  hop- 
g  for  hints  as  to  which  tumors  might  be  most  vulnerable.  In 
le  early  trial  on  64  cancer  patients,  16  had  advanced  lung 
iHcer — and  tumors  shriveled  dramatically  in  4  of  them.  In 
lother  early  trial,  tumors  shrank  in  3  of  50  lung  patients. 

That  thrilled  lung  specialists  because  metastatic  lung  cancer 
rely  responds  to  any  drug.  One  type  of  chemotherapy  works 
>out  6%  of  the  time  in  late-stage  lung  cancer.  Some  60%  of  ail 
ng  cancer  patients  die  within  a  year  of  diagnosis,  and  85%  die 


within  five  years.  One  clinical  trial  investigator  mailed  in 
"before"  and  "after"  X  rays  of  a  patient  whose  tumor  vanished 
after  being  treated  with  Iressa,  exclaiming  that  he  had  never  seen 
this  before.  Besides  an  acne-like  rash  and  diarrhea,  there  were 
relatively  few  side  effects — another  thrilling  find  for  doctors  and 
patients  alike,  given  the  devastating  side  effects  of  chemo  (hair 
loss,  severe  nausea,  damage  to  the  immune  system). 

The  next  step,  typically,  would  have  been  to  do  a  second- 
stage  test  (of  three  required  phases)  on  a  few  hundred  patients 
to  confirm  early  results,  proceeding  later  with  costlier  and  big- 
ger final-stage  trials  in  thousands  of  people.  Sensing  a  break- 
through, AstraZeneca  gambled  in  2000  and  began  both  kinds 
of  trials  at  once.  "Our  view  was  that  it  was  such  a  devastating 
disease,  let's  get  as  many  things  going  as  possible,"  recalls  Brent 
Vose,  head  of  oncology  at  AstraZeneca.  "We  were  trying  to  feel 
our  way  to  how  to  use  the  new  therapy." 

One  pair  of  tests  was  small  (209  patients  in  Europe  and 
Japan;  216  in  the  U.S.)  and  aimed  at  showing  only  that  Iressa 
could  reduce  tumor  size  in  advanced  cases  that  had  failed  to 
respond  to  chemo.  A  second  pair  of  trials  was  much  larger 
(1,093  patients  in  Europe  and  Asia;  1,037  in  the  U.S.)  and  was 
intended  to  prove  that  Iressa  could  extend  the  lives  of  patients 
when  combined  with  common  chemo. 

The  trials  quickly  filled  up  as  excitement  grew  over  the  new 
therapy.  By  mid-2000  the  demand  for  Iressa  had  intensified  so 
much  that  thousands  of  patients,  unrelated  to  any  trial,  were 
pleading  for  the  drug.  The  company  set  up  a  20-person  team 


(duces  partial  remission  in  92%  of  early-stage  leukemia  patients  and  38%  of  patients  with  stomach-lining  tumors. 

xtends  survival  at  least  five  months  in  patients  with  the  overabundant  HER-2  gene. 

hrinks  tumors  in  up  to  57%  of  patients:  remissions  last  about  a  year. 

1  September  FDA  advisers  recommend  approval  as  last-ditch  treatment  for  lung  cancer  based  on  10%  response  rate. 


lESULTS 


wo  giant  trials  find  it  does  not  improve  survival  as  initial  treatment  for  lung  cancer  when  combined  with  chemo. 
egulators  refuse  to  consider  application  for  approval  in  colon  cancer  last  December,  citing  flawed  studies, 
ntiangiogenesis  drug  shrinks  tumors  but  fails  to  extend  lives  of  breast  cancer  patients;  tests  ongoing  in  other  tumors, 
lerck  stops  development  of  ballyhooed  drug  after  it  fails  to  shrink  tumors  in  several  trials  of  various  types  of  cancer, 
ailed  to  improve  survival  in  tests  on  colon  and  pancreatic  cancer;  testing  continuing  for  other  tumor  types, 
olon  cancer  drug  looks  promising  in  early  tests,  but  large-scale  tests  find  drug  doesn't  improve  survival. 
rug  ineffective  in  large-scale  studies  in  advanced  prostate  and  lung  cancer 
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to  evaluate  "compassionate  use"  requests  from  patients  who 
faced  imminent  death.  One  of  the  patients  who  quaHfied  was 
Karl  Domeny,  a  retired  tool-and-die  maker  in  Chicago.  A  77- 
year-old  former  smoker,  he  was  diagnosed  with  lung  cancer 
in  June  2001,  and  three  types  of  chemotherapy  subsequently 
failed.  By  November  he  was  choking  on  lung  fluid  and 
couldn't  breathe  without  supplemental  oxygen.  His  wife  had 
a  priest  visit  their  home  to  administer  last  rites. 

A  month  later,  in  a  last-ditch  attempt  to  halt  the  cancer's 
spread,  oncologist  Philip  Bonomi  of  Rush-Presbyterian-St. 
l.;.'ke's  Medical  Center  in  Chicago  put  Domeny  on  Iressa.  The 
nt'-'A  jDorning,  after  taking  just  two  pills,  Domeny  stopped 
coughing  ior  the  first  time  in  months.  Soon  he  needed  less  oxy- 
gen. A  few  weeks  later  Dr.  Bonomi  ordered  an  X  ray  of  Domeny's 
chest  and  was  flabbergasted  by  what  he  saw.  The  enormous  white 
mass  invading  the  left  lung  was  much  smaller,  and  within  a 
month  it  was  gone.  In  25  years  of  treating  lung  cancer  he  had 
never  seen  anything  lil<:e  it.  Almost  a  year  later  Domeny  remains 
in  full  remission.  He  tends  his  vegetable  garden,  spends  quality 
time  with  his  wife  and  visits  relatives.  "Without  a  doubt,"  he 
says,  "I  would  already  be  six  feet  under  witliout  this  pill." 

Many  patients  sent  letters  thanking  AstraZeneca  for 
keeping  them  alive.  Jan  Lesser  and  her  husband  flew  to  Lon- 
don to  personally  thank  Chief  Executive  McKillop.  One 
mother  with  lung  cancer  mailed  in  a  videotape  of  her  daugh- 
ter's wedding,  the  date  of  which  had  been  moved  up  because 


UCLA's  Jonsson  Cancer  Center  oncologist  Dennis  Slamon  thinks 

he  knows  why  Iressa  flopped  In  two  large  trials;  lack  of  targeting. 

Slamon  was  the  force  behind  the  first  in  a  new  generation 
of  targeted  cancer  therapies:  Herceptin,  for  advanced  breast 
cancer.  Yet  even  his  drug  might  have  failed  had  it  been  tested 
as  most  drugs  are— on  the  broadest  possible  range  of  patients, 
rather  than  on  just  those  most  likely  to  benefit. 

Slamon  studied  tumors  from  cancer  patients  in  a  search  for 
clues  to  key  cancer-causing  genes  and  proteins.  In  the  late 
1980s  he  found  that  25%  to  30%  of  breast  tumors,  including 
some  of  the  worst  cases,  had  ultrahigh  levels  of  a  gene  called 
HER-2  and  its  protein.  This  was  controversial  at  first,  but  Slamon 
persuaded  Genentech  to  test  a  monoclonal  antibody  that  would 
block  this  protein.  Because  of  his  work,  Genentech  knew  to  give 
the  drug  only  to  those  patients  with  elevated  HER-2,  a  much 
more  specific  target.  It  extended  the  typical  patient's  life  by  five 
months  more  than  chemo  alone,  one  of  the  biggest  advances  in 
decades  of  treating  breast  cancer. 

Herceptin  debuted  in  1998.  Now  Slamon  pushes  a  new 
diagnostic  test  to  spot  the  HER-2  gene.  Approved  in  August,  it 
boosts  the  response  rate  to  the  drug  from  45%  to  54%.  He  also 
is  testing  a  new  cocktail  that  mixes  Herceptin  with  carboplatin, 
a  chemo  drug  for  ovarian  cancer,  and  a  third  drug,  taxotere.  In 
initial  studies,  the  combo  delayed  breast  cancer's  spread  for  17 
months  versus  7  months  with  the  standard  regimen  of 
Herceptin  and  Taxol.  Large  trials  are  under  way.  —R.L 


of  the  illness.  Thanks  to  Iressa,  the  mother  wrote,  she  made! 
the  wedding  and  felt  well  enough  to  dance  at  the  reception.! 
By  late  200 1  results  were  in  from  the  two  smaller  trials.  In  theJ 
Japan/Europe  trial,  Iressa  shrank  tumors  in  19%  of  patients! 
(39  of  209  total).  In  the  U.S.  trial,  involving  sicker  patients.l 
tumors  shrank  in  10%  of  patients  (22  of  216);  remission| 
lasted  six  or  seven  months. 

But  neither  small  trial  measured  whether  patients  actuallyl 
lived  longer.  Based  on  these  studies  alone,  AstraZeneca  askedj 
the  FDA  for  accelerated  approval  of  Iressa  on  Dec.  28,  2001. 
Company  researchers  hoped  to  gain  approval  to  treat  late- 
stage  patients  who  weren't  helped  by  current  chemotherapy. I 
They  were  confident  they  could  later  win  a  far  broader  claim  I 
for  initial  treatment  for  lung  cancer  cases — critical  for  thel 
drug's  commercial  prospects — once  the  results  came  in  from| 
Iressa's  two  large,  1,000-patient  trials. 

The  same  day  AstraZeneca  filed,  the  FDA  stunned  Wall  I 
Street  by  refiising  to  consider  ImClone's  application  for  Erbitux  I 
because  it  deemed  the  trial  data  insufficient.  It  was  the  first! 
warning  sign  that  the  anti-EGF  class  might  not  live  up  to  enor- 
mous expectations.  (The  day  before,  tastemaker  Martha  Stew-| 
art  sold  4,000  Imclone  shares,  setting  up  the  insider-trading  I 
scandal  that  threatens  to  destroy  her  business  empire.) 

To  AstraZeneca  scientists,  ImClone's  problems  seemecl 
simply  a  question  of  poor  trial  design.  They  and  lung  cancel 
specialists  were  all  but  certain  the  verdict  from  the  pair  o: 
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large  trials  would  be  good.  It  wasn't.  Dr.  Vose,  AstraZeneca's 
oncology  chief,  first  heard  the  results  when  a  company  statis- 
tician called  him  at  a  sales  meeting  in  Los  Angeles.  The  results 
were  unambiguous,  the  statistician  intoned  without  emotion: 
Iressa  didn't  boost  survival  in  either  big  trial.  Stunned,  Vose 
broke  the  bitter  news  to  the  company's  chief  executive,  McKU- 
lop,  who  cursed  in  disbelief.  AstraZeneca  share  price  fell  16% 
when  it  announced  the  news  early  on  Aug.  19  of  this  year. 
Patients  and  their  doctors  were  just  as  shocked.  "It's  depress- 
ing," says  Kenneth  O'Byrne  of  the  Leicester  Royal  Infirmary 
in  England.  "We  all  thought  this  trial  would  work." 


i  be  distressing  results  clouded  the  prospects  for  the  Sept. 
24  FDA  lie;':  ring  on  Iressa,  even  though  the  proceeding  was  to  be 
based  cnily  on  the  better  results  in  the  two  earlier  and  much 
smaller  trials.  Thanks  to  its  compassionate-use  program, 
though,  AstraZeneca  had  extra  help.  The  National  Organiza- 
tion for  Rare  Disorders,  a  nonprofit  that  had  run  the  program 
for  the  company  in  the  U.S.,  sent  letters  to  all  13,000  partici- 
pants notifying  them  of  the  chance  to  speak  at  the  hearing.  Thus 
did  Lesser,  Adriane  Riddle  and  other  patients  appear. 

At  the  hearing  AstraZeneca  researchers  were  at  a  loss  to  ex- 
plain why  the  two  big  trials  had  failed;  they  suggested  the  chemo 
must  have  canceled  out  Iressa's  beneficial  effects.  They  also  ar- 
gued that  Iressa  could  actually  help  up  to  50%  of  patients  be- 
cause it  can  reduce  coughing  and  other  symptoms,  or  slow  tu- 
mors' growth,  even  when  it  doesn't  extend  life.  Moreover,  the 
company  argues  that  given  Iressa's  mild  side  effects,  why  not 


SIR  TOM  MCKiLLOP 

AstraZeneca  CEO  saw 
Iressa  as  a  blockbuster. 
He  may  end  up  with  a 
much  smaller  market. 


give  it  to  all  lung  cancer  patients  in  search  of  the  one- tenth  who 
will  do  well  on  it? 

That  would  produce  nice  profits — and  mediocre  medicine. 
Patients  who  take  a  drug  to  no  effect  waste  precious  time  that 
might  better  be -spent  trying  other  therapies;  and  giving  an 
expensive  new  drug  to  thousands  of  people  who  won't  benefit 
will  further  inflate  health  care  costs.  "We  literally  cannot  afford 
to  do  this  anymore,"  says  Howard  McLeod,  a  pharmacologist 
at  Washington  University  in  St.  Louis,  who  studies  how  tumor 
genetics  influence  chemo  response.  "If  we  have  an  expensive 
drug  and  90%  of  it  is  wasted,  the  cost  to  society  is  high,"  he  says. 
"Technology  is  too  advanced  for  us  to  accept  nonspecific 
cancer  drugs  that  are  used  on  everyone  and  benefit  only 
a  few.  It  will  slow  down  progress." 

Ultimately,  the  14-member  advisory  panel  of  oncol- 
ogists agreed  with  the  FDA  that  AstraZeneca  hadn't  proved 

that  Iressa  reduces  symptoms.  But 

they  set  aside  the  failed  results  from 
the  two  big  survival  trials  and  voted 
1 1  to  3  to  recommend  approval,  al- 
beit only  for  patients  who  had  failed 
other  therapies.  The  FDA  could  clear 

Meanwhile  researchers  around  the  world  are  try 
ing  to  answer  a  simple  question:  Why  did  Iressa  fail  so 
dismally  in  the  two  big  trials?  One  problem:  Targetin; 
any  one  defective  gene  isn't  enough.  Every  tumor  hasj 
five  to  ten  flawed  genes  driving  its  growth,  and 
researchers  may  have  to  target  several  simultaneously 
with  cocktails  of  drugs,  the  approach  that  worked 
against  AIDS.  But  finding  such  cocktails  will  be  slowi 
and  difficult  because  regulators  frown  on  testing  two 
experimental  drugs  together,  and  corporate  rivals 
rarely  share  drugs. 

Some  rivals  argue  AstraZeneca  should  have  done  a 
better  job  narrowing  the  field  of  trial  patients  by  first 
testing  tumors  for  EGFR  levels  and  admitting  only  those 
with  elevated  levels  of  the  protein.  "It's  the  obvious 
thing  to  do,"  says  one  rival  researcher.  "They  cut  corners." 
AstraZeneca  denies  it  and  says  some  patients  respond  even 
though  they  don't  have  high  EGFR  levels,  making  broad  testing 
a  logical  alternative.  The  company  has  collected  tumor  sam 
pies  from  about  40%  of  the  patients  in  its  trials  and  is  now 
analyzing  them  to  search  for  a  set  of  genetic  parameters  that 
predict  which  patients  best  respond  to  the  drug.  It  hopes  tc 
have  preliminary  results  in  months. 

Other  researchers,  including  those  at  Memorial  Sloan 
Kettering  and,  separately,  Dr.  Bonomi  at  Rush  Presbyterian 
are  performing  their  own  studies.  Some  researchers  call  for  i 
massive  new  effort  to  analyze  thousands  of  various  tumor; 
to  glean  a  better  understanding  of  their  genetic  variations 
Until  then,  new  cancer  therapies  will  produce  startling 
instances  of  recovery — and  drugmakers'  broad  market  trial; 
may  continue  to  fail.  f 
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Amid  a  media  recession,  Crispin  Davis  is 

coining  money  at  Reed  Elsevier. 

How  did  he  pull  that  off?  By  Ricnara  C.  Morals 


IF  YOU  ARE  NOT  A  SCIENTIST  OR  A  LAWYER,  YOU  MIGHT  NEVER  GUESS  WHICH  OUTFIT  IS  ONE  OF  THE  WORLD'S 
biggest  companies  in  online  revenue.  Ebay  will  haul  in  only  $1  billion  this  year.  Amazon's  got  $3.5  billion  in 
revenues  but  is  still  famously  losing  money.  Outperforming  them  both  is  the  London-based  publishing  firm 
called  Reed  Elsevier.  Of  its  $8  billion  in  likely  sales  this  year,  $1.5  billion  will  come  from  online  delivery  of  data, 
and  its  operating  margin  on  the  Internet  is  a  fabulous  22%. 

Reed's  success  is  freakish  in  another  way:  It's  a  media  stock  doing  well.  Shares  of  AOL,  Disney  and  Vivendi 
ha\e  ■-■Ahpsed  during  the  last  three  years,  but  at  Reed  they're  up  9%.  Its  $18  billion  market  capitalization 
places  ii  above  Vivendi  and  Pearson  as  Europe's  largest  public  media  company  (but  unlikely  to  bid  for  trou- 
bled Reuters).  Worldwide,  it's  fifth.  The  company,  predicts  Merrill  Lynch,  is  on  track  to  boost  earnings  10% 
this  year,  to  $1.1  billion  (before  goodwill  and  amortization),  or  $1.75  per  ADR. 

Credit  this  accomplishment  to  two  things.  One  is  that  Reed  is  primarily  selling  not  advertising  or  enter- 
tainment but  the  dry  data  used  by  lawyers,  doctors,  nurses,  scientists  and  teachers.  The  other  is  its  newfound 
marketing  hustle:  Its  chief  executive  since  1999  is  Crispin  Davis,  formerly  a  soap  salesman. 

But  Davis  will  have  to  keep  hustling  to  stay  out  of  trouble.  Reed  Elsevier  has  fat  margins  and  high  prices 
in  a  business  based  on  information — a  commodity  that  is  cheaper  than  ever  in  the  Internet  era.  New  tech- 
nologies and  increasingly  universal  access  to  free  information  make  the  company  vulnerable  to  attack  from 
below.  Today  pirated  music  downloaded  from  the  Web  ravages  corporate  profits  in  the  music  industry.  Tomor- 
row it  could  be  the  publishing  industry's  turn. 

Some  customers  accuse  Reed  Elsevier  of  price  gouging.  Skadden,  Arps,  Slate,  Meagher  &  Flom  patent 
lawyer  Daniel  DeVito  is  a  fan  of  Reed's  legal-search  service,  but  does  free  science  searches  on  the  Google 
site — before  paying  for  something  like  Reed's  ScienceDirect — and  often  finds  what  he's  looking  for  at  no 
cost.  Reed  can  ill  afford  a  rest. 


JILLIAN  EDELSTEIN  FOR  FORBES 
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Just  a  couple  of  years  ago  Reed  Elsevier  was  being  held  up  as 
a  classic  failure.  The  publisher  was  created  in  1992  when 
Britain's  Reed,  a  trade  book  and  magazine  publisher,  merged 
with  the  Netherlands'  Elsevier,  a  science  publisher.  It  was  a  mud- 
dle from  day  one:  London-listed  Reed  Elsevier  Pic  owns  50%  of 
the  operating  company,  Reed  Elsevier  Group,  and  5.8%  of  the 
separately  Amsterdam-listed  Reed  Elsevier  NV,  which  in  turn 
also  owns  the  other  50%  of  the  operating  company.  The  new 
company  set  up  two  different  management  boards,  one  each  in 
London  and  Amsterdam,  with  both  local  bosses  exercising  veto 
power  over  the  other. 

"There  were  two  sets  of  people  who  didn't  want  to  give  up 
their  power  base,"  says  Morris  Tabaksblat,  then  an  outside  direc- 
tor and  Unilever's  executive  chairman.  "It  was  unworkable.  They 
were  screaming  at  each  other.  People  were  offensive.  Abusive." 

While  brass  clashed,  basic  business  suffered.  In  1997  the 
company  had  to  write  off  $740  million  compensating  advertis- 
ers for  a  travel  publishing  unit  (since  sold)  that  had  inflated  its 
circulation  figures.  In  1999  Tabaksblat  agreed  to  become  Reed 
Elsevier's  chairman,  and  he  forced  through  a  new  management 
structure  and  brought  in  Davis,  a  53-year-old  Englishman,  as 
the  company's  sole  chief  executive.  An  unlikely  choice.  Davis 
had  previously  worked  for  Procter  &  Gamble,  mostly  in  Cincin- 
nati, before  messing  up  at  Guinness  Pic.  and  then  resurrecting 
his  reputation  at  Aegis,  a  midsize  European  buyer  of  ad  space. 

Davis,  pleasant  and  reserved  in  person,  but  intensely  com- 
petitive in  business,  is  the  son  of  a  middle-class  lawyer.  Maybe 
sibling  rivalry  has  something  to  do  with  his  drive;  his  brothers 
are  a  judge,  a  City  lawyer  and  a  McKinsey  &  Co.  boss.  "I  can 
think  of  some  families  where  there  are  one  or  two  stars,"  says 
David  Webster,  chairman  of  British  supermarket  Safeway  and  a 
past  director  at  Reed,  "but  for  all  four  brothers  to  be  stars  is  quite 

LIFE    AND    DEATH 


MDownload 


a  32-year-old  mother  struggling  with  bulimia,  was  sent  to  Dr.  Michael 
i!'opf's  West  Orange,  N.J.  medical  practice  by  a  psychotherapist,  Anna 
''.'i-Mcd  to  become  pregnant  again  but  had  irregular  menstruation  due  to  her 
eating  disorcior  They  discussed  nutrition  and  mood-stabilizing  drugs,  but  Anna  was 
anxious  that  r; ,  antideprassant  might  make  her  become  fat. 

So  Dr.  Rothkopt  turned  to  his  laptop  and  through  his  house-designed  records 
system  quickly  accessed  PDxMD,  a  medical  information  service,  and  discovered  that 
the  disease's  specialis'(.s  recommended  20mg  doses  of  paroxetine.  Rothkopf  showed 
Anna  a  study  that  showed  paroxetine  reduced  a  bulimic's  "purge  behavior"  by  54% 
over  three  months;  a  side  effect  was  weight  loss,  not  weight  gain.  Reassured  by  the 
clinical  evidence  before  her,  Anna  agreed  to  treatment. 

The  just-released  PDxMD  costs  $349  a  year,  is  delivered  over  the  Web  via  PC  or 
a  handheld  device  and  provides  internists  and  family  doctors  with  constantly 
updaied  diagnostic  options  and  treatments  on  450  hard-to-manage  conditions.  It 
also  makes  small  practices  like  Rothkopf's  more  efficient.  Real-time  peer  advice 
and  reseaich  that  might  previously  have  taken  hours  to  rustle  up  now  take  only 
seconds  to  locate  on  user-friendly  pdxMD.  —R.C.M. 


unusual.  When  I  interviewed  him,  [it  was  clear]  he  was  v( 
keen  to  be  a  chief  executive  of  a  Footsie  [FTSE  100]  company. 
Davis  discovered  that  beneath  Reed  Elsevier's  warring  sen 
management  stood  high-quality  publishing  assets — what  tl. 
needed  was  more  urgency  on  the  marketing  side.  Davis  imn 
diately  replaced'Ll  of  the  top  12  senior  executives  at  the  varic 
headquarters,  reduced  head-office  personnel  by  40%,  and  inti 
viewed  110  managers  across  the  company.  He  then  issued  a  si 
pie  edict:  Each  unit  had  to  create  "demonstrably  superior  pre 
ucts"  that  could  achieve  "above-market  growth  rates." 

"This  is  not  a  strategy  story,"  says  the  button-down  Davis 
his  London  office.  "It's  about  execution." 

In  New  York,  at  the  20  media  magazines  that  include  Varie 
unit  president  Tad  S.  Smith  cut  head  count  16%,  saved  print: 
costs  by  slighdy  trimming  the  paper  size  and  tightened  circu 
tion  by  cutting  out  unnecessary  fi-eebies  to  advertisers  and  Re 
coOeagues.  Smith  also  eliminated  fax  machines,  a  hangover  frc 
the  days  before  e-mail,  and  cut  down  travel  and  entertainmi 
by  using  videoconferencing.  "We  were  ferocious,"  he  says.  "" 
focused  on  a  thousand  little  things." 

In  two  years  managers  like  Smith  had  cut  costs  by  $460  ir 
lion,  and  Davis  rewarded  them  with  $1.2  billion  in  new  inv( 
ments  evenly  spread  over  three  years.  Smith  got  to  tot. 
redesign  the  visually  tired  Broadcasting  &  Cable  (relaunch  t 
month).  Harcourt  Education,  a  powerhouse  in  medical  a 
schoolbook  publishing,  came  up  for  sale  in  2000  and  Davis } 
it  for  $4.5  billion,  net  of  disposals. 

Divisions  that  had  never  before  asked  customers  what  ti 
thought  were  ordered  by  Davis  to  commission  independent  m 
ket  research  to  uncover  and  improve  on  product  weakness 
Reed  medical  editors  spotted  that  hospitals'  largest  legal  liab: 
was  the  result  of  nurses  giving  the  wrong  drugs  to  patients, 
they  created  Virtual  Clinical  Excursions,  an  inter 

tive  CD  dubbed  "Nursetendo"  in  which  a  virtual  k 

ney  patient  goes  into  shock  and  dies. 

Says  Brian  Nairn,  the  Scot  running  the  mark 
leading  medical  division  ft^om  Philadelphia,  "Edit 
really  knew  their  authors  and  their  segment.  Bu 
was  very  much  'Sign  up  an  author  and  wait  two 
three  years  for  a  manuscript,'  rather  than  sayi 
'This  is  what  we  think  doctors  and  nurses  ne 
what  the  book  should  look  like  and  what  the  c< 
tent  should  be.'  And  there  had  been  very  little  de> 
opment  of  electronic  products." 

Reed  Elsevier  is  using  the  Internet  to  fashion  r 
products  tailored  to  customers'  needs,  but  Web-ba 
products  PDxMD  or  CourtLink  can't  crash  whe 
doctor  or  lawyer  is  in  the  "heat  of  battle."  That's  v 
Davis  has  also  spent  some  $300  million  on  the  co 
pany's  engine  room,  a  kind  of  military  comm< 
center  in  a  bunker  in  Dayton,  Ohio:  2  petabyte; 
data  storage  (50,000  times  the  storage  you  wo 
get  on  an  average  household  Dell  PC)  to  ensure  t 
1  million  customers  a  day  get  their  responses  wit 
four  seconds.  The  back-up  power  supply  includes 
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iy  the  Numbers 


diesel  generators  with  ten  days  of  fuel. 

Reed  Elsevier's  $2  billion  revenue 
legal  information  business  was  one  of 
the  units  that  suffered  most  during  the 
Anglo-Dutch  wars.  Its  LexisNexis  divi- 
sion invented  modern  electronic  legal 
searches  back  in  the  1970s  but  lost  its 
lead  to  Thomson's  West  in  the  1990s. 
According  to  Merrill  Lynch,  market 
leader  Thomson  has  28%  of  the  $10 
billion  global  market  in  legal  informa- 
tion. Reed  Elsevier  at  19%  is  Thom- 
son's main  competitor  in  the  U.S. 

"When  Crispin  came  in  he  asked  us 
what  investment  we  needed  to  beat 
West,"  says  Lou  Andreozzi,  head  of 
North  American  legal  markets.  "It  was 
the  first  time  anyone  asked  us  that." 

Thomson  had  a  major  competitive  advantage  with  case- 
law  summaries  dating  back  to  the  1 9th  century.  So  Andreozzi 
hired  800  legal  editors  in  a  $100  million  project  that  is  build- 
ing a  rival  backlog  of  case-law  summaries  and  links.  Payoff: 
LexisNexis  usage  by  small  law  firms  was  up  39%  last  year. 

For  its  big  customers,  Reed  Elsevier  is  building  new  capa- 
bilities. DeVito  of  Skadden,  Arps  cites  LexisNexis'  CourtLink, 
which  notifies  him  every  time  a  patent  lawsuit  is  filed  any- 
where in  the  U.S.  "Many  times  I  know,  before  the  client  knows, 
that  they've  been  sued,"  says  DeVito.  "I'll  even  have  the  com- 
plaint in  hand.  I've  been  able  to  get  fairly  important  litigation 
for  that  reason."  __ 

DolphinSearch,  distributed  by  Reed 
Elsevier  and  now  in  use  in  the  Enron 
case,  is  a  litigation  tool  that  uses  artifi- 
cial intelligence  to  analyze  language  and 
retrieve  hard-to-find  documents. 

The  killer  pitch:  Your  firm  repre- 
sents a  Wall  Street  bank.  The  SEC  is 
'"■•;j<;tigating  its  IPO  practices,  class 
.  ire  piling  up  and  somewhere  in 
liic  /ank's  electronic  files  there  is  an 
incriminating  e-mail  from  one  of  the 
bank's  analysts. 

"Wouldn't  it  be  great,"  the  salesman 
asks  sweetly,  "if  you  could  find  that 
e-mail  before  it  gets  out  to  the  SEC  or  to 

the  plaintiff  lawyer?"  Companies  copy  their  files  to  Reed  Elsevier 
electronically  (just  as  they  would  to,  say,  the  Department  of  Jus- 
tice during  an  investigation),  and  the  publisher  converts  them 
for  reshuffling  by  DolphinSearch  to  be  expeditiously  waded 
tiirough. 

impressive,  but  the  jury's  still  out.  Some  analysts'  half-year 
reports  suggest  organic  top-line  growth  at  LexisNexis  was  4%, 
versus  Thomson's  3%;  others  say  West  is  clawing  back  market 
share  with  law  students.  "We  took  a  lot  of  market  share  from 
Reed  Elsevier  the  last  few  years,"  says  Michael  Wilens,  president 


Big  Is  Better 

Reed  Elsevier  outranks  some  rivals  that  are 
better  known  in  the  U.S.,  and  it  has  trumped 
the  price  charts  of  relevant  stock  indexes. 


■1*1 /O  Reed's  share  of  new  state  elementary 
school  book  "adoptions"  last  year 

m/o  Decrease  in  ad  revenues  at  Reed's  U.S. 
trade  magazines  for  first-half  2002.  U.S. 
trade  magazine  market  as  a  whole:  -21.3%. 

100  million  commercial  searches 
handled  by  LexisNexis  per  year 

%i  million  Scientists  and  researchers  who  use 
ScienceDirect  as  their  resource  of  choice. 

Sources:  Reed  Elsevier:  Business  Information  Network. 


Performance 


Reed  Elsevier  Pic  ADR 


Sales  and  Valuation 


Company/where  traded 

Reed  Elsevier  Pic^VLondon 

Thomson/NYSE 

Pearson/London 

Reuters  Group/London 

McGraw-Hill/NYSE 

VNU/Amsterdam 

Welters  Kluwer/Amsterdam 

United  Business  Media/London 

Note:  All  figures  in  U.S.  dollars.  Market  value  as  of  Oct.  II.  'Includes 
Reed  Elsevier  NV  Source:  Worldscope  via  FaclSet  Research  Systems. 


of  Thomson  West,  "so  they  have  a  gool 
place  to  start  from  if  they  want  to  gel 
better."  Davis  responds:  "Thomson  il 
an  excellent  competitor,  but  it's  ou| 
turn  for  the  next  five  years." 

That  is,  unless  the  Internet  ruins  h.4 
business.  Davis  is  dismissive,  citini 
Reed  Elsevier's  economies  of  scale,  bail 
riers  to  entry  and  its  attentiveness  tl 
customers'  needs.  Derk  Haank,  the  scil 
ence  division's  Amsterdam-based  bosil 
spends  an  hour  at  a  blackboard  show! 
ing  the  company's  ScienceDirect  hal 
put  so  much  material  at  scientists'  finl 
gertips  that  cost-per-page-vie'l 
has  more  than  halved  in  the  laj 
three  years.  Footnotes  and  references  i 

— ~ — j    scientific  papei| 

are  linked  so 
takes  only  seconc| 
to  see  a  paper] 
entire  intellectu<| 
backup. 

James  Neal,  1 

big  customer  zk 

head  of  Columl 

bia    University] 

libraries  in  Nc 

York,    gives    thi 

firm   top   marlil 

for  creating  useJ 

friendly  research  products,  but  also  h< 

a  six-point  gripe  list  with  Reed  ElseviJ 

that  ranges  from  price-gouging  tl 

concerns  that  scientific  journals  are  irl 

creasingly  being  consolidated  under  orl 

corporate  banner.  Britain's  Office  of  Fa  I 

Trading  calculates  Reed  Elsevier's  pri(l 

increases  since  1999  at  a  compoundej 

22%  rate. 

That  kind  of  pricing  is  going  to  cnl 
ate  a  big  temptation  for  new  competl 
tors — or  just  resentment  by  users.  La 
year  11,000  scientists  signed  a  pledn 
stating  that  they  would  publish  only  il 
journals  that  "grant  unrestricted  free  distribution  rights"  tl 
original  research  they  have  published.  Meanwhile,  Sparc— I 
worldwide  alliance  of  research  institutions,  libraries  and  organ  I 
zations  encouraging  competition — has  started  publishing  riv| 
journals.  Columbia's  Neal  is  the  group's  chairman. 

Davis  professes  to  be  unfazed  by  all  of  this,  even  as  he  brao  j 
for  battle.  "I  would  be  horrified,"  he  says  earnestly  in  his  mode  j 
conference  room  in  London,  "if  we  ever  lost  our  evangelic  ze 
and  didn't  challenge  everything  we  were  doing.  If  there  ever  wi  | 
any  complacency,  I  should  be  fired." 
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REED  ELSEVIER 


TESTING    THE    DATABASES 


Search  and  Ye  Shall  Find 


The  brain  of  multinational  Reed  El- 
sevier is  in  Dayton,  Ohio.  There, 
with  technology  first  developed  in 
the  1960s  for  a  local  Air  Force  base, 
1,000  engineers  work  to  hone  the  com- 
pany's database  search  systems.  The 
databases  themselves,  15,700  of  them, 
reside  in  a  server  farm  below  Reed's 
Dayton  campus.  The  collection  is  grow- 
ing 13%  annually  in  terms  of  searchable 
documents,  of  which  there  are  now  4  bil- 
lion online.  The  engineers'  job  is  to  stan- 
dardize the  latest  court  cases,  news  arti- 
cles, scientific  journal  writeups  and 
bankruptcy  filings  for  the  company's 
giant  mainframes  to  catch. 

In  the  early  days  this  meant  assigning 
a  programmer  to  code  each  item  into  the 
right  format.  Today  nearly  every  data  ven- 
dor and  many  government  sources,  like 
courts  and  motor  vehicle  agencies,  offer 
data  that  can  be  sorted  automatically, 
freeing  Reed's  engineers  to  focus  on 
grouping  by  subject  relevance  according 
to  the  company's  proprietary  taxonomy. 

Popular  free  Web  search  service 
Google,  by  comparison,  will  include  items 
posted  online,  but  it  ranks  them  not  just  by 
germaneness  to  the  search  query  but  by 
how  many  different  Web  sites  link  to  a  par- 
ticular posting.  An  obscure  but  rich  article— 
if  it's  posted  at  all— is  therefore  likely  to  be 
buried  among  hundreds  of  "hits." 

'?f!cause  each  piece  of  data  can  be 
Reed's  services  can  offer  cus- 
Rrts  as  well.  ScienceDirect  can 
no:  ;her  each  time  one  of  his  ar- 
ticle;   c  . :,  •  .another  published  work,  a 

big  ego-boost  for  scientists.  Lawyers  work- 
ing with  the  Lexis  legal  research  service  can 
also  ge'i  an  e-mas!  v^henever  a  case  is  filed 
relating  to  a  particular  client  or  legal  issue. 

Price  comparisons  between  Reed  and 
its  competitors  are  difficult  because  fees— 
often  discounted— are  related  to  what  ser- 
vices the  clients  want  and  how  many  users 
they  have.  But  even  a  prnmium  service  can 
be  cost-effective:  A  unive  sity  using  Sci- 
enceDirect, for  instance,  could  save  per- 
haps two-thirds  of  what  a  paper-journal 


subscription  would  cost. 

So  how  do  Reed's  offerings  match  up? 
We  tried  them,  a  la  carte,  on  the  Web, 
against  competitive  pay  and  free  sites. 

LEGAL 

Search:  Benzene 
Lexis.com  (Reed  Elsevier) 
Our  search  for  benzene  cases  in  New 
York's  courts  yielded  24  cases.  The  list  had 
an  overview  of  each  case  and  citations  of 
the  benzene  mentions  within  the  decision. 
Each  case  download  costs  $9.  The  com- 
pany touts  its  linked  legal  and  news  re- 
search databases,  which  allow  lawyers  to 
find  not  only  cases  and  laws  but  also  dirt 
on  potential  witnesses  or  experts  using 
public  records  and  news  clips.  A  demo- 
graphic database  also  allows  lawyers  to 
learn  about  jury  pools  and  shop  around  for 
an  amenable  venue,  like  a  blue-collar  town 
for  a  workers'  comp  case. 

Balanced  Portfolio 

Reed  Elsevier's  user  base  breaks  down 
fairly  evenly  across  revenue  sources. 


Source:  Reed  Elsevier. 


Westlaw.com  (Thomson) 
Westlaw's  online  offering  allows  users  to 
pay  $5.50  for  an  individual  case  listing, 
including  Westlaw's  signature  editor- 
penned  headnotes,  detailing  the  key  legal 
points  of  the  case.  We  counted  30  New 
York  State  cases  involving  benzene.  Each 
case  had  a  listing  of  linked  citations  to 
both  other  cases  and  relevant  statutes, 
including  state  constitutions.  The  case 
listings  came  with  color-coded  flags  indi- 
cating if  a  case  had  been  overturned  or 
superseded  by  another  ruling.  Westlaw 


claims  that  its  90  attorney-editors  cato 
and  fix  mistakes  in  court  filings  that  Lexi| 
staff  misses,  like  a  bankruptcy  case  file 
in  Delaware  earlier  this  year  that  missed  I 
point  of  Pennsylvania  trade-secret  law.f 

NEWS 

Search:  Richard  M.  Schuize,  billionaire 
LexisNexis  (Reed  Elsevier) 
We  wanted  articles  that  not  only  namel 
Schuize,  the  founder  and  former  chief  ea 
ecutive  of  electronics  retailer  Best  Bui 
but  also  discussed  him  at  length.  So  ' 
searched  for  his  name  in  the  headline  i 
lead  paragraph  and  at  least  five  timel 
throughout  the  story,  as  well  as  for  Be^ 
Buy.  We  located  22  articles,  with  the  finl 
hit  an  in-depth  trade  magazine  interviej 
with  Schuize,  followed  by  an  article  aboij 
Schulze's  formal  retirement  at  this  year 
annual  meeting.  LexisNexis'  service  hcl 
rights  to  the  New  York  Times  archiv6| 
going  back  beyond  90  days. 
Factiva  (Reuters  and  Dow  Jones) 
An  analogous  search  came  up  with 
articles.  The  first  hit  was  a  differei| 
trade-publication  piece  on  Schuize  and  I 
successor,  but  the  second  hit  was  the  sarrf 
article  that  Lexis  had  found  about  Schuize 
retirement  speech.  Factiva  has  sole  rights' 
the  full  text  of  certain  Dow  Jones  publici| 
tions  (Wall  Street  Journal,  Barron's). 

SCrENTIFIC 

Search:  Marginal-zone  lymphoma 
Scirus  (Reed  Elsevier) 
This  Web  arm  of  ScienceDirect  turned  i| 
1,680  hits,  of  which  861  were  scientific  jou I 
nals  and  819  were  Web  sites.  The  first  lis  I 
ing  was  an  article  from  a  cancer  journii 
available  through  ScienceDirect  for  $3| 
Other  hits  led  to  journal  articles  posted  fn  | 
on  their  authors'  university  Web  pages. 
WebMD  (free  Web  site) 
This  free  medical  information  site  canl 
up  with  five  hits,  the  first  of  which  wasi 
highly  technical  entry  on  this  type  of  lyr 
phoma.  A  linked  archive  had  articles  ran 
ing  from  descriptions  of  types  of  lyr| 
phoma  to  one  on  the  fatigue  suffered 
cancer  patients. 

-Chana  R.  Schoenberi  I 


136 


FORBES 


November  11,2002 


ownerofanewLearjer45,Learjet60or  away.  Ca  I  now  to  experience  the 

Challenger    604  business  jet  ultimate  in  fractional  jet  ownership, 


and  fly  free  until 


You'll  begin  to  enjoy  the  benefits 


BOMBARDIER  FLEXjr 

Above  it  all. 


m 


THE  OFFICIAL  PRIVATE  AVIATION  SOLUTIONS  PROVIDER  OF  THE  PGA  TOUR  &  SENIOR  PGA  TOUR. 


Monthly  management  lees  and  hourly  rales  are  waived  on  a  pro-rated  basis.  Standard  contract  charges  and  conditions  apply.  Subject  to  availability. 


Enterprise  Rent-A-Car  wanted  to  reduce  operational  costs.  Xerox  found  the  key  to  success  by  moving 
1.7  million  vital  documents  onto  their  intranet  everj-  month.  Tliere's  a  new  way  to  look  at  it. 


XEROX. 


Wellmark  Blue  Cross  and  Blue  Shield  wanted  to  improve  member  relations, 
on-line  solution  to  personalize  enrollment  kits  in  no  time.  There's  a  newwai 


Oracle  wanted  to  switch  to  on-demand  printing  of  their  training  manuaJs.  Xerox  supplied 
the  perfect  digital  solution  and  saved  them  $1,000,000.  There's  a  new  way  to  look  at  it. 


XEROX 


Mobile,  Alabama  grew  so  fast  it  needed  to  streamline  city  services.  A  Xerox  uulsour 
their  documents  online,  boosting  efTiciency  and  lowering  costs.  TTiere's  a  neww 


Siemens  spends  millions  on  user  manuals.  So,  Xerox  is  re-engineering  their  global  process 
tth  document  management  software  that  saves  time  and  money.  There's  a  new  way  to  look  al  it. 


XEROX. 


Tile  Principal  Financial  Group*  knows  retirement  investors  have  dreams  lo  pur 
with  easier-to-read  personalized  statements.  In  color.  Tliere's  a  new  way 


If  you're  looking  for  better  ways  to  imf 
all  your  network  printers,  one  name  1 


Learn  more:  www.xerox.com/learn  For  a  sales  rep:  1-800-ASK-XEROX  exi 

©  2002  XERO,><  CORPORATION,  All  rights  reserved.  XEROXrTlie  Document  Company,'  me  digital  X*  and  There's  a  new  way  to  look  at  it  are  trademarks  of  or  licensed  to  XEROX  CORPORATION. 
Wellmatk  Blue  Cros.^  md  Blue  Shield  is  an  independent  licensee  ol  the  Blue  Cross  and  Blue  Shield  Association,  operating  in  Iowa  and  South  Dakota.  Sun  Microsystems  is  a  registered  trademark  of  Sun  fvlicrosysl 
Used  with  permission  HONEYWELL  and  the  Round  Thermostat  Design  are  registered  trademarks  of  Honeywell  International  Inc.  The  Principal  Financial  Group*  is  a  registered  trademark  of  the  Pnncipal  Financial  Group,  Ir 
fyficrosoft,  the  OHice  logo,  PowerPoint,  Word,  Excel,  Windows,  the  Windows  logo,  and  Windows  XP  are  either  registered  trademarks  or  trademarks  of  IVIicrosoft  Corporation  in  the  United  States  and/or  other  coun 


has  countl<rs»  pnnten,  but  onh  one  output  management  services  provider, 
our  expertise  lhe>"'re  fn?e  to  focus  on  theirs.  Therr's  a  new  wa>  to  l(H)k,  at  it. 


XEROX 


Dillard's  department  stores  found  a  real  bargain.  Xerox  assessed  and  streamlined  their  company-wide 
work  processes  and  printing  needs,  saving  them  $1.6  million.  There's  a  new  way  to  look  at  ii. 


XEROX. 


anted  to  tower  operational  rosts  arniiM  busmess  uniLi.  Xerux  pnnided  networked 
II  technoki^  to  coavihdair  assets  and  -tave  milllf>ns.  Thi*n*\  a  new  vmw  in  lonk  .it  il 


XEROX 


b^dward  Jones  financial  services  improved  client  relations.  They  chose  Xerox  color  printers  for 
8500  offices  to  quickly  hiplilight  investment  opportunities,  'riier<-'s  a  new  way  to  look  at  it. 


XEROX 


IS  grnrnitinjc  tons  of  paperwork  in  its  2500  branches.  Until  they  partnered  with  Xerox. 
.  they're  working  smarter  and  saving  nullions.  There's  a  new  way  to  look  ai  it. 


XEROX 


Microsoft's  IT  and  employee  services  had  a  bright  idea.  Tliey  chose  Xerox  to  manage  their  imaging 
and  output  devices  worldwide.  Help  desk  calls  are  down.  So  arc  costs,  I'luTe's  a  new  way  to  look  at  il. 


XEROX 


'k  flow,  or  cut  operating  costs,  or  manage 
mating.  There's  a  new  way  to  look  at  it. 


THE  DOCUMENT  COMPANY 

XEROX. 


MICHIGAN 

MAS  BEEN  RANKED  #1 

FOFI  NEW  BUSINESS 

I NX^STHIiNTS  AN D 

EXPANSIGNS  FOR 

THE  FIP-TH  YEAR 

iN  A  ROW 


/ 


friendly 

Site  Selet 

having  the  m( 

more  than  any  oti- 

'0  be  recognized.  Again. 


fVtichigan  is  a  business 
p  19  the  idea. 

'I'chicjan  tor 
. II  !(^ss  facilities. 

'  :  'i.  Wo'ro  prO( 


What  are  we  doing  right?  We're  helping  busineJ 
expand  and  grow  by  offering  companies  one  of 
the  best  business  locations  in  the  nation,  Call  thi 
Michigan  Economic  Development  Corporation  aj 
1  800-946-6829  Or  visit  www.michigan.org  to  S( 
.viiy  Mirhiqan  i,<;  a  big  Winner  Again. 


'w.michigan.org 


IICHIGAN 


TECHNOLOGY 


cy- 


High-definition  television  is  one  powerful 
technology.  Unlike  so  many  digital  advances,  it 
is  not  just  incrementally  better  than  the  analog 
standard  it  replaces,  but  so  superior  that  any- 
one v^ho  isn't  blind  can  see  it. 

Digital  broadcasting  first  arrived  in  the 
U.S.  four  years  ago,  federally  mandated  as 
the  successor  to  a  fuzzy  analog  system  de- 
veloped more  than  half  a  century  ago.  But  thanks  to  wildly 
pricey  equipment  and  nothing  much  to  watch  on  it,  high  def  initially 
met  with  astonishing  indifference  among  broadcasters,  cable 


The  Big  Picture 

High-definition  television  is  ready  for  its  close-up.  Here's  a  buyers'  guide. 

BY  STEPHEN  MANES 


providers  and  viewers.  Now  the  general  public  is  beginning  to  get  the 
picture.  According  to  the  Consumer  Electronics  Association,  more 
than  1.5  million  digital  televisions  were  sold  in  the  first  nine  months 
of  the  year — 83%  more  than  the  same  period  last  year. 

If  you're  interested  in  improving 
the  images  you  watch — alas,  there's 
not  much  you  can  do  about  the 
shows  themselves — a  high-definition 
system  will  do  it.  Prices  are  drop- 
ping: Small-picture  HD-ready  sets 


Pictured  above: 
Samsung's  50-incher. 
It's  done  with  mirrors. 
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can  be  had  for  $700,  big-picture  units  for  $1,500  and  outboard 
decoder  boxes  for  $400.  HD-ready  sets  are  great  for  watching 
DVDs,  and  there's  more  high-def  programming  than  ever  from 
networks,  cable  systems  and  satellite  providers. 

There's  so  much  high-definition  equipment  on  the  market 
today  that  I  can't  pretend  to  have  looked  at  more  than  a  fraction 
of  it.  But  at  the  recent  CEDIA  Expo,  the  annual  extravaganza  of 
the  home  theater  world,  I  spent  hours  looking  at  dozens  of 
HDTV  sets.  Then  I  came  home  and  put  some  preproduction 
units  through  their  paces.  When  visitors  dropped  in  while  my 
living  room  was  full  of  this  stuff,  they  invariably  had  the  same 
reaction:  Wow! 

Once  you  see  The  Sopranos  or  a  baseball,  football  or  basket- 
ball game  in  high  def,  filling  a  big,  sharp  screen,  you'll  wince  at 
having  to  go  back  to  fuzzy  regular  TV.  High-definition  pictures 
are  roughly  six  times  more  detailed  than  traditional  ones.  Don't 
confuse  high-definition  TV  with  digital  cable  or  digital  satellite 
systems.  They're  digital,  all  right,  but  because  they  compress 
incoming  signals  and  spit  them  out  with  missing  data,  the  result 
is  generally  inferior  to  plain  old  TV. 

My  personal  high-def  dream  machine  is  Marantz's  new 
VP-12S2  projector.  So  what  if  it  costs  $12,500,  not  counting  the 
screen?  Watch  a  movie  a  night  and  in  a  couple  of  years  it'U  pay 
for  all  the  tickets  you  would  have  bought  at  the  sticky-floored 
cineplex.  In  a  demo  room  and  my  living  room,  this  digital  pro- 
jector produced  stunning  results  from  HDTV  and  DVD,  and  sur- 
prisingly good  pictures  from  standard  TV,  thanks  to  an  excellent 
lens  and  advanced  signal  processing. 

But  for  those  politically  opposed  to  buying  a  TV  as  costly  as 
a  subcompact  car,  there  are  used-car-priced  alternatives.  Plas- 
mas like  Hitachi's  42-inch  42HDT20  are  available  for  around 
$8,000.  And  a  whole  slew  of  big  rear-projection  models  are 
available  for  $2,000. 

But  be  careful  out  there.  HDTV  is  dogged  by  the  same  grow- 
ing pains  as  the  analog  era  of  Howdy  Doody.  Viewing  network 
shows  in  eye-popping  high  def  may  mean  bolting  an  antenna  to 
vour  roof  and  aiming  it  at  the  nearest  TV  tower.  And  if  you're 
'  crested  in  watching  prerecorded  material,  curb  your  enthusi- 
.  VIollywood  has  trickled  out  a  whopping  15  feature  films, 
i  ;  i!i  ;  y  such  blockbusters  as  Galaxy  Quest  and  Big  Momma's 
Hi     ••  f ;_:.;.  i'  smattering  of  video  productions. 

1.    -       :    .  the  fence  about  buying  a  digital  TV,  here's  what 
before  you  suffer  through  the  sales  pitches  at 
.  tronics  retailer.  Think  about  what  you 
'.;  watch  it.  Don't  buy  any  TV  equipment 
orm  on  three  kinds  of  content:  high  def- 
'  standard  TV  programming.  HD  sets' 
;m  make  standard  TV,  the  programs 
often,  look  awful.  You  can  find  HD- 
ish  traditional  4:3  proportions  and 
icreen.  You  probably  don't  want  the 
''s  big-screen  mission.  But  you  sac- 
hey  force  traditional  programming 
I  black  bars  on  both  sides — and  if 


you  1)1 

your  h.. 

watch —  , 

until  you  \(- 

inition,  DVD 

dirty  secret  is  i 

you're  likely  to  w, 

ready  sets  in  both  i 

the  more  cineplex-lik 

4:3  set;  that  would  dek 

rifice  a  bit  with  16:9  bee  i. 

into  a  pillarbox  format,  w 

you're  not  careful,  the  bar  p.  tern  can  burn  itself  into  the  screen. 


High-def  sets  fall  into  three  basic  categories:  direct-v 
rear-projection  and  fi^ont-projection. 

Direct-view  sets  such  as  LCDs  and  good  old  tube  model; 
typically  bright  but  limited  in  screen  size.  High  definition  k 
fine  on  small  screens,  but  the  combination  doesn't  make  n   > 
sense.  You  can  now  find  slim,  pricey  plasma  screens  with  di>  '- 
nal  measurements  bigger  than  five  feet. 
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Plasma  HDTV:  Big,  flat  and  pricey.  And  who  hid  all  the  wires? 


Rear-projection  sets  using  multiple  traditional  tubes  are  by  far 
le  cheapest  big-screen  option,  but  the  units  can  be  heavy  and 
ngainly;  systems  based  on  LCDs  and  Texas  Instruments'  mir- 
)r-flipping  DLP  chips  are  pricier  but  slimmer.  Virtually  all  rear- 
rojection  models  tend  to  lose  brightness  when  viewed  from 
/en  slightly  above  or  below. 

Front-projectors  of  any  technology  make  it  easy  to  fill  a  100- 


inch  screen,  so  they're  the  choice  for  true  home  theater  and  par- 
ticularly well  suited  for  movies,  which  have  ahv.r,>.  been  meant 
to  be  viewed  by  reflected  light.  But  for  best  results,  front-projec- 
tion systems  demand  that  the  screen  be  chosen  wisely  and  the 
screening  room  be  dark.  If  you  like  to  watch  the  ball  game  and 
read  the  sports  section  at  the  same  time,  front-projection  is 
probably  not  for  you.  And  projection  sets,  front  or  rear,  will 
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require  replacing  an  expensive  lamp  every  2,000  hours  or  so. 

Once  you've  settled  on  the  basic  style  of  TV  set,  it's  time  to. 
think  about  the  technologies  that  deliver  the  picture:  cathode- 
ray  tubes  or  fixed-pixel  systems  such  as  LCD,  plasma  and  DLP. 

Venerable  cathode- ray  tubes  remain  the  dominant  technol- 
ogy. Since  CRTs  work  by  painting  lines  on  a  blank  screen,  they 
have  the  advantage  of  being  able  to  adapt  to  incoming  signals  by 
changing  their  output.  If  a  high-def  signal  comes  in  with  1,080 
interlaced  lines,  a  tube  system  can  adjust  its  picture  to  match.  If 
you  switch  to  a  standard  TV  signal  at  480  lines,  it  can  adjust  to 
reproducing  that  too.  Manufacturers  have  long  experience  with 
tubes,  but  they  are  subject  to  burn-in. 

Direct-view  CRT  sets  are  heavy  for  their  size,  and  they  can't 
deliver  the  really  big  pictures  that  can  make  high  definition 
seem  so  immersive.  CRT  rear-projection  units  are  the  cheap- 
est solution  for  big  HDTV  pictures  and  probably  the  best  at 
adjusting  to  handle  big  standard-definition  pictures  as  well. 
They  are  prone  to  alignment  problems  because  they  use  three 
separate  beams  of  light,  one  each  for  red,  green  and  blue. 
They're  big,  bulky  and  heavy.  Exemplary  but  expensive:  Sony's 
$4,200  KD-34XBR2. 

Tubes  also  remain  the  standard  in  fi^ont-projection.  But  CRT 


projectors  can  be  expensive  and  finicky  compared  with  newer 
tech  competition. 

Fixed-pixel  systems,  instead  of  painting  lines  on  the  screen  a 
CRTs  do,  light  up  an  immovable  grid  of  tiny  dots,  or  pixel; 
across  the  screen.  Each  screen  can  display  a  single  best  "native 
resolution,  and  pictures  from  all  others  must  be  mathemati 
cally  "scaled"  to  fit.  The  de  facto  high-definition  signal  standar 
comes  in  at  1,920  x  1,080  pixels.  A  panel  or  projector  that  ca: 
display  only  1,280  x  720  pixels — the  minimum  for  true  hig 
def — will  be  forced  to  discard  more  than  a  million  pixels.  Th? 
sounds  horrible,  but  the  truth  is,  you  may  never  notice.  So  fa 
no  fixed-pixel  system  in  the  consumer  market  can  display  any 
where  near  the  higher  count,  but  lots  of  lesser  system 
look  great. 

One  big  problem  with  fixed-pixel  systems  is  "upconverl 
ing,"  taking  a  standard-definition  image  and  blowing  it  up  t 
fill  far  more  pixels  than  it  actually  delivers.  W^hereas  a  tube  S( 
will  at  worst  simply  adjust  its  scan  lines  to  fill  the  screen,  frxec 
pixel  systems  are  forced  to  compute  which  information  to  mu 
tiply  and  which  to  throw  away.  The  process  almost  always  gunl 
up  the  image  with  unpleasant  visual  hiccups.  Although  fixec 
pixel  displays  often  look  better  than  tubes  on  high-quality  m; 


What's  On 

Digital  channels  have  been  on  the 
air  since  1998.  Depending  on 
who's  counting,  there  are  now 
more  than  500  local  stations  transmit- 
ting digital  signals.  But  that  doesn't 
mean  all  high  definition,  all  the  time. 
What  does  it  mean? 

High-definition  signals  that  aren't. 
Anything  shot  with  old-style  analog 
video  equipment— which  includes  most 
sports  and  news  programming  as  well 
as  many  prime-time  shows— can  only 
?je  "upconverted"  to  an  attractive  ver- 
sion uf  its  fuzzy  original  self. 

^iliri-based  content  is  a  far  better 
match  for  high  def,  but  quality  varies 
depending  on  how  much  care  is  taken 
in  the  process.  On  one  recent  night,  the 
CBS  sitcom  Sra;ri  and  Alice  looked 
grainy  and  flat;  the  Jackie  Gleason 
biopic  that  followed  was  stunning  in  its 
depth  and  clarity. 

Corner-cutting.  Local  broadcasters 
haven't  bothered  to  retrofit  their  entire 
operations  with  expensive  high-def 
equipment.  The  typical  "high  def"  local 
news  show  starts  with  gorgeous  wide- 
screen  close-ups  of  the  anchors  but 


shrinks  the  screen  and  the 
quality  when  it  goes  remote 

High-def  sports  broad- 
casts often  make  do  with 
less  equipment  than  usual. 
The  result:  Fast  breaks  that 
are  so  clear  you  can  make 
out  every  individual  fan  in  the  stands 
are  marred  by  fuzzy  graphics  and  stan- 
dard-definition replays  slapped  on  top. 

Delivery  problems.  In  many  cases 
the  only  way  you  can  get  favorite  net- 
work shows  in  high-definition  (if  they're 
presented  that  way  in  the  first  place)  is 
a  throwback  to  1950:  over  the  air  via  a 
roof  antenna— or,  if  you're  lucky,  indoor 
rabbit  ears.  You  may  be  out  of  luck  if 
you  live  where  reception  is  poor,  which 
includes  my  house  in  Seattle  and  much 
of  New  York  since  the  World  Trade  Cen- 
ter antennas  were  destroyed.  But  more 
cable  systems  are  beginning  to  deliver 
high  def 

CBS  has  been  the  most  aggressive 
of  the  major  networks  on  the  HD  front, 
now  broadcasting  all  of  its  comedies 
and  dramas  in  high  def,  along  with  The 
Young  and  the  Restless  and  some 
sports  events.  ABC  comes  in  second, 
with  lots  of  shows  some  nights,  few  on 


others.  NBC  is  a  weak  third, 
though  Jay  Leno  appears  in 
high  def  nightly.  PBS  and  the 
WB  do  HD  now  and  then;  Fox 
offers  no  high-def  at  all. 

The  satellite  providers 
each  offer  a  high-def  version 
of  the  eastern  feeds  of  HBO  and  Show- 
time. West  Coasters  get  the  shows 
three  hours  earlier  than  usual,  but  have 
no  way  to  record  them.  Though  you  can 
watch  The  Sopranos  and  some  movies 
in  gorgeous  HD,  many  shows  on  HBO 
and  Showtime  are  simply  fuzzy  upcon- 
verted versions  of  standard-def  fare. 

Both  systems  offer  pay-per-view  HD 
movies  from  sources  other  than  the 
major  studios.  DirecTV  offers  the  beau- 
tiful but  inconsistent  HDNet,  the  chan- 
nel most  often  used  for  store  demon- 
strations; Dish  includes  a  special 
version  of  the  Discovery  Channel  and, 
in  cities  where  CBS  owns  its  local  affili- 
ate, the  CBS  high-def  feed. 

A  surprising  number  of  local  sta- 
tions hide  or  omit  HDTV  schedule  infor- 
mation on  their  Web  sites.  Two  good 
sources  for  high-def  schedules,  both 
satellite  and  broadcast,  are 
Hdtvgalaxy.com  and  Titantv.com.— S.M. 


f 


144      F    O    R    15    i;   S   ■   Novemlx-r  11,2002 


A 


JML^  eStpression    ^ 


THE  SAMSUNG  aSOO  COLOR  PHONE. 

Open  up  with  the  Samsung  Color  Phone. 
True  vivid  colors  to  reveal  the  real  you. 

•  Advanced  polyphonic  ringers  and  sound 

•  Full-action  games 

•  Enhanced  Internet  experience 

•  Voice-activated  dialing  and  recognition  ■ 

•  Personal  organizer 

Find  out  more  at  www.samsungusa.com/wireiess 


SAMSUNG  DIGITa/i 
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terial,  they  tend  to  look  far  worse  on  low-def  channels. 

The  fixed-pixel  pack  includes: 

LCD:  Thin,  flat  LCD  TV  sets  that  look  like  computer 
monitors  are  getting  cheaper,  but  they're  still  extremely 
costly  compared  with  their  tube-based  brethren.  The 
few  HD  models  that  exist  are  small  and  pricey.  Example: 
Samsung's  model  LTM405W,  at  nearly  $10,000  for  a  40- 
inch  display — roughly  double  the  cost  of  a  comparable 
plasma  screen.  Avoid  LCD  projection  systems,  which  are 
falling  behind  DLP  technology  in  picture  quahty.  LCDs 
tend  to  generate  a  "screen  door"  effect  that  reveals  the 
gridlike  pixels  creating  the  image. 

JVC's  promising  D-ILA  technology  uses  liquid  crys- 
tals in  an  unusual  way — by  mounting  them  directly  on 
chips  that  control  the  way  they 
behave.  The  company's  $10,000  DLA- 
SX21  front-projector  displayed  beauti- 
ful images  at  the  CEDL\  show. 

Plasma:  Plasma  flat-panels  are  the 
slim  and  sexy  supermodels  of  the 
home  theater  world.  They've  grown 

bigger — now  up  to  63  diagonal  inches — but  their  thinness 
makes  them  relatively  easy  to  fit  into  a  room  without  domi- 
nating it.  They're  hardly  cheap:  42-inch  models  start  around 
$3,000,  50-inchers  around  $6,500.  And  though  they  can  and 


Sharp's  DT-200 
projector:  The 
picture  looks 
a  whole  lot 
better  when 
you  turn  out 
the  lights. 


What's  Coming 


It  took  more  than  50  slet  py  yeais  It)  beg:.T  the  trm oi- 
tion  from  analog  television  to  digital.  Now  TV  is 
changing  faster  than  ever. 
In  the  next  two  years  Sony  plans  to  unveil  HD  sets 
using  a  new  display  technology  called  Grating  Light 
Valve  licensed  from  Silicon  Light  Machines.  This  little 
miracle  involves  using  tiny  chip-mounted  diffraction 

gratings  and  laser  light  passed  over  them  via  a  scanning  mirror.  Sony  claims  it 
can  produce  double  the  color  range  of  traditional  CRTs. 

DVDs  will  soon  get  enough  capacity  to  hold  HD  movies.  Nine  consumer  elec- 
Uomca  firm  agreed  in  February  to  standardize  and  promote  a  new  format  called 
"Biu-!  ay  Disc"  that  uses  a  shortwave  blue-violet  laser  to  read  more  than  two 
hours  of  high-definition  content  stored  on  a  DVD-size  platter. 

Today's  high-definition  sources  are  scrunched  down  with  MPEG-2,  a  long- 
lived  standard  also  used  by  DVDs.  But  newer  algorithms  offered  by  the  likes  of 
RealNetworks,  Microsoft  and  the  MPEG-4  consortium  promise  to  compress  con- 
tent down  to  significantly  fewer  bits  without  sacrificing  quality.  That  could  free 
up  bandwidth  for  local  high-def  channels  over  satellite  or  more  high-def  chan- 
nels over  cable  systems.  It  could  also  work  with  online  downloads  or  create 
DVDs  that  can  stuff  far  more  infoi  mation  onto  a  single  disk.  The  good  news:  It 
would  work  with  today's  HDTV  equipment.  The  bad  news:  You'd  still  have  to  re- 
place your  DVD  player  And  an  easy  way  to  record  HD  for  time-shifting  at  home 
is  still  missing.  EchoStar's  Dish  Network  is  developing  two  TiVo-like  boxes,  but 
until  they  arrive  next  year,  the  only  alternatives  are  DVHS  tape  or  the  hard  disk 
of  a  PC  using  a  $350  tuner  card.  —S.M. 
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often  do  deliver  dazzling  high-definition  images,  closer  in 
spection  often  reveals  those  images  to  lack  gradation  in  th 
brightest  and  darkest  portions.  Burn-in  can  be  a  problem  an 
so  can  stuck  pixels,  bright  dead  zones  as  unsightly  as  a  gree: 
pimple. 

Careful  comparisons  at  the  CEDLA  shov 
convinced  me  that  plasma  screens  wit 
similar  specifications  produce  wildly  dif 
ferent  image  quality.  Watch  out  for  low- 
cost — well,  relatively  low-cost — screen; 
with  too  few  pixels  or  electronics  inade 
quate  to  produce  true  high  def.  Plasm; 
screens  can  be  particularly  ugly  when  dis 
playing  traditional  TV. 

DLP:  Texas  Instruments'  mirror-flippinj 
chips  have  been  gaining  popularity  in  light 
weight  front-projection  units  designed  pri 
marily  for  PowerPoint  presentations.  Nov 
they've  become  centerpieces  for  homi 
theater,  with  the  best  models  using  a  nev 
chip  dubbed  HD2,  which  has  a  native  reso 
lution  of  1280  x  720  pixels,  enough  to  mak' 
the  highest  resolutions  look  superb. 

The  $12,500  Marantz  projector  win 
for  sheer  drool  factor,  but  also  excellent  ii 
the  same  exalted  price  range  were  tw< 
others  that  use  the  same  HD2  chip:  Sharp' 
$11,000  XV-ZIOOOOU  and  InFocus'  high! 
portable  $10,000  ScreenPlay  7200.  Bu 
even  Sharp's  portable  DT-200  project© 
($3,500),  which  uses  a  lower-end  DLP  chi; 
with  800  X  600  pixel  resolution,  looker 
good^and  its  short-throw  lens  produce^ 
a  huge  image  without  having  to  mount 


(»c 


I 


You're  looking  at  the  Mu(|j)-chip,  the  smallest  chip**  on  the  planet.  Mu-chip 
can  be  attached  to  most  things,  including  passports  and  bank  notes.  It  is 
revolutionizing  security  and  authentication  technologies  with  its  intelligent  data 
storage  abilities.  As  an  egg  brings  new  life,  so  Hitachi  is  always  looking  to  bring 
a  new  quality  to  life.  Hitachi  is  working  throughout  the  various  fields  of  life 
sciences,  this  includes  all  human  protein  analysis  through  which  lives  can  be 
saved  and  prolonged.  Small  wonders  building  big  futures.  Visit  Hitachi  on  the 
web  and  see  how  we're  inspiring  the  next  with  our  advanced  technologies  and 
Innovative  solutions. 

•Actual  chip  size  measures  0.4  mm  x  0.4  mm    "Smallest  RFID  (radio  frequency  identification)  chip 
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way  across  the  room. 

Samsung  puts  the  HD2  chip  into  its  50-inch,  $4,000  HLM507W, 
whose  less-than-80-pound  weight  and  22-inch  depth  makes  it 
downright  svelte  for  a  rear-projection  unit.  Images  were  excellent 
with  HD  source  material  and  good  with  DVD,  but  traditional  ma- 
terial was  sometimes  hard  to  watch.  In  bright  scenes  I  occasionally 
noticed  a  fleeting  rainbow  efifect,  a  distracting  byproduct  of  the 
DLP  system's  fast-spinning  color  wheel  that  produces  color  bars  in 
your  field  of  vision  when  you  shift  your  gaze. 

A  minority  of  HDTV  sets  include  built-in  tuners  that  can 
pluck  local  channels'  high-def  signals  from  the  air.  Others, 
including  many  high-end  models,  require  an  outboard  decoder 
box  of  some  sort,  whether  satellite,  cable  or  broadcast,  to  get 
HDTV  signals.  High-def  satellite  decoders  typically  decode  over- 
the-air  signals  as  well;  they  also  tend  to  cost  hundreds  of  dollars 
more  than  their  low-def  counterparts. 

The  more  inputs  an  HD  set  has,  the  better,  including  at  least 
two  component  inputs,  two  S-video  inputs  and  standard  inputs 
for  things  like  VCRs.  If  you're  going  to  use  the  set  for  games — be 
very  careful  about  bum-in — it's  handier  if  at  least  one  set  of  the 
inputs  is  on  or  near  the  front. 

One  crucial  input  is  DVI-HDCP,  which  stands  for  Digital 
Visual  Interface/High-Bandwidth  Digital  Content  Protection 
and  is  basically  a  way  to  protect  Hollywood's  content  from 
being  copied  in  digital  form.  You  can  bemoan  the  industry's 
desire  to  control  the  way  you  can  use  programs,  you  can  bewail 
the  idea  of  material  that  can't  be  copied  and  you  can  hope 
Hollywood  won't  be  able  to  make  it  stick.  But  if  studios  do 


What's  Tricky 


ft.^. :  antz's  VP-I2S2  projector:  a  $12,500  dream  machine. 

end  up  encrypting  programs  you  want  to  watch  and  allowing 
them  to  travel  only  over  this  conduit — a  scenario  that  many 
observers  deem  unlikely — you're  out  of  luck  without  one, 
since  there's  simply  no  way  to  retrofit  a  unit  that  lacks  it.  Since 
many  new  HD-capable  units  include  the  DVI-HDCP  connec- 
tor, it  makes  sense  to  get  one — but  watch  out  for  DVI  jacks 
that  lack  HDCP. 

One  more  connector  is  worth  noting:  FireWire,  a.k.a.  IEEE 
1394.  For  the  moment  it's  the  only  way  to  send  programming 
digitally  to  a  high-definition  recorder  such  as  JVC's  $1,000 
HM-DH30000  model,  which  uses  a  new  tape  format  called 
DVHS.  A  FireWire  connector  in  a  set  or  a  decoder  box  helps 
future  proof ;,  our  investment.  But  for  now  FireWire  is  avail- 
able only  on  Mitsubishi  models  and  a  smattering  of  others, 

148      FORBES"  November  11,2002 


Take  a  look  at  tKat  slim  plasma  screen  hanging  on  the 
store  wall  with  gorgeous  Van  Gogh  images,  and  you 
may  not  bother  wondering  where  all  the  wires  went. 
But  there  are  moTe  than  a  dozen  to  worry  about,  for 
speakers,  set-top  box,  antenna, 
DVD  player,  VCR,  PVR  and  who 
knows  what  else.  Somebody  has 
to  hide  them. 

With  front  projection,  you've 
got  a  screen  to  worry  about;  for  my 
tests  I  used  Stewart  Filmscreen's 
FireHawk  material.  But  I  didn't  have  to  worry  about  making 
the  screen  disappear  when  not  in  use.  And  any  complex 
system  will  beget  a  roomful  of  remote  controls  unless  you 
integrate  them  with  something  like  the  Philips  Pronto. 

All  the  TVs  I  tested  needed  subtle  tweaking  to  make 
the  picture  look  its  best.  You  can  try  this  yourself  with 
setup  DVDs  like  the  excellent  Avia  Guide  to  Home 
Theater,  but  at  some  point  you  may  need  to  find  and 
maneuver  through  the  set's  "service  menus,"  which  are 
generally  hidden  from  mere  mortals  to  keep  them  from 
screwing  things  up. 

When  you  watch  standard  TV  on  a  wide-screen  set, 
you  have  to  choose  whether  to  put  the  image  in  the  mid- 
dle of  the  wide  screen  with  blank  vertical  bars  at  the 
sides,  or  use  the  TV's  electronics  to  zoom  or  stretch  it  to 
fill  the  screen  at  the  expense  of  distorting  or  losing  some 
of  the  image.  With  phosphor-based  technologies— CRT 
and  plasma— manufacturers  recommend  viewing  the  pic- 
ture-in-the-middle  mode  no  more  that  15%  of  the  time  you 
use  the  set.  Otherwise  you  risk  burning  the  bar  pattern 
into  the  screen. 

Unless  you  dote  on  such  arcana  and  your  system  is 
relatively  simple,  consider  hiring  somebody  with  home 
theater  installation  expertise.  The  finder  service  at 
www.cedia.net  is  a  good  place  to  start.  —S.M. 


as  well  as  a  few  decoders. 

HDT\''  generally  sounds  better  than  old-fashioned  T\^  thank 
to  six-channel  audio  that  beats  standard  TV's  mono  or  steret 
You're  likely  to  need  a  receiver  to  drive  six  speakers — particu 
larly  if  you  have  a  plasma  or  front-projection  display,  whic 
often  omit  the  speakers  entirely. 

Get  yourself  to  a  showroom  and  see  what  my  fiiends  wei 
wowing  about  in  my  living  room.  You  may  be  so  smitten  wit 
watching  big,  crisp,  gorgeous  wide-screen  images  from  the  con: 
fort  of  your  La-Z-Boy  that  you'll  find  yourself  staring  slacl 
jawed  at  anything  at  all  you  can  find  in  high  def — say,  the  thir 
rerun  in  a  week  of  Bikini  Destinations:  On  Location  wit 
TheBikiniNetwork.com  at  Lake  Powell  on  Internet  billionaii 
Mark  Cuban's  sateUite-delivered  HDNET.  I 
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ART  I   IN  A  SERIES:   FOCUS  ON   LIFE   SCIENCES 


1  Life  Sciences  Corridor,  Both 
:ures  and  Companies  Gro\A/ 


<ery  Eckhoff 

^^M  or  business  start-ups,  2001  was 
^^  no  time  to  be  out  looking  for 
I       funding — except  in  Michigan. 

r  the  last  three  years,  a  program 
arheaded  by  the  State  of  Michigan's 
jnomic  Development  Corporation 
EDO  has  shown  what  innovation,  col- 
oration and  some  well-placed  seed 
ney  can  do  to  spur  investment,  jobs 

life-saving  research. 
Vith  $1  billion  from  its  tobacco  settle- 
nt,  the  state  established  the  Michigan 
!  Sciences  Corridor,  a  project  that  has 
apulted  Michigan's  life  sciences 
ustry  into  the  spotlight  and  22 
technology  businesses  in  2001  alone 
),  well,  business. 

.t  nearly  $2  billion,  Michigan's  life 
jnces  industry  is  growing  fast.  For  the 

five  years,  the  state  was  Site  Selec- 
1  magazine's  top  pick  for  new  busi- 
s  mvestments  and  expansions,  as 
I  as  Coopers  &  Lybrand's  number  one 
ie  for  business  attraction  and  reten- 
1  programs,  according  to  Corporate 
•■ation  magazine.  Michigan's  resources 
m^ny;  20,000  life  sciences  workers, 
r  of  the  nation's  top  academic  and 
earch  institutions,  prominent  scien- 
5  and  a  progressive  business  climate 
t  includes  tax  incentives,  incubators 

SmartZones'". 

ince  It  began  in  1999,  the  Michigan 

Sciences  Corridor  (MLSC)  has  award- 
Si  50  million.  The  Corridor's  biggest 
ject  to  date  is  the  Core  Technology 
ince  (CTA),  a  network  of  five  advanced 
nnology  facilities  being  developed  for 

by  Michigan  researchers  affiliated 
^  universities,  private  research  insti- 
is  and  biotechnology  or  pharmaceuti- 
'irms.  The  centers  will  focus  on  genet- 


ically modified  animal  research,  automat- 
ed gene  sequencing,  determining  protein 
structure  and  function,  and  developing 
scientific  computation  tools  for  analyzing 
the  complex  data  from  living  systems. 

"This  is  an  unprecedented  effort  to 
pull  Michigan's  leading  research  institu- 
tions together  to  share  very  advanced 
laboratory  facilities  that  might  otherwise 
be  out  of  reach,"  says  Fawwaz  T.  Ulaby, 
chairman  of  CTA's  executive  committee 
and  vice  president  of  research  at  the 
University  of  Michigan. 

The  Life  Sciences  Corridor  also  has 
helped  a  variety  of  start-ups  get  off  the 
ground.  These  include  Velcura  Therapeu- 
tics, a  biotechnology  company  founded  in 
2001  by  Dr.  Michael  Long,  a  University  of 
Michigan  Medical  School  Department  of 
Pediatrics  professor.  Velcura  knows  how 
to  grow  human  bone  outside  the  body, 
"something  that's  been  done  with  other 
tissues,  but  for  bone  growth,  it's  a  first," 
Long  states.  The  company  hopes  to  use 
its  breakthrough  technology  to  discover 
cures  for  bone  disorders. 

Support  to  Integrated  Sensing  Systems 
helps  this  cutting-edge  firm  create  mar- 
ketable prototypes  of  sensing  systems 
small  enough  to  fit  in  the  eye  of  a  needle 
and  take  key  measurements  inside  the 
body.  The  Van  Andel  Research  Institute 
(VAI),  one  of  Michigan's  newest  facili- 
ties, is  undertaking  research  into  a 
reagent  it  had  been  testing  for  imaging 
in  mouse  models.  "These  antibodies  are 
used  to  image  tumors  that  express  a 
specific  antigen  that  VAI  had  been  work- 
ing on  for  a  number  of  years,"  says  the 
facility's  director,  Dr.  George  Vande 
Woude,  a  former  head  of  the  National 
Cancer  Institute. 


Frorx)  top:  Technician  using  MALDi-QTOF 
mass  spectrometer;  two  medical  pressure 
sensors  in  a  needle 's  eye;  the  Van  Andel 
Research  Institute;  technicians  working  in 
clean  room. 

For  these  start-ups,  the  MEDC's  sup- 
port was  critical,  not  simply  because  of 
the  economy,  but  because  they  were 
new  and  perceived  as  risky  by  venture 
capitalists.  "Investing  $50  million  a  year 
IS  a  potent  catalyst,  encouraging  com- 
panies and  institutions  to  share  ideas  and 
research,  license  that  research  out  of  the 
universities,  and  get  it  working  and 
curing  people,"  says  MEDC's  president 
and  CEO,  Doug  Rothwell.  "Before,  that 
research  stayed  in  the 
library,"  he  notes.  "Now 
It's  on  the  street." 

For  more  information  on 
the  Life  Sciences  Corridor 
and  other  MEDC  services, 
call  1-800-946-6829  or  visit 
www.michigan.org.        ■ 


Over  40%  growth  in  electricity  derriand  projected  over  the  next  20  years 
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.•«rci:  Energy  Informaiion  Adminiitrailon 


THE   FUTURE  IS  GROWING   BRIGHTER. 

tleftricity  is  at  the  heart  of  innovation  in  the  American  economy.  And  electricity  will  continue  to  power  Americas  growth  for  years  to  come.  In  fact 
■:'8ctfii.!i7  demand  is  projected  to  grow  more  than  40  percent  over  the  next  two  decades. 

Shareholder-owned  electric  companies  are  doing  their  part  to  help  expand  the  economy.  Our  power  plants,  transmission  lines  and  distribution  systems  bring 
energy  to  Americas  homes  and  businesses,  and  a  proud  history  of  innovation  and  service  keeps  us  looking  ahead  with  a  keen  sense  of  the  challenges 
facing  the  energy  marketplace.  While  we  work  closely  with  regulators  and  policymakers,  we  are  committed  to  building  on  the  foundation  of  our  customers' 
and  investors'  confidence  as .  we  serve  America's  electricity  needs.  Most  important,  we  believe  in  the  future  of  America's  electric  power  industry. 


America's  Shareholder-Owned  Electric  Companies 


Real    Assets.    Real    Service.    Real    Growth. 


To    lEARN    MORE,  visii    Edison    Elecirk    Instiiuie's   WEB    siii    Ai    www.eei.org.  ©2002 


MARKETINtr 

Hungry 

Heart 


^an  Harlequin,  the  venerable  publisher 

otorious  for  cheesy,  cheapo  romance 

)ooks,  appeal  to  a  more  sophisticated 

rOWd?   BY  LEA  GOLDMAN 


lOR  NEARLY  HALF  A  CENTURY  HARLEQUIN 
Enterprises  Ltd.  has  peddled  lightweight  tales 
of  love  and  lust  told  on  cheap  paper  with 
orrid  covers.  Easy  to  laugh — unless  you're 
mong  the  women  of  a  certain  age  who  can't 
let  enough  of  those  dime-store  bodice- rippers, 
fhese  insatiable  fans  are  the  reason  the  world's 
argest  producer  of  romance  fiction  cranked 
ut  1,100  of  its  namesake  tides  last  year,  five 
mes  as  many  romance  books  as  Harle- 
uin's  closest  rival,  Kensington  Publishing. 
.\ll  that  hea\7  breathing  has  kept  share- 
Jers  satisfied,  too.  The  Toronto-based 
ilisher  is  the  most  profitable  unit  of 
Torstar,  the  media  company  that  trades  on 
the  Toronto  Stock  Exchange  and  also  owns 
popular  Canadian  newspapers,  including  the 
Toronto  Star.  Harlequin  posted  $74  million  in 
operating  income  (earnings  before  interest, 
taxes,  depreciation  and  amortization)  on  $377 
million  in  sales  last  year.  Since  October  of  1999 
Torstar  has  averaged  19%  annual  returns. 

But  like  all  great  love  stories,  there's  drama 
here:  Earnings  and  sales  in  the  Harlequin  divi- 
n  have  been  sluggish  since  1997.  That's  when 
tne  popular  "chick  lit"  publishing  category  took 
off  with  the  success  of  Penguin  Putnam's  Brid- 
get Jones's  Diary,  a  bestseller  about  a  single  gal  • 
and  her  dating  woes.  It  inspired  a  hit  movie 
and  spawned  a  slew  of  copycat  tales  from 
"Minstream  publishers. 

Since  then.  Harlequin  has  lost  younger  readers  to 


Lusting  after  a  bigger  audience:  Harlequin  Enterprises' 
Donna  Hayes. 
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bigger,  more  marketing-sawy  publishing  houses  that  deUver 
women's  fiction  that's  more  contemporary  and  lively  than  Har- 
lequin fare.  Much  of  this  new  stuff  is  aimed  at  young  single 
women  who  want  to  read  novels  about  guys,  shopping  and  the 
search  for  the  perfect  hair  color,  such  as  The  Dominant  Blonde,  by 
HarperCollins'  Avon  Books.  But  this  year,  too,  there  are  some 
hip  new  books  aimed  at  older  gals — Harlequin's  sweet  spot — 
like  /  Don 't  Know  How  She  Does  It,  a  hot  book  released  last  month 
by  Knopf.  It's  about  a  thirtysomething  Londoner  who  juggles 
two  kids  and  a  job  as  a  hedge- hand  manager. 

These  books  are  romancing  Harlequin's  readers  and  keep- 
ing younger  women  from  dis- 
covering its  more  old-fash- 
ioned tales,  frets  Donna 
Hayes,  Harlequin's  new  pres- 
ident and  publisher.  Consider 
Harlequin's  graying  reader- 
ship base:  In  1992  the  ro- 
mance publisher's  average 
reader  was  39.  Today  she's  47. 

And  mainstream  publish- 
ers are  poaching  some  of  Har- 
lequin's star  writers.  One  of  its 
most  popular  scribes,  Nora 
Roberts — ^better  known  by  her 
nom  de  plume  J.D.  Robb — re- 
cently ditched  the  publisher 
for  Penguin  Putnam,  which 
owns  Viking.  (Harlequin  still 
publishes  her  backlist.) 

Now  long-sleepy  Harle- 
quin is  fighting  back.  Under 
Hayes,  it's  pushing  a  new  se- 
ries of  modern  women's  fic- 
tion under  an  imprint  called 
Red  Dress  Ink.  The  books, 
such  as  Dating  Without  Novo- 
.  I'i'ie  and  Milkrun,  target  sin- 
v,;v  gals  who  are  more  than 
two  decades  younger  than  Harlequin's  average  reader.  These  books 
are  no  more  likely  to  win  literary  prizes,  but  they  are  more  con- 
temporary: Heroines  have  a  better  chance  of  flitting  off  to  Europe 
alone  at  the  end  of  the  book  than  settling  down  with  Mr.  Right. 

These  new  tales  don't  come  cheap.  Red  Dress  paperbacks  sell 
for  $13  a  pop,  more  than  twice  as  much  as  a  traditional  Harle- 
quin. The  higher  price  tag  helps  offset  the  cost  of  producing  and 
marketing  these  books,  which  have  better-quality  paper  and  cover 
graphics  to  help  them  in  the  dog-eat-dog  battle  for  prominent 
shelf  space  in  mainstream  bookstores. 

It's  new  territory  for  Harlequin.  The  publisher  pioneered  the 
concept  of  stocking  cheap  paperbacks  in  discount  venues,  such  as 
dime  stores  and  supermarkets.  Thing  is,  the  single,  professional 
urbanites  who  are  Red  Dress'  target  readers  don't  buy  books  in 
those  places.  They  shop  in  traditional  bookstores.  "We  need  to  be 
in  more  bookstores,  certainly,"  says  Hayes,  46. 


So  Harlequin  is  aggressively  courting  traditional  book- 
sellers, including  Barnes  &  Noble  and  Waldenbooks.  Hayesj 
phes  the  chains  with  advance  copies,  fancy  display  racks  and  au-l 
thors,  like  Ariella  Papa,  who  are  made  available  for  readingsl 
and  signings.  Papa  read'from  her  Red  Dress  book  On  the  Verge! 
to  a  standing-room-only  crowd  not  long  ago  at  a  Barnes  &j 
Noble  in  Manhattan.  Harlequin  even  offers  to  pick  up  the  tabi 
for  splashy  Red  Dress  cocktail  parties,  like  the  one  held  in  Julyl 
at  the  flagship  Mondadori  bookstore  in  Milan.  And  there  arel 
big-screen  aspirations:  Harlequin  for  the  first  time  has  hired| 
an  agent  to  shop  Red  Dress  titles  to  Hollywood. 

It  costs  money.  This  yearl 


THIS 

much: 

to 

.give: 


The 
number  of  books  Harlequin 
sold  worldwide  in  2001. 

The  number  of  times 
beefcake  model  Fabio 
posed  for  a 
Harlequin  cover. 
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men  read 
romance  fiction  every  year, 
compared  with 
37.9  million  womeru 

The  average 
length  of  time  it  takes  to 
read  a  Harlequin 
paperback. 

Sources:  Harlequin  Ertterprises;  Romance 
Writers  of  America. 
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Harlequin  is  shelling  out  $10 
million  on  promotions  and 
ads — 42%  more  than  it  spent! 
five  years  ago — in  part  to  pro- 
mote its  Red  Dress  series  and 
Mira,  its  first  line  of  hardback] 
books,  which  cost  $20.  Bold 
faced  ads  pitching  "Life's  Littlel 
Curves"  appear  in  magazines 
like  People  and  Cosmopolitan,', 
featuring  images  that  grace  Red 
Dress  covers,  such  as  martini 
glasses  and  urban  chicks  in 
pointy-toed  pumps.  It's  also] 
landing  reviews  for  its  ne 
books  in  popular  magazine: 
another  first. 

Not  that  the  company  i 
shedding  all  its  old  stripes.! 
Harlequin  scrimps  by  solicit-| 
ing  manuscripts  from  young 
writers,  such  as  Sarah  Mly- 
nowski,  a  24-year-old  Harle- 
quin office  assistant.  Some  as- 
piring scribes  collaborate,  such 
as  the  group  in  Brooklyn,  N.Y., 
that  gathers  to  brainstorm  Red 


Dress  story  lines  over  muffins  and  mimosas.  The  writers  get  up- 
wards of  $10,000  for  each  manuscript,  although  they  can  make 
more  off  royalties  if  the  book  is  a  big  seller.  Harlequin  is  equally 
parsimonious  with  many  of  its  authors,  although  some  better- 
known  writers  command  $30,000  per  manuscript. 

Realizing  that  many  readers  wouldn't  be  caught  dead  with  a 
Harlequin,  Hayes  doesn't  put  the  corporate  name  anywhere  in 
the  pages  of  Red  Dress  or  Mira  books.  Still,  she's  counting  on  the 
new  brands  to  significantly  boost  Harlequin's  sales  over  the  next 
five  years.  It's  a  good  bet.  Even  though  the  contemporary  books 
currently  represent  just  5%  of  Harlequin's  North  American  saleSj 
the  contemporary  adult  fiction  market  is  more  than  twice  as  large 
as  the  $1.5  billion  (sales)  market  for  traditional  romances.  "When 
you  describe  us  in  ten  years,  you'll  say  we  are  the  world's  dominant 
player  in  women's  fiction,"  Hayes  says. 

Harlequin  tales,  after  all,  always  have  a  happy  ending.        F 
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WORKFORCE  IS  EASY. 

KNOWING  WHICH  THIRD 

TU  iviOVE  IS  THE  TRICKY  PART. 

Whether  you're  m()\ing  employees  to  another  time  zone  or  onto  anotb    ^ 
mvSAP™  HR  is  the  onl\  solution  that  helps  you  align  and  leverage  people  according  to  your 
company's  strategic  needs.  mySAP  HR  integrates  all  Human  Capital  Managemcnf  (unctions 
in  real  time  and  in  one  place,  so  managers  can  make  better  decisions  baseJ  >  r  .ic  big  picture. 
To  learn  more,  please  visit  sap.com  or  call  800  880  1727. 
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C'mon,  put  'em 

up:  Lorenzo  and 

Frank  Ferfitta  are 

trying  to  revive  a 

much-sullied  sport. 


BROTHERS 
IN  ARMS 

The  Fertitta  siblings,  who  have  built  a  casino 
fortune,  like  to  fight.  Can  a  passion  beget  a  business? 

BY  PETER  KAFKA 

LORENZO  FERTITTA'S  PARENTS  WOULDN'T  LET  HIM  BECOME  A  FIGHTER.  THEY  NEVER 
said  anything  about  running  a  fight  club.  Now  33-year-old  Fertitta  and  his  brother, 
Frank  III,  40,  get  to  do  just  that.  The  brothers'  day  job  is  running  Station  Casinos,  a 
$912  million  (2001  revenues),  second-generation,  off-the-Strip  casino  operator  that 
caters  more  to  Las  Vegas  locals  than  to  tourists  (nary  a  pirate  ship  nor  a  waterfall  in 
sight).  Their  passion  is  running  Ultimate  Fighting  Championship,  a  few-holds-barred  fight 
circuit  that  targets  young  men  with  bloodlust. 

Good  luck.  The  sport  got  its  start  a  decade  ago,  when  promoters  pitched  it  as  a  modern- 
day  gladiator  match  minus  the  big  cats.  A  species  of  "mixed  martial  arts,"  ultimate  fighting 
is  a  combination  of  boxing,  kickboxing  and  wrestling,  as  well  as  body  slams,  roundhouse  kicks 
and  forearms  to  the  face.  Matches  take  place  in  an  octagonal  ring  lined  with  chain-link  fence, 
and  fighters  win  by  a  judge's  decision  or  by  forcing  their  opponent  to  quit.  The  fights  gen- 
erated interest  from  pay-per-view  cable  audiences— and  disgust  from  the  morality  police. 
Under  pressure  from  politicians  like  Arizona  Senator  John  McCain,  they  were  banned  in 
some  states  and  eventually  dropped  fi-om  cable  TV.  Now  the  Fertittas,  who  bought  the  fi-an- 
chise  in  2001,  must  scratch  for  legitimacy  and  an  audience  that  is  less  inclined  to  watch 
wrestling  and  boxing. 

Call  it  a  draw,  so  far.  The  brothers  claim  their  holding  company,  Zuffa — colloquial  Ital- 
ian for  "fight" — is  breaking  even  on  revenues  of  $7.5  million.  They're  back  in  the  good 
graces  of  cable^  outfits  and,  to  a  lesser  extent,  state  regulators.  But  while  they've  increased 
viewership  fivefold  and  moved  from  2,000-seat  theaters  to  10,000-seat  arenas,  ultimate  fight- 
ing still  barely  qualifies  as  a  niche  sport.  "We  think  there's  an  interesting  business  opportu- 
nity, but  it's  high  risk,"  Lorenzo  admits. 

Still,  there's  less  at  risk  for  these  guys  than  for  run-of-the-mUl  fight  promoters.  Their 
26.5%  stake  in  Station — Frank  is  chairman  and  chief  executive,  Lorenzo  is  president — is 
worth  $220  million.  The  brothers  insist  they've  spent  little  on  the  fights  beyond  an  initial  in- 
vestment in  the  "low  seven  figures." 

Why  not  stick  to  running  slot  machines?  Lorenzo  Fertitta  was  first  exposed  to  the  sport 
itself  while  at  his  last  job,  as  a  member  of  the  Nevada  State  Athletic  Commission.  Then-UFC 
owner  Robert  Meyrowitz  had  come  to  the  state  board  seeking  approval  to  run  fights.  1  if 
commission  never  formally  ruled  on  the  request,  but  as  part  of  a  fact-finding  missio.n  Fer- 
titta flew  out  to  Iowa  to  watch  a  series  of  brawls.  "The  thing  that  really  shocked  me  •A'3i  tlie 
quahty  of  the  fighters,"  he  recalls.  "They  were  world-class  athletes.  I  had  this  perccpt-ri:  that 
these  were  just  guys  getting  off  a  barstool  and  trying  to  hurt  each  other." 

The  Fertittas  were  hooked.  They  started  taking  weekly  fighting  lessons  in  tfie  basement 
gym  at  Station's  headquarters;  lessons  morphed  into  daily  sparring.  (The  brodiers  say  their 
limited  liability  company  contract  calls  for  any  dispute  between  them  to  'x-  resolved  by  a  fight 
judged  by  Zuffa's  president.)  V^en  Meyrowitz  asked  them  to  buy  a  50%  stake  in  his  oper- 
ation in  2000,  they  bought  the  whole  thing  instead. 

Task  number  one:  getting  viewers.  That  meant  courting  In  Demand,  the  cable  consor- 
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7/7e  A77osf  important  component  in  an  end-to-en\ 
integrated  IP  network  is  the  beginning. 

At  Sprint,  we  believe  that,  in  the  end,  the  quality  of  service  you  get  depends  largely  on  the 
quality  of  the  planning  and  relationships  you  initiate  in  the  beginning.  This  is  particularly  true 
when  contemplating  the  positive  changes  and  formidable  challenges  a  single  network 
converging  voice,  video  and  data  can  mean  for  your  enterprise. 

Exceptional  quality  of  service  is  why  Sprint  takes  such  an  intensively  collaborative  and  detai 
approach  to  planning  your  IP  future.  And  why  our  relationship  with  Cisco®  is  so  important. 
Cisco  AVVID  (Architecture  for  Voice,  Video  and  Integrated  Data)  convergence  technology  is  t 
foundation  of  our  managed  IP  Telephony  solutions.  Combined  with  our  100%  digital,  fiber-of 
self-healing  nationwide  network  and  Sprint  Tier  One  OC-48/OC-192  IP  backbone,  the  benefi 
are  many.  You  can  get  high  reliability  and  performance,  industry-leading  SLAs  and  unsurpasi 
IP  connection  and  voice  quality. 

Economically,  few  things  reward  an  enterprise  more  than  a  well  planned,  implemented  and 
managed  IP  integration  strategy.  And  few  are  more  destructive  than  IP  false  starts,  piecemi 
not  turnkey  solutions,  or  a  provider  who  proposes  answers  without  asking  questions. 

So  let's  start  planning  today.  Call  1-888-970-4466  or  your  Sprint  account 
executive  to  set  an  appointment  Or  visit  www.ipmultiservice.com/sprint. 
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Sprint      ^O  Cisco 


Powered  Network 


For  a  limited  time,  sign  up  and  get  a 
Cisco  router  valued  at  $3500*. 
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im  tSat  controls  the  lion's  share  of  the 
y-per-%ievv  business.  At  that  time  only  18 
illion  households  with  satellite  dishes 
uld  get  the  fights;  Zuffa  needed  In  De- 
and's  customer  base  of  28  million,  too. 
It  cable  operators  were  wary — until  the 
rtittas  received  licenses  from  states  with 
ajor  fight  markets. 

Their  \  egas  roots  helped  the  brothers 
ick  open  some  doors  with  state  athletic 
mmissions  in  New  Jersey  and  Nevada. 
'  get  approval  they  had  to  agree  to  a 

ies  of  safety  rules:  Lightweight  gloves 
i  in,  for  instance;  kicking  your  opponent 
the  head  when  he's  on  the  ground  is 
.t.  They  also  upgraded  production  val- 
s,  booking  larger  venues,  adding  more 


*■  By  the  Numbers 

Smaller  Screen 

Excluding  movies  and  porn,  pay-pcr-vicw  dollars  have 
been  shrinking  since  1999.  due  to  (ewer  big-time  box- 
ing matches  and  declining  interest  in  pro  wrestling. 

$Z*Z  OllllOn  Total  pay-per-view  sales  in  2001. 

«I9  /o  Decline  in  pay-per-view  event 
revenue  since  1999. 

8  SBCOndS  Fastest  knockout  in  the  history  of 
ultimate  fighting. 

Sources:  Shownme  Event  Television: 
Uftif ruff  Fighting  OiMiiptOfishit}. 


'  cameras  and  a  sprinkling  of  lasers,  rock 
usic  and  fireworks  throughout  their 
ows.  "The  Fertittas  have  done  a  good 
3,"  says  Daniel  York,  senior  vice  presi- 
nt  at  In  Demand.  "They  produced  a 
tier,  safer  product  and  made  a  commit- 
ent  to  marketing  the  brand." 

But  the  clincher  was  their  willingness 
take  it  on  the  financial  chin.  Promoters 
rbig  boxing  matches  can  get  50%  of  the 
y-per-view  retail  price  fi-om  cable  oper- 
3rs.  The  Fertittas,  desperate  to  get  back 
ito  cable,  settled  for  much  less — an  esti- 
ated  40%.  "It  wasn't  like  I  was  coming  in 
th  [Lennox]  Lewis  and  [Mike]  Tyson," 
/s  Lorenzo.  "I  didn't  have  a  whole  lot  of 
gotiating  leverage." 

Which  makes  turning  a  profit  even 
agher.  The  Fertittas'  goal  is  150,000  buys, 
an  average  of  $30  each,  for  each  of  the  six 
e  events  they  put  on  every  year.  Right 


now  they're  getting  about  55,000  buys. 
That  forces  them  to  cover  the  $1.3  miUion 
average  cost  of  a  fight  with  revenue  from 
the  live  ticket  sales  and  by  airing  "best  of 
fights  six  times  a  year,  which  draw  about  a 
third  of  the  viewers  of  the  live  fights,  but 
cost  nothing  to  produce. 

They  could  use  a  marketing  boost.  Big 
boxing  matches  can  coimt  on  fi-ee  publicity 
fi-om  the  sports  press,  while  pro  wrestling 
puts  on  hours  of  fi^ee  television  every  week, 
all  designed  to  get  viewers  to  buy  pay-per- 
view  events  each  month.  Zuffa  hasn't  had 
much  success  wooing  the  mainstream 
press,  but  it  may  have  more  luck  with  TV.  In 
August  it  ran  two  hour-long  shows  on  Fox 
Sports  Net,  which  says  the  heavily  pro- 
moted fights  got  a  spike  in  view- 
ership  from  the  boxing  show 
that  normally  ran  in  that  slot. 
The  brothers  are  looking  for  a 
cable  network  to  air  a  weekly 
show;  the  major  broadcasters 
are  a  poor  bet,  thanks  to  an  al- 
ready fijll  schedule  of  program- 
ming and  NBc:'s  calamitous  ad- 
venture with  the  XFL. 

Growth  also  depends  on 
winning  over  more  state  com- 
missions. New  York,  which 
banned  the  sport  in  1997, 
doesn't  plan  to  reconsider  its  de- 
cision, but  California,  a  hotbed 
of  martial  arts  and  ultimate 
fighting's  largest  potential  customer  base, 
may  come  aboard  soon.  A  proposal  to  li- 
cense the  sport  is  under  review  and  could 
be  approved  in  six  months.  Meantime,  the 
Fertittas  are  trying  to  boost  the  entertain- 
ment value  of  the  brawls,  introducing  rules 
to  decrease  the  amount  of  time  fighters 
spend  locked  in  holds  on  the  ground  and 
paring  the  number  of  fighters  under  con- 
tract so  fans  will  see  the  same  stable  of  grap- 
plers  more  fi-equently,  as  in  pro  wrestling. 

Expect  to  see  a  lot  more  of  Phil  (New 
York  Bad  Ass)  Baroni,  who  arrives  at  fights 
in  a  red  satin  robe  with  an  entourage  of  ring 
girls.  And  Chuck  (The  Iceman)  Liddell,  who 
sports  a  bright  green  Mohawk  and,  less  well- 
known,  a  B.S.  in  business  ft^om  California 
Polytechnic  State  University  in  San  Luis 
Obispo.  The  brothers  promise  they  won't 
gin  up  storylines  to  make  the  fights  more 
popular.  Says  Lorenzo,  "We're  purists."    F 
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ENTREPRENEURS 


THE  SINGLE-ENGINE  PLANE  SPEEDS 
down  a  runway  bounded  by  corn- 
fields, its  tail  wheel  jostling  about 
until  Jerry  K.  Mehlhaff  pulls  the  stick  to 
lift  the  two-seater's  nose  upward.  A  rush  of 
weightlessness  sets  in  as  the  plane  soars 
above  Wisconsin's  bright  autumn  treetops 
and  the  glistening  Fox  River. 

"Are  you  ready  for  some  aerobatics?" 
Mehlhaff  says.  No  need: 
What  he  and  his  former 
wife,  Charlene,  have  done 
to  revive  the  once-defunct 
planemaker,  now  called 
American  Champion  Air- 
craft, qualifies.  At  one 
time  bankrupted,  then  ne- 
glected, the  company 
earned  $1.2  million  pre- 
tax on  sales  of  $8  million 
last  year  by  custom-build- 
ing 1940s-style,  light- 
weight planes  with  a  base 
price  of  $71,000  to 
$11 1,000  apiece. 

How  can  a  small  air- 
craft maker  gross  15%  on 
sales  in  an  industry  where 
the  average  profit  margin 
runs  9%  to  12%?  The  key 
is  keeping  overhead  low — 
little  advertising,  for  ex- 
ample— and  producing 
virtually  everything,  save 
the  Textron  Lycoming 
four-cylinder  engine  and 
propeller,  in-house.  By 
oiitrast,  competitors  like 
'^ssna  typically  outsource 
40%  of  their  parts. 

There  has  been  turbu- 
lence aU;iig  the  way.  Be- 
cause of  a  drop-off  in  sales 
due  to  9/11,  Champion 
will  probably  net  only  $:-!50,000  this  year 
on  sales  of  $7.2  million.  I'he  K'lehlhaffs, 
who  each  own  half  of  the  company,  sepa- 
rated in  1992  and  divorced  in  1996, 
putting  strains  on  the  operation. 

These  days  each  runs  a  different  side 
of  the  business — Charlene,  58,  does  the 
books;  Jerry,  60,  runs  the  factory  and 
tesl -flies  the  planes.  "We  are  partners," 
says  Charlene,  who  stands  a  head  taller 
than  Jerry.  "If  there  are  disagreements 


and  we  can't  work  it  out,  we  go  out  in  the 
parking  lot,"  she  jokes.  "Having  a  brown 
belt  helps." 

Fixing  the  Champion  brand  called  for 
a  different  kind  of  discipline.  Both  pilots, 
the  Mehlhaffs  bought  the  former  Cham- 
pion Aircraft  for  $400,000  in  bank  loans 
back  in  1988  for  salvage — 14  rail  boxcars 
of  parts,  dies  and  machinery,  along  with 


Kodak      E100VS      0461 


PROPPED  UP 


Ready  for  some  aerobatics?"  Jerry  minds  the  plant,  Char  the  books 


The  Mehlhaffs  rescued  a  small  aircraft 
by  taking  production  almost  totally  in 

BY  MARK  TATGE 

FAA  certificates  approving  the  airworthi- 
ness of  tlie  original  two-seater  design.  The 
parts  business  raised  enough  cash  to  start 
updating  aircraft  models.  Plowing  $1.7 
million  in  loans  and  savings  into  build- 
ings, tools,  dies  and  welding  equipment, 
the  couple  began  production  in  1991,  de- 
livering 14  planes  and  netting  $125,000 
piotiix  on  sales  of  $1.2  million. 

Today  production  hangars  sit  along  an 
airstrip  on  a  300-acre  farm  in  Rochester, 


Wis.  Inside,  nonunion  welders,  paid  $1 
to  $19  an  hour,  fashion  a  fuselage  out  c 
high-carbon  steel  for  the  planes,  whic 
-come  in  five  basic  models.  A  lightweigi- 
Dacron,  spray-painted  to  a  high  gloss,  co\ 
ers  the  body.  The  finished  plane  is  ex 
tremely  light — 1,200  to  1,600  pound 
(empty),  compared  with  a  Cessna  4-set 
1 72  Skyhawk  at  1 ,620  pounds — and  ca 
be  wheeled  out  of 
hangar  by  two  people. 

About  90%  of  a  craft 
3,000  parts  are  molde 
and  machined  at  Amer 
can  Champion.  That  w£ 
the  Mehlhaffs  save  at  lea 
$30,000  per  plane.  Jer: 
recently  dumped  a  sunP 
plier  charging  $8  a  foot  f< 
fabricated  steel  used  f(! 
wing  struts;  he  now  bui 
the  steel  (59  cents  a  foo^ 
and  processes  it  himst 
for  a  total  cost  of  $2  a  fo( 
Making  their  ow 
parts  has  allowed  tl 
Mehlhaffs  to  add  in. 
provements  popular  wii 
pilots.  Among  thei 
powder-coated  steel  in  f 
wings  and  fuselage  to  pi 
vent  corrosion  and  me 
wing  spars  instead 
wooden  ones.  Optio 
like  fancy  navigation  ek 
tronics,  larger  fuel  tanJ 
leather  seats  and  vacuui 
pump  fuel  systems  c 
add  50%  to  the  base  pri 
But  even  a  fully  load 
$150,000  craft  is  si 
$100,000  less  than  soi 
comparable  single-pro 
Price  helped  sell  Rh 
Grotzinger,  a  North  Carolina  telecom 
ecutive  and  a  typical  Champion  buyer, 
liked  the  fact  that  his  $120,000  Citabria 
plorer  costs  less  than  $2,000  to  insure  a 
is  relatively  easy  to  maintain.  1 
Mehlhafts'  planes  recall  "a  time  when  1 
ing  was  a  lot  more  simple,"  s. 
Grotzinger,  who  visited  Rochester  to  sel 
his  model.  "It's  sort  of  like  going  to  the  f 
niture  store  and  picking  out  your  couc 
he  says.  Only  this  furniture  levitates. 


company 
-house. 
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IT  WILL  HAPPEN  IN 
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SIGNS  OF  LIFE 

The  legendary  maker  of  the  Frisbee  and 
Hula  Hoop  is  trying  to  make  a  comeback. 

BY  DIRK  SMILLIE 
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Wham-0 

Chief  Mojde 

Esfandiari. 

RUNNING  A  TOY  COMPANY  REQUIRES 
more  than  a  few  hands-on  skills.  Just 
months  after  becoming  Wham-O's 
chief  operating  officer,  Mojde  (pro- 
nounced "MOISH-ta")  Esfandiari  was 
down  on  her  hands  and  knees,  grappling 
with  her  first  crisis. 

Furious  customers  had  returned  thou- 
sands of  defective  Slip  'N  Slide  water 
chutes.  "When  I  saw  the  profit-and-loss 
statement  for  that  category,  I  almost 
became  suicidal,"  she  recalls.  So  she  sum- 
moned the  operations  guys  into  her  San 
Francisco  office — later  moved  across  the 
bay  to  Emeryville — and  scrutinized  every 
inch  of  the  22-foot  water  slide,  whose  per- 
forated seams,  they  discovered,  could  eas- 
ily separate.  Esfandiari  recommended  pro- 
duction changes,  including  the  use  of 
stronger  PVC  that  could  be  heat-sealed,  not 
stitched.  The  quick  action  helped  revive 
sales — and  win  her  the  job  of  Wham-O's 
chief  executive  in  2000. 

That's  been  the  easy  part  of  trying  to 
revive  a  54-vear-old  legend.  Founded  by 
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best  friends  Richard  Knerr  and  Arthur 
(Spud)  Melin,  who  sold  homemade  sling- 
shots out  of  a  garage,  Wham-O  went  on  to 
peddle  some  of  the  world's  most  popular 
toys,  including  the  Frisbee,  Super  Ball  and 
the  Hula  Hoop,  which  by  1960  became  the 
first  toy  ever  to  sell  100  million  units. 

But  the  company  went  into  virtual  sus- 
pended animation  after  being  bought  by 
Kransco,  an  investment  firm,  for  $12  mil- 
lion in  1982 — and  nearly  died  of  neglect 
when  Mattel  acquired  Kransco  in  1994.  "In 
a  company  where  Barbie  is  queen,  it  was 
hard  to  sell  Super  Balls,"  says  the  Iranian- 
born  Esfandiari,  46,  who  joined  the  com- 
pany in  1997  as  chief  financial  officer. 

And  it's  still  tough  today — five  years 
after  Mattel  sold  Wham-O  to  the  Manhat- 
tan-based venture  firm  Charterhouse 
Group  and  a  bunch  of  investors  for  $20 
million.  Through  the  first  nine  months  of 
2002  the  company  claims  it  netted  $2  mil- 
lion on  sales  of  $40  million.  Esfandiari's 
goal  is  to  turn  it  into  a  $250  million  all- 
season  toymaker  in  three  to  five  years. 


So  far,  though,  she  has  been  equal 
parts  builder  and  demolition  expert.  In 
1999  she  eliminated  a  series  of  unprof- 
itable products  and  ended  unprofitable 
deals  with  retailers,  causing  a  $10  million 
dip  in  revenues.  "It  was  painful  medicine," 
she  says.  And  so  were  the  reports  from 
Target,  Wal-Mart,  Kmart  and  the  Sports 
Authority.  Their  beef:  Wham-O's  poor 
record  in  shipping  and  quality.  (Retailers 
complained  that  four  in  ten  Slip  'N  Slides 
were  being  returned.)  Esfandiari  says  she 
has  improved  the  company's  overall  rating 
with  retailers  who  keep  scorecards  on  ven- 
dors based  on  shipping  reliability  and 
inventory  in  stock.  Frequent  travel  abroad 
has  helped  generate  sales  in  places  like 
Germany  and  Austraha;  foreign  sales  this 
year  have  brought  in  17%  of  revenue,  up 
from  4%  three  years  ago,  but  still  half  what 
Mattel  and  Hasbro  achieve  overseas. 

Wham-O  is  banking  much  of  its  ftiture 
growth  on  cold  weather  and  on  the  fact 
that  40%  of  all  toy  sales  occur  in  the  las 
six  weeks  of  the  year.  Thus  the  company 
rolled  out  a  line  of  winter  products  for  th( 
first  time  last  year,  including  racing  sledsi 
and  a  colorful  group  of  "Snowboogies" — 
foam  boards  that  skid  along  the  snow. 

Thanks  in  part  to  a  long  winter,  sali 
were  brisk,  and  should  add  1 5%  to  the  top 
line  this  year.  The  September  acquisitior 
of  the  winter  and  summer  product  lines  o 
Redmond,  Wash.-based  Earth  &  Ocear. 
should  boost  next  year's  sales  by  $15  mil- 
lion, says  Paul  Mullan,  vice  chairman  a 
Charterhouse. 

But  it's  still  hard  to  turn  a  buck.  Com 
petition  comes  in  all  sizes.  And  whimsica 
products  breed  capricious  buyers.  "Adult 
drive  the  same  BMWs  for  20  years,"  say 
Mullan.  "But  kids  want  a  new  toy  every  tw« 
months."  Reaching  out  to  girls  may  help 
Last  year  it  sold  1  million  units  of  its  $2 
Baskin-Robbins  ice  cream  makers  ani 
Gummimakers. 

What  the  company  needs  is  a  stron 
dose  of  marketing  hype  from  the  ol 
days — not  just  upping  the  ad  budget,  79 
to  10%  of  sales,  but  returning  to  the  anti( 
of  Knerr  and  Melin.  Their  proxies  one 
dropped  a  giant  Super  Ball  from  the  top  ( 
a  23-floor  hotel  in  Australia.  It  bounce 
back  up  to  the  15th  floor — then  fell  t 
crush  a  convertible  parked  nearby.         I 
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MONEY  &  INVESTING 


Josef  Lakonishok  says  stock  prices  are  driven  by  gut-wrenching  emotion  that  smar 
investors  can  exploit.  Eugene  Fama  says  an  efficient  market  governs  prices,  which  mean 
stock  picking  is  a  cruel  illusion.  When  both  invest,  who  does  better?  |  BY  SETH  LUBOV 
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rHEY  ARE  THE  YIN  AND  YANG  OF  INVESTING— TWO 
academics  with  renowned  and  diametrically  opposed 
theories  on  how  stock  prices  are  set.  Eugene  Fama  is 
the  coauthor  of  the  efficient  market  theory,  which 
holds  that  stocks  are  accurately  priced  at  any  given 
ne  because  they  reflect  all  information  known  to  investors; 
erefore  stock  pricing  is  random,  and  any  notion  of  stock  pick- 
g  genius  is  a  cruel  illusion. 

Josef  Lakonishok  is  a  market  behaviorist,  one  of  the  best- 
lown  of  the  breed.  He  argues  investors  aren't  rational  at  all, 
iven  instead  by  fear  and  greed  and  other  elemental  emotions, 
ley  are  more  like  a  herd  of  frightened  animals,  betting  with  the 
it  instead  of  the  head;  this  lets  better- informed  investors  ex- 
oit  consequent  anomalies. 

The  efficient  market  theory  tells  you  that  prices  more  or  less 
Oect  the  value  of  the  company" — when  often  they  don't,  Lakon- 
lok  says.  "The  Internet  bubble,  the  media  telecom  bubble,"  he 
affs.  "How  can  you  explain  in  a  rational  way  valuations  that 
ade  absolutely  no  sense?" 

Lakonishok,  56,  and  Fama,  63,  happen  to  be  tennis  fanatics, 
id  even  once  settled  matters  on  the  court.  But  unlike  most 
5ry-tower  pontificators,  these  two  have  put  their  theories  to 
e  test  in  the  real  world.  Lakonishok,  a  finance  professor  at  the 
liversity  of  Illinois  at  Urbana-Champaign,  is  a  partner  in  LSV 
«et  .Management,  with  about  $8  billion  in  assets,  which  caters 
gely  to  institutional  investors  with  its  disciplined  approach  to 
lue  investing.  Fama,  a  finance  professor  at  the  University  of 
licago,  is  a  director  at  the  $34  billion  (assets)  Dimensional 
ind  Advisors.  Founded  and  run  by  two  ex-students,  David 
)oth  and  Rex  Sinquefield,  it  is  an  admired,  if  eccentric,  manager 
mutual  funds  available  to  the  public  through  fee-only 
lancial  advisers. 

While  their  styles  of  investing  are  as  different  as  their  acade- 
ic  approaches  to  finance,  both  have  posted  impressive  results  in 
fficult  times.  Though  only  one  of  Lakonishok's  eight  investing 
•ategies  is  up  for  the  year  through  Sept.  30,  all  have  handily 
aten  the  S&P  500;  his  flagship  large-cap  value  product  has  re- 
rned  13.2%  since  inception  in  1993,  compared  with  8.6%  for 
e  S&P.  For  Fama,  only  2  of  DFA's  38  funds  have  been  bested  by 
e  S&P  500  this  year,  and  1 1  actually  are  up  while  the  S&P  is  down 
%  year-to-date.  Compare  three  of  the  investment  strategies 
at  Lakonishok  runs  with  their  closest  matches  among  Fama's 
nds,  and  Lakonishok's  investments  have  fared  better  in  recent 
ars — in  both  bull  and  bear  markets  (see  table,  p.  164).  Score 
le  for  behavior  theory. 

Lakonishok  and  the  co-owners  of  LSV  (the  "S"  is  for  Har- 
rd's  Andrei  Shleifer,  and  the  "V"  is  the  University  of  Chicago's 


Robert  Vishny)  are  cashing  in  nicely.  Lakonishok  is  the  second- 
largest  individual  owner  of  LSV,  which  posts  an  eye-popping  an- 
nual net  margin  of  74%  on  revenues  of  $3 1 .2  million — and  a 
net  margin  of  76%  in  the  most  recent  quarter.  (Much  to  Lakon- 
ishok's irritation,  the  dazzling  figures  are  disclosed  in  public  fil- 
ings by  LSV's  44%  owner,  SEI  Corp.,  a  hand  administrator.) 

Such  success  has  provided  Lakonishok  (and  Fama,  for  that 
matter)  with  a  lifestyle  that  is  the  envy  of  his  tweedy  peers. 
Lakonishok  enjoys  frequent  trips  to  Chicago  to  attend  the  opera 
and,  fittingly,  to  watch  the  Bulls  and  the  Bears  (pro  basketball 
and  pro  football,  respectively).  Fama,  when  he  isn't  lecturing  at 
the  University  of  Chicago  or  speaking  at  seminars  for  DFA 
investors,  spends  the  rest  of  the  year  at  a  second  home  near  the 
beach  in  Los  Angeles'  pricey  Pacific  Palisades  area,  where  he 
indulges  his  passion  for  windsurfing  several  times  a  week.  When 
he  is  needed  at  the  seminars  or  to  attend  to  his  duties  as  a  direc- 
tor, Fama  stops  by  the  plush  headquarters  of  DFA,  which  over- 
looks the  Pacific  Ocean  in  nearby  Santa  Monica. 

But  the  similarities  between  them  end  there.  These  days 
Fama  and  his  efficient-market  acolytes  are  "out,"  and  Lakon- 
ishok and  the  behavior  bunch  are  "in"  after  years  of  toiling  in 
the  academic  wilderness.  Last  month  Princeton  professor  Daniel 
Kahneman,  whose  early  theories  about  the  link  between  psy- 
chology and  economic  decision  making  formed  the  basis  of 
much  of  behavioral  finance,  was  awarded  the  Nobel  economics 
prize.  One  of  last  year's  winners,  George  Akerlof  of  the  Univer- 
sity of  California  at  Berkeley,  cited  behavioral  finance  in  his 
acceptance  speech  in  criticizing  the  laissez-faire  belief  in  markets 
as  having  contributed  to  the  stock  bubble. 

That  notion  dogs  Fama,  who  first  proffered  the  efficient 
market  theory  in  1966.  To  critics,  efficient  market  theory 
beguiled  investors  in  the  1990s  into  overconfidently  thinking 
that  the  baUoonlike  multiples  they  paid  for  profitless  dot-coms 
and  shaky  telecoms  were  rational.  "You'd  have  to  have  an  extra- 
ordinary disregard  of  history  to  conclude  that  the  market  is  effi- 
cient," harrumphs  longtime  market  contrarian  and  money 
manager  Jeremy  Grantham  of  Boston's  Grantham,  Mayo.  Vin: 
Otterloo  &  Co.  "I  am  in  complete  agreement  with  the  bch.-. 
ioral  approach.  The  market  is  driven  by  many  inefficiencies  tliat 
result  from  the  hardwiring  of  the  species  that  goes  back  hun- 
dreds of  thousands  of  years." 

Wait  a  minute.  If  Fama  is  so  wrongheaded,  tli  c .  .%  hy  does  his 
offspring,  DFA,  outperform  the  market?  Although  DFA  believes 
no  one  can  beat  the  market  over  the  long  term  by  actively  pick- 
ing stocks,  the  firm  also  doesn't  slavishly  cop)'  die  well-known  in- 
dexes such  as  the  large-cap  S&P  500  and  the  small-cap  Russel! 
2000.  Leaning  toward  value  investing,  it  constructs  its  own  pc.  i 
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folios  based  on  specific  categories,  such  as  microcaps  and  inter- 
national value.  Large  slugs  of  stocks  are  swept  into  the  portfolios 
with  little  attention  paid  to  the  underlying  business  or  analyst 
research,  with  the  exception  of  screening  out  stocks  that  might  be 
awaiting  a  takeover,  which  would  remove  them  from  the  market. 
From  then  on  the  portfolios  are  passively  managed,  meaning 
very  little  turnover  occurs.  That  keeps  fees  down;  the  average  is 
53  cents  per  $100  of  assets. 

Result:  Low  capital  gains  taxes  and  low  fees  that  are  among 
'.^^e  big  selling  points  for  Fama's  babies.  Dimensional  funds  are 

■  n  isly  the  wrong  place  to  look  for  blowout  performances.  Yet 


Theory  to  Practice 


LaK  .liihoWs  behaviorist  LSV  beats  Fama's  efficient  market  DFA  when  comparing 
the  two  f!  OS  cf  portfolios  with  the  same  styles.  Both  sides  outdo  market  indexes. 

TOTAL  RETURN* 


Fund 


DFA  U.S.  Small  Cap  Value 
LSV  Small  Cap  Value  Stiatcgy 
Russell  2000  Value  Index 


DFA  U.S.  Large  Cap  Value 
LSV  Large  Cap  Value  Strategy 
Russell  1000  Value  Index 


year-to-  3-year  5-year 

date  annualized 


-14.7% 

-4.8 
-15.6 


6.8% 
13.7 
6.3 


<crnational  Value 
idex^ 
LSV  international  Value  Strategy 


-19.9 
-16.1 
-22.7 


-1.5 

1.5 

-6.3 


-13.9 

-21.0 

-4.1 


-8.8 

-14.6 

-2.2 


'Through  S.pi  30.  ^Morgan  Stanley  Capital  International  Europe.  Australasia,  Far  East  Index.  NA:  Not  Applicable. 
Source:  Lipiic.  Inc. 
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in  a  stinko  market  they  at  least  have  the  distinction  o 
outpacing  comparable  indexes,  if  only  by  a  little  (se 
table).  The  flagship  U.S.  Small  Cap  Value  is  dowr 
14.7%  this  year,  versus  the  Russell  2000  Value  Index'j 
-15.6%;  over  five  years,  the  Dimensional  fund  beat  th 
Russell  measure  by  an  annualized  2.7%  to  2.1%. 

Rex  Sinquefield,  a  Fama  disciple  who  is  a  cofounde 
of  DFA,  says  the  rival  behaviorist  theory  isn't  even  "on: 
coherent  theory.  It's  sort  of  a  whole  bunch  of  ad  hoc  thd 
ories  used  to  explain  a  lot  of  ad  hoc  empirical  observe 
tions.  And  those  various  theories  are  not  reconcilable. 
Lakonishok  almost  allows  as  much.  "I  don't  want  yo' 
to  think  there  is  anything  magical  about  behavioral  fl 
nance.  It's  more  of  a  buzzword.  To  me,  it's  basically 
collection  of  market  anomalies,"  Lakonishok  says. 

For  all  their  pubHc  potshots  at  each  other's  thee 
ries,  both  Fama  and  Lakonishok  agree  that  value  stoi 
provide  stronger  returns  over  the  long  run.  Fama's  thi 
ory  holds  that  value  stocks,  however,  carry  high  risl| 
Lakonishok  sees  lower  risk  there  because  beaten-do' 
stocks  are  underappreciated  by  irrational  investors, 
Lakonishok  first  screens  out  the  stocks  that  are  ch( 
for  a  reason,  such  as  companies  that  are  on  the  precipi 
of  bankruptcy.  It's  okay  if  they're  in  trouble  or  they  ha^ 
disappointed  investors,  but  they  must  show  signs 
life — momentum  in  earnings  or  in  stock  price.  Lakoil 
ishok  also  looks  at  15  or  so  old-fashioned  value  indii 
tors:  cash  flow  to  price;  book  to  price;  sales  to  price;  dividend 
price  and  so  on.  The  secret  sauce  in  his  model  comes  from  h 
much  weight  is  attached  to  each  measure,  and  diversificatio 
With  few  exceptions,  no  one  stock  makes  up  more  than  1.6% 
the  portfolio,  while  no  single  industry  makes  up  more  than  3' 
relative  to  the  weight  in  the  corresponding  benchmark.  Stoc. 
that  have  been  public  for  less  than  two  years  also  are  ruled  outi 
Among  large-cap  stocks,  Lakonishok  fancies  a  collection  th 
could  charitably  be  called  eclectic.  He  likes  Astoria  Financial,  tl 
$22  billion  (assets)  thrift,  for  its  low  price-to-earnings  multiple 
9.5,  its  3.08%  dividend  yield  and  recent  share  buybacks.  He  favc 
Bank  of  America,  with  a  P/E  of  14  and  di 

idend  yield  of  4%.  He  also  likes  Papa  Johi 

International,  the  2,782-store  pizza  chain- 
not  for  the  so-so  pizza,  but  for  share  repi 
chases,  pricing  momentum  and  prior  i 
vestor  disappointment.  Betting  againsi 
crash  in  home  prices,  he  also  likes  Lenr 
Corp.,  the  Miami-based  home  builder  wi 
a  P/E  of  8  and  revenue  growth  through  tl 
year  of  15%  ;  it  sells  for  $57. 

"These  companies  aren't  as  bad  as  t 
market  thinks  they  are,"  says  Lakonish< 
"We  don't  visit  companies,  and  we  do: 
talk  to  analysts.  In  essence  we  are  pi< 
ing  stocks,  but  we  do  it  using  a  quanti 
tive  model."  Sounds  like  a  very  practi 
take  on  investing. 


2.7% 

74 

2.1 


0.9 
3.2 
0.3 


-2.5 

-5.7 

NA 
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risis  Investing 

oubles  in  Latin  America,  says  investment  banker  Violy 
IQausiand,  make  this  exactly  the  time  to  invest  there. 


BY  DYAN  MACHAN 


BESr/i  BY  BANKING  CRISES,  LAW- 
lessncss  and  left-wing  politi- 
cians, Latin  America  today 
isn't  exactly  El  Dorado,  the 
lost  City  of  Gold  that  so  fasci- 
nated the  explorer  Coronado.  But  to 
Violy  McCausland,  now  is  exactly  the 
time  to  buy  Latin  American  stocks.  She 
sees  bargains  scattered  like  gold  nuggets 
throughout  this  rough  terrain. 

doing  against  the  conventional  comes 
easily  to  McCausland,  president  of  New 
York  investment  banking  firm  Violy,  Byo- 


rum  &  Partners.  She  brashly  derides  her 
former  employers  at  J.P.  Morgan,  where 
she  headed  Latin  American  mergers  and 
acquisitions,  as  "Communists"  for  their 
deadening  conformity.  She  is  unapolo- 
getic  about  her  exit  from  that  firm:  She 
left  in  1993  after  privately  borrowing 
money  ft^om  a  Morgan  client,  a  conflict  of 
interest.  (She  says  the  firm,  put  off  by  her 
maverick  style,  wanted  her  out  anway. 
From  1987  to  1993  her  group  drove  $300 
million  in  fees.) 

McCausland,  48,  Colombian-born 


Damning  convention,  she  opts  for  Dr.! 
Seuss  as  a  decorating  motif. 

and  partial  to  brilliantly  colored 
caftans,  has  a  good  track  record  in 
figuring  out  how  to  score  in  Latir. 
investing.  Since  forming  the  firm  ir 
1996  with  Citicorp  veteran  Storm) 
Byorum,  her  shop  has  advised  or 
deals  totaling  $13  billion,  netting 
$200  million  in  fees.  One  earh 
coup:  persuading  the  Cisnero; 
family  of  Venezuela  to  shift  its  soft 
drink  bottling  affiliation  frorr 
PepsiCo  to  Coca-Cola. 

"The  conventional  vdew  is  Latir 
.America  is  in  crisis,  so  there  is  nc 
opportunity,"  she  says,  sitting  a 
her  desk  and  backed  by  a  Dr.  Seusi 
mural.  She  sees  an  abundance  o 
opportunity  there.  VvTiile  financia 
giants  like  Morgan  and  Goldmai, 
Sachs  are  in  retreat  in  Latin  Amerj 
ica,  Violy,  Byorimi  built  offices  ii 
Brazil  and  Mexico  just  last  year. 

McCausland  isn't  a  stock  pick 
er,  but  her  perch  as  an  investmen 
banker  in  the  region  provides  keei 
insight  into  promising,  underval 
ued  companies  that  should  re 
bound  in  better  economic  time 
(see  table,  p.  168). 

And  are  they  ever  cheap 
Almost  without  exception,  th 
comp^mies  trade  at  far  lower  multi 
pies  than  their  U.S.  counterparts- 
and  below  the  S&P  500's  earning 
multiple  of  28.  McCausland  like 
Peruvian  cementmaker  Cementc 
Lima,  trading  at  a  tiny  trailin 
price/earnings  ratio  of  1.4;  LaFarg 
North  America,  the  Herndon,  Va 
based  cement  company,  trades  at  8  tinw 
earnings. 

She  also  likes  Mexico's  Coca-Col 
Femsa,  which  has  widened  its  profit  rrtai 
gins  and  has  a  mere  13  P/E.  Atlanta-base 
Coca-Cola  Enterprises,  the  world's  large 
Coke  bottier,  has  a  30  P/E. 

Even  in  war-torn  Colombia,  si 
argues,  certain  regions  and  industri< 
are  booming.  Almacenes  Exito,  the  Wa 
Mart  of  Colombia,  is  expanding  inl 
Venezuela.  Colombia's  Bavaria,  a  bei 
company,  is  moving  into  Panama  an 
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Peru.  Nacional  de  Chocolates,  the  confec- 
tionery company,  will  be  selling  its  sweets 
in  Central  America.  All  have  strong 
brands.  Colombia  itself  is  a  good  place  to 
invest,  she  says,  despite  its  enormous 
murder  and  kidnapping  problems.  Her 
rationale:  "There  are  parts  of  the  Bronx 
you  wouldn't  go  to  and  people  still  do 
business  in  New  York." 

Note  how  almost  all  the  stocks  in  the 
table  are  off  their  52-week  highs.  A  cou- 
ple can  be  purchased  as  American 
Depositary  Receipts — Coca-Cola  Femsa 
and  Mexican  cementmaker  Cemex.  The 
rest  can  be  bought  through  a  stockbroker, 
who  can  buy  on  foreign  exchanges. 

Buying  these  issues  is  a  contrarian 
play.  Despite  the  cheap  prices,  merger- 
minded  multinationals  are  avoiding  the 
region,  says  Brian  O'Neill,  chairman  of 
J. P.  Morgan  Chase's  Latin  American 
investment  banking  unit.  The  same  goes 
for  buyers  of  individual  Latin  securities: 
Outside  investment  volumes  in  Latin 
America  reached  $1.5  billion  per  day  in 


Latin  Rhythm 

McCausland  likes  the  good,  cheap  stocks  that  ab( 
Company/industry                                      Country 

jund  in  the  region. 
PRICE 

P/E 

52-week 
recent            high 

Almacenes  Exito/grocery  stores 

Colombia 

$1.13           $1.71 

10.3 

AmBev/brewing 

Brazil 

11.34           21.20 

17.0 

Backus/brewing 

Peru 

0.99             1.02 

2.0 

Bavaria/brewing 

Colombia 

3.15             3.91 

15.6 

Cementos  Lima/building  materials 

Peru 

12.69           14.40 

1.4 

Cemex^/building  materials 

Mexico 

20.00           33.00 

5.8 

Coca-Cola  FemsaVsoft  drinks 

Mexico 

19.91           29.89 

13.1 

Gerdau/steel 

Brazil 

0.01             0.01 

6.2 

Minsur/mining 

Peru 

1.16             1.18 

11.9 

Nacional  de  Chocolates/confections 

Colombia 

2.89             3.02 

13.1 

'Trades  as  American  Depositary  Receipts. 
Sources:  Worldscope  via  FactSet  Research  Systems 

;  Bloomberg:  Violy,  Byorum  &  Partners, 

1997,  but  have  since  slowed  to  a  $300- 
million-per-day  trickle. 

The  only  Latin  American  country 
McCausland  is  wary  of  is  Argentina,  now 
suffering  from  a  crippled  banking  sys- 
tem. That  tax-laden,  bureaucracy-heavy 
country  is  in  the  fourth  year  of  a  painful 


recession  made  worse  by  a  freeze  o 
withdrawals  fi^om  savings  accounts.  Thj 
has  driven  out  foreign  bankers  an 
squelched  the  business  and  consume 
lending  that  the  once  well-functionin 
economy  needs.  "Argentina  had  ever) 
thing,  but  the  people  were  arrogant,"  sh 
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says  of  the  nation's  leaders. 

Still,  McCausland  has  few  qualms 
about  some  of  the  leftist  Latin  politicians 
who  have  come  to  prominence.  "Unlike 
Argentina,  Venezuela  is  the  easiest  coun- 
try to  fix,"  she  argues.  Vast  resources  in 
mining  and  industry  make  it  a  good 
long-term  bet,  she  contends.  She  shrugs 
off  Venezuela's  socialist  leader,  Hugo 
Chavez,  who  is  known  for  populist 
antibusiness  policies  that  have  slowed 
growth  and  sparked  job  walkouts.  "Like 
the  mumps,  Chavez  will  go  away,"  she 
says.  Chavez's  term  is  up  in  two  years,  and 
McCausland  believes  his  successor  will  be 
more  business-friendly. 

"The  time  to  invest  is  when  things  are 
out  of  order.  If  you  wait  for  the  next  elec- 
tion, you'll  pay,"  she  adds. 

In  Brazil,  Latin  America's  largest 
economy,  financial  markets  and  the  cur- 
rency, the  real,  have  both  tumbled,  lead- 
ing up  to  left-leaning  Luiz  Inacio  Lula  da 
Silva's  majority  showing  in  the  recent 
presidential  election.  He  is  strongly  fa- 


vored to  win  an  Oct.  27  runoff.  A  big 
concern  is  that  he  may  give  up  the  fiscal 
discipline  imposed  by  outgoing  Fer- 
nando Cardoso  that  is  needed  to  service 
Brazil's  $258  billion  foreign  debt  and 
keep  virulent  inflation  under  control.  ■ . 


of  decorum.  Her  ways  clashed  with  its 
culture,  to  say  the  very  least.  McCausland 
loves  the  limelight  and  adores  the  ere-, 
ative  turbulence  of  phones  ringing  and 
people  panicking.  "She  thrives 
in  tough,  crisis-type  situations,"  says 


"Lula  is  saying  privately  HE  WANTS  TO 
WORK  WITH  WASHINGTON. " 


McCausland,  however,  suspects  that 
da  Silva  will  govern  as  a  moderate.  "Lula 
is  saying  privately  that  he  wants  to  work 
with  Washington  and  strengthen  invest- 
ment ties  to  the  U.S.,"  says  McCausland. 
Brazil  remains  a  productive  engine  with  a 
motivated  work  force.  Brazil  also  has 
200,000  M.B.A.s,  she  says.  "Of  course,  I 
do  not  know  if  that  is  good  or  bad." 

McCausland  herself  doesn't  hold  an 
M.B.A.  At  Morgan  she  ran  into  a  starchy 
M.B.A.  mentality  that  she  finds  distaste- 
ful. Like  most  banks,  Morgan  values 
teamwork,  discretion  and  a  British  sense 


Lorenzo  Zambrano,  chairman  of  Cemex 
In  her  Morgan  days  McCauslanc 
thought  nothing  of  hiring  a  private  jet  t( 
whisk  her  team  to  client  meetings  anc 
holding  lavish  parties  with  champagn^i 
and  caviar,  aU  in  the  name  of  doing  busi 
ness.  She  once  brought  in  a  mariach 
band  to  serenade  her  staff  amid  Morgan' 
hushed  halls. 

You  can  see  why  this  freewheeling  typ 
prefers  running  her  own  business.  Say 
James  Robinson,  chairman  of  Violy,  Bya 
rum  and  former  chief  of  American  Ex 
press:  "She's  the  classic  entrepreneur."  F 
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Jacob  K.  Javits  Convention  Center 
New  York.  New  York 
www.infosecurityevenLcom 

Information  Security  Isn't  Just  An  IT  ls<| 

Knowledge  and  awareness  are  keys  to  protecting  your  comp 
intellectual  property  and  IT  infrastructure  from  external  or  int 
attacks.  Attacks  that  can  result  in  lost  data,  company  down 
decreased  sales,  damaged  reputation,  lack  of  trust,  and  replace 
equipment  all  leading  to  declining  revenues  and  profits. 
Find  the  information  and  products  you  need  to  minimize  the  impact  or 
organization  at  Infosecurity  2002 

a  Understand  Your  Vulnerabilities 

■  Guarantee  Compliance 

■  Safeguard  Customer  Information 

■  Manage  and  Control  Risk 

■  Create  a  Corporate  Policy 

■  Build  an  Incident  Response  Plan 

■  Incorporate  Physical  Security 


REGISTER  TODAY!  Be  sure  to  use  Priority  Code  FBM.  For  more 
information,  visit  www.infosecurityeventcom  or  call  888-251-0566 
or  203-840-5690. 


re  you  really  ready  to  90?  /  you  have  decided  to 

INCH  A  NEW  PROJECT.  SO  YOU  HAVE  JO  MAKE  SURE  THE  TIMING  IS  RIGHT 

}  THAT  YOU  HAVE  THE  MOST  SUITABU   l=IN^NCIAl  PACKAGE  ON  BOARD, 

a  sizable  banking  partner  with  creative  ideas  is  essential.  At  Commerzbank,  one  of  Europe's  nnost  prominent 
:ial  groups,  we  focus  on  the  basics:  speed,  flexibility  and  fully  integrated  financial  solutions  customized  for  each 
s  needs.  Call  on  the  multiple  expertise  of  the  Commerzbank  Group.  A  good  idea. 


/ 


COMMERZBANK  ^ku 


-5S^'':- 


)int  in  research:  An  integral  part  of  Comnnerzbank's  international  experience  built  up  over  130  years  is  the  excellence  of ''  > 

research.  Frankfurt  (volkswirtschaft@commerzbank.com),  London  (comsec@commer2bankib.com),  Prague  (research@ccme    :,, 

rk  {5bmailbox@cbkna.com),  Singapore  (Fax  +65  6225  3943),  or  Tokyo  (cbkjapan@gol.com).  /  www.commerzbank.com  / 


MONEY  &  INVESTING 


Makers  &  Breakers 


Drive,  He  Said 

WILLIAM  CLAY  FORD  IR.  DOES  A  GOOD  JOB  AS  A  GENIAL  TV 
pitchman  but  has  a  harder  time  getting  the  family  business  to 
run  as  well  as  the  "Ford  tough"  trucks  he  touts.  FORD  MOTOR  (F) 
lost  $5.5  billion  in  2001  and  $850  million  more  through  Sept. 
30.  Despite  the  costly  buyers'  incentives  Ford  offers,  market 
share  is  eroding,  and  there's  only  a  trickle  of  new  cars  and 
trucks  in  its  pipeline  until  2004.  A  plan  to  reap  profits  from 
luxury  brands  looks  like  a  flop:  Jaguar  will  lose  $500  million  this 
year.  And  Ford's  pension  kitty  is  underfunded  by  $10  billion. 

Ford's  stock  has  dropped  50%  to  $10  from  its  52- week 
high  a  year  ago.  Given  the  economy's  shaky  condition  and 
Ford's  weaknesses,  the  share  price  likely  will  take  a  while  to 
recover.  A  better  idea:  Buy  Ford  bonds.  The  automaker's  bal- 
ance sheet  is  sound,  and  it  has  plenty  of  cash  to  pay  interest. 
Yes,  Standard  &  Poor's  just  put  Ford  on  credit  watch,  yet  the 
likely  one- notch  downgrade  to  BBB  would  still  leave  it  invest- 
ment grade.  Dire  views  of  Ford's  future,  says  S&P  auto  analyst 
Scott  Sprinzen,  are  "irrational." 

A  good  bond  to  buy  is  the  7/4  Ford  Motor  Credit  issue,  due 


For  more  financial  stats,  go  to  www.forbes.com/makers 


Ford's  Yield  Goes  Vrooi 


10/31/00 


Bill  Ford's  bonds 
outpace  his  cars. 


2009.  You'll  capture  a  nice  yield.  This  $5  billion  issue  has  see) 
yields  climb  rapidly,  from  7.1%  a  year  ago  to  9.7%  now  (se 
chart).  That's  double  Ford's  stock  dividend  yield.  The  bond  ha 
a  near-junk  spread  to  the  comparable  Treasury — six  percentagi 
points.  It  is  noncallable  and  trades  at  a  substantial  discount  ti 
face  value.  So  hold  the  bond  to  maturity  for  nice  returns,  or  r 
the  company's  condition  improves  between  now  and  2007  am 
its  bond  prices  rise,  you  could  lock  in  a  tidy  capital  gain  b 
selling  early.  — Jonathan  Fahe 


Class  Act 


For  the  Long  Haul      Transaction  Denied 


IN  A  BAD  ECONOMY 

the  jobless  go  back  to 

school.  That  is  why 

educational  stocks  are 

up  an  average  of  28% 

this  year.  But  devry 

(15,  DV)  is  a  painful  exception.  It's  down 

56%  from  its  52-week  high  in  March.  And 

i'  ^.  a  good  buy. 

] OcVry,  a  holding  company  for  DeVry 
Ijniversitv  and  Becker  Conviser  Profes- 
sional- i:.;\  iew  (which  preps  accountants 
and  financial  analysts  for  exams),  em- 
phasizes hign  -tech  careers,  so  much  of  its 
decline  is  cyclical.  Two  vears  back,  when 
tech  was  sexy,  the  company's  stock  hit  a 
high  of  $41  per  share.  Student  enrol 
ments  are  off  this  year,  but  computers 
aren't  going  away.  The  firm,  which  offers 
bachelor's  and  master's  degree  programs 
at  76  campuses  and  learning  centers,  has 
no  debt  and  trades  at  a  decent  16  times 
trailing  earnings.  Alexander  Paris  Jr.  of 
Barriiigton  Research  Associates  expects 
to  sec  earnings  growth  return  to  its  cus- 
tomary 20%.  — Emily  Lambert 
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LIKE  CARS,  THE  HEAVY-TRUCK  INDUSTRY 
has  been  in  a  slump.  Orders  at  compa- 
nies like  Paccar — maker  of  Peterbilt  and 
Kenworth  tractor  trailers — are  down 
over  the  last  three  years.  But  that's  about 
the  time  a  truck  takes  to  wear  out,  mean- 
ing the  industry  is  nearing  the  beginning 
of  a  replacement  cycle. 

In  this  group  PACCAR  (44,  PCAR)  is  the 
best  buy  right  now,  says  Larry  E.  Baum- 
gartner,  manager  of  the  One  Group  Small 
Cap  Value  Fund.  With  a  strong  balance 
sheet  that  includes 
$670  million  in  cash, 
Paccar  is  a  well-run 
leader  in  the  industry 
(its  24%  U.S.  market 
share  is  second  be- 
hind Freightliner's 
37%). 

Baumgartner 
says  that  as  the  replacement  cycle  hits  its 
stride  Paccar  will  double  earnings  per 
share  from  $2.15  this  year.  Paccar  trades 
at  a  price/earnings  ratio  of  21. 

— Christopher  Helman 


EFUNDS  LOOKS  LIKE  A  GOOD,  CHEA 
tech  stock  (P/E,  12) — but  it  isn't.  EFUND 
(9,  EFDS)  is  a  major  player  in  electron! 
transaction  process- 
ing and  automated 
teller  outsourcing. 
Earnings  dropped 
just  1%  in  the  first 
half,  to  $12  million, 
despite  a  bad  time 
for  tech  and  the  fi- 
nance industry. 

But  Efunds  recently  lost  a  contrac 
worth  $19.3  million,  7%  of  its  first-ha 
revenue.  Worse,  the  four  acquisitions 
made  last  year  haven't  helped,  as  reveni 
in  the  first  half  rose  just  1%.  Also,  Efund 
second-quarter  earnings  would  ha\ 
fallen  more  than  the  reported  50%  ha 
the  company  not  drawn  down  $5.5  mi 
lion  from  its  reserves  for  receivables  an 
employee  compensation.  Without  th; 
infusion,  the  company  would  have  had 
loss  for  the  quarter. 

Short  it  and  cover  at  $5. 

— Elizabeth  MacDonald  and  C.l 
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ConocoPhillips 


A  company  committed  to 


using  our  pioneering  spirit 


to  responsibly  deliver 


energy  to  the  world. 


With  a  passion  for  innovation  and  a  commitnnent  to  perfornnance,  we've  created 
a  new  energy  company.  An  energy  company  ready  to  meet  the  challenges  of 
the  future.  A  company  with  the  ability  to  not  only  come  up  with  big  ideas,  but 
the  ability  to  make  them  work.  To  find  out  more,  log  on  to  conocophillips.com, 
or    look    for    our    new    symbol    COP    on    the    New  York    Stock    Exchange. 

conocophillips.com 


002.  ConocoPhillips.  All  rights  reserved. 


Portfolio  Strategy  By  Kenneth  L.  Fisher 

The  P/E  Myth 


CAN  YOU  PREDICT  WHICH  WAY  THE  MARKET  IS 
headed  by  looking  at  the  average  price/earnings  level? 
Some  investors  think  that  you  can — or  at  least,  that 
you  are  likely  to  do  well  buying  when  the  ratio  is  low 
and  selling  when  it  is  high.  I  have  evidence  to  the  con- 
trary. The  P/E  level  is  useless  for  market  timing. 

But  first,  why  do  we  so  believe  P/E  predicts  the  fiiture?  It 
appeals  to  human  senses  of  nature,  fairness,  value  and  simplic- 
ity. We  believe,  wrongly,  that  the  supply  and  demand  for  secu- 
rities follow  the  same  curves  as  the  supply  and  demand  for 
petroleum  or  corn.  ("I'd  buy  more  of  anything  if  it  were 
cheap.")  The  truth  is  that 
demand  for  stocks  is  not  in 
some  neat  inverse  relation- 
ship to  the  price.  On  the  con- 
trary: It's  when  stocks  are 
already  high  (as  in  1999)  that 
buy  orders  flood  into  Merrill 
Lynch  and  Schwab. 

There's  an  emotional 
component  to  the  belief  that 
buying  into  low-P/E  markets 
leads  to  success.  When  we 
buy  "cheap"  and  are  reward- 
ed with  rising  prices,  we  feel 
smart  and  deserving  of  the 
capital  gain.  The  fellow  next 
door  who  paid  up  looks  like 
a  gambler  and  not  deserving 
of  a  reward.  Perhaps  investors 
are  afraid  of  high-P/E  markets 

I  ''cause  of  instinct.  For  eons  only  those  with  a  healthy  fear 
iiizights  passed  on  their  genes  while  the  daredevils  did  not. 
but  that  fear  of  heights  shouldn't  dictate  your  willingness 
to  hold  equities. 

The  thesis  that  stocks  should  be  sold  when  P/Es  are  high  is 
wrongheaded,  for  tv\'o  reasons.  First,  the  data  don't  support  the 
thesis.  Second,  tlnancc  theory  denies  it. 

In  an  article  in  tht  fall  2000  Journal  of  Portfolio  Manage- 
ment, Meir  Statman,  a  Santa  Clara  University  finance  profes- 
sor, and  I  statistically  showed  that  there  is  no  linkage  of  market 
P/Es  to  subsequent  returns  in  the  market.  This  is  true  no  mat- 
ter how  you  measure  the  ratio  (for  example,  above  a  random 
number,  like  20,  or  in  the  top  20%  of  history)  and  no  matter 
over  how  long  (up  to  five  years)  you  measure  returns.  The 
conclusion  is  based  on  125  years  of  data.  For  every  instance  in 
which  liigh-P/E  markets  do  badly  or  well,  however  determined, 
there  is  an  almost  identical  number  and  magnitude  of 
times  they  did  the  reverse.  Low-P/E  markets  lead  to  bad 
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There  is  no  linkage 

of  market  P/Es 

to  subsequent 

returns— no  matter 

how  you  measure 

the  ratio  and 

no  matter  over 

how  long  (up  to 

five  years)  you 

measure  returns. 


results  as  often  as  good  ones. 

Recently  we  did   furtheil 
research  on  the  disconnectiorl 
between  average  P/Es  and  buy 
ing  opportunities.  Make  an)| 
P/E    trigger   you    want — bu)j 
when  it's  below  20  and  sel 
when  it's  above,  or  buy  below  (I 
and  sell  above,  whatever — and 
you  won't  wind  up  with  a  trad 
ing  rule  that  works.  Vastly  mor 
often  than  not,  you'll  wind  u 
with  a  return  that  badly  lags  buying  and  holding.  Why?  You'll 
be  out  of  the  market  for  crucial  rallies,  and  you  will  no| 
be  spared  all  of  the  corrections.  With  a  trigger  of  25,  for  exam 
pie,  you'd  be  out  of  the  market  in  1922  (when  the  market  wal 
up  28%)  and  in  the  market  during  aU  but  four  of  every  money] 
losing  year  ever.  An  analysis  of  returns  in  the  U.K.,  another  mar 
ket  where  historical  data  go  way  back,  delivers  the  same  resul 
P/E  triggers  don't  work. 

Finance  theory  also  undermines  the  case  for  letting  averai 
P/E  levels  dictate  your  preference  for  stocks  over  fixed  income 
Stocks  compete  with  bonds  by  offering  an  ever- varying  "equit 
risk  premium."  If  this  premium  were  fixed,  you  could  devise 
target  earnings  yield  on  stocks.  Flip  that  earnings  yield,  or  E/ll 
and  you  would  get  a  target  P/E,  and  you  could  argue  that  stoci 
are  "cheap"  when  they  go  below  this  P/E,  expensive  when  thi 
are  above.  The  problem  here  is  that  the  equity  risk  premium 
driven  not  by  some  fixed  mathematical  formula  but  by  shiftin 
emotional  preferences  for  or  against  uncertain  earnings  (wit 
potential  opportunity)  versus  safer  fixed-income  flows.  In  shor 
investors'  moods  throw  simplistic  E/P  rules  out  the  window. 

The  very  fact  that  people  are  worried  about  high  P/Es  suj 
gests  that  the  mood  is  about  to  shift  in  favor  of  equities.  T\ 
not-quite-50%  decline  in  stocks  over  the  past  two  and  a  ha 
years  has  wrung  a  lot  of  risk  out  of  the  market.  You  can  now  g 
some  great  long-term  buys  in  companies  like  these: 

Specialty  retailer  Gap  (10,  GPS,  www.gap.com).  Insurer 
ford  Financial  Services  (49,  hig,  www.thehartford.com).  Coi 
sumer  finance  specialist  Household  International  (28,  I 
vvTvw.household.com).  Bank  and  money  manager  Mellon  Rna 
cial  (28,  MEL,  www.mellon.com).  Scandal-plagued  but  eve 
powerful  Merrill  Lynch  (39,  MER,  wvvrw.ml.com).  Food  retail 
Safeway  (24,SWY,  www.safeway.com)  or  its  foreign  counterpa 
Royal  Ahold  (15,  AHO,  www.ahold.com).  Semiconductor  stalwa 
Texas  Instruments  ( 17,  TXN,  www.ti.com)  and  auto  giant  Toy« 
Motor  (50,  TM,  www.toyota.co.jp). 


Forbes 


Kenneth  L.  Fisher  is  a  Woodside.Cahf.-based  money  manager. 
Visit  his  home  page  at  www.forbes.com/fisher. 
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Billions  of  people.  Billions  of  opportunities.  Capitalize  on  the  fastest  growing  market  in  the  world  with 
FedEx  Express"  International  Services.  Take  advantage  of  our  inside  trading  route  to  hundreds  of  cities 
in  Asia,  giving  you  access  to  millions  of  customers  thousands  of  miles  away.  Plus,  every  delivery  destination  is 
backed  by  a  Money-Back  Guarantee*  on  our  most  popular  services.  Suddenly,  you're  an  international  play 
that  just  can't  lose.  Want  to  be  a  modern  day  Marco  Polo?  Don't  worry.  There's  a  FedEx  for  that!" 
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Financial  Strategy  By  A.  Gary  Shilling 

Junk  Dividends 


As  LONGTIME  FORBES  READERS  KNOW,  I  HAVE  BEEN  A 
bull  on  Treasury  bonds  since  the  early  1980s,  and 
they  have  been  big  winners.  But  my  enthusiasm  for 
bonds  has  always  stopped  with  Treasurys.  I  have  been 
especially  leery  of  junk  bonds,  which  are  aptly 
named.  Well,  I  have  changed  my  mind  and  I'm  ready — 
almost — to  plunge  into  the  wild  world  of  high-yield  paper. 

Before  we  get  into  that,  let's  look  at  the  case  against  junk 
bonds.  They  obviously  are  doing  poorly  of  late.  High-yield- 
bond  mutual  funds  lost  3.5%  last  quarter  as  junk  spreads  over 
Treasurys  jumped  to  new  highs.  And  junk  has  been  in  trouble 
for  a  long  time.  This  stuff  first 
went  south  in  1998  during  the 
Russia  default  and  the  col- 
lapse of  Long-Term  Capital 
Management.  The  towering 
yields  on  junk  (average: 
13.5%)  seem  alluring  but  are 
less  than  reassuring  when  you 
look  at  the  towering  default 
rate,  now  10.1%. 

Also,  don't  be  lulled  by 
thoughts  that  the  worst  is  over 
for  junk.  It  isn't.  The  prob- 
lems simply  will  move  to 
another  corner  of  the  high- 
yield  terrain.  A  lot  of  the  trash 
has  been  cleaned  out,  yet 
more  remains.  Junk  issued  by 
telecoms  and  other  tech  out- 
fits in  the  late  1990s  are  now  history  or  are  seasoned  enough  to 
,  irvive.  There  has  been  a  bracing  $142  billion  in  defaults  over 
I   V  four  years.  A  striking  59%  of  wireless  telecom  issuers 
''.■''■■:  a'-X'.idy  defaulted. 

;  :  i  )  be  hit  will  be  nontech  junk- — from  autos,  appli- 
ances, r  .  ,,  materials  and  other  old-style  industries.  Why? 
Another  reccssirsnary  downturn  is  likely  as  consumers  retrench 
under  the  burden  of  mounting  stock  losses,  concerns  over  cor- 
porate malfeasance,  continuing  layoffs  and  fear  of  war  with 
Iraq.  Renewed  economic  weakness  will  break  the  housing  bub- 
ble {see  my  Oct.  14  column).  The  tech-led  dip  we  have  suffered 
was  simply  a  prelude. 

How,  then,  could  I  possibly  have  any  interest  in  junk  bonds? 
By  thinking  of  them  as  equities  paying  lush,  although  uncertain, 
dividends.  The  junk  market  has  long  tracked  the  stock  market, 
more  than  the  bond  market.  Junk  bonds'  prices  depend  pri- 
marily on  quarter-by-quarter  earnings  and  operating  income 
(net  before  interest,  taxes  and  depreciation).  When 
these  measures  flag,  both  junk  and  equity  prices  do. 


Think  about  buying 

high-yield  bonds— 

despite  the 

likelihood  that  they 

will  keep  on  doing 

poorly.  Consider 

them  as  stocks 

with  big—but 

risky— dividends. 


too.  In  contrast,  investment 
grade  bonds  have  plenty  of  cas 
flow  to  cover  their  interest  pay 
ments.  Their  prices  are  les 
volatile  and  hinge  much  mor 
on  Treasury  yields  (see  Manly 
Cohen  s  column,  p.  178). 

Martin  S.  Fridson,  chii 
high  yield  strategist  at  Merri 
Lynch,  and  his  team  developed 
a  statistical  model  that  explaiij 
junk-bond  spreads  over  Tre<l 
sury  yields.  The  Merrill  team  examined  macro  influences  lil  I 
the  money  supply  and  likely  economic  growrth,  and  also  tl 
Consumer  Price  Index,  since  deflation  kills  producers'  pricir 
power  and  crimps  operating  income.  The  factors  that  Fridson 
group  found  to  drive  junk  spreads  resemble  those  powerir 
high-dividend  stocks:  their  ability  to  continue  nice  payouts. 

Is  junk  risky?  You  bet.  Note,  however,  that  if  things  go  bad 
with  a  junk-issuing  company's  income  stream,  at  least  boi 
interest  is  payable  before  dividends  on  preferred  and  comm( 
stock.  And  if  the  company  slides  into  bankruptcy,  you  may  g 
something  of  your  principal  back  from  a  bond,  and  seldo 
anything  ft-om  a  stock. 

As  explained  in  my  May  27  column,  meaningfiil  divide)! 
yields  are  back  in  style.  They  assure  investors  in  the  post-Andt 
sen  world  that  earnings  and  cash  flow  are  real.  Also,  I  foresee 
long  stretch  of  low  stock  appreciation,  so  investors  will  be  hu  j 
gry  to  get  meaningful  stock  dividends.  That's  why  more  al 
more  companies  will  return  to  offering  the  dividends  th| 
spurned  in  the  appreciation-driven  1990s. 

Still,  I'm  walking,  not  running,  to  junk.  Before  jumping 
I'd  like  to  see  more  investors  waking  up  to  junk  as  quasi-equi  j 
Movement  in  that  direction  is  occurring.  Individual  invest(| 
are  beginning  to  act  that  way.  While  money  has  been  flowil 
steadily  into  investment-grade  bond  funds  for  two  years,  it  1 1 
been  hopping  in  and  out  of  junk  funds  much  like  stock  fill 
flows.  Some  hedge  fijnds  own  junk  and  trade  it  with  the  z| 
they  have  for  trading  equities. 

Another  thing  I  want  to  see  is  the  end  of  this  wrongheacj 
notion  that  the  junk  default  rate  is  going  to  tumble  and  t 
spreads  versus  Treasurys  will  narrow.  Then  default-adjus 
yields  will  truly  be  attractive.  The  investor's  task  will  be  to  x\ 
lyze  which  junk  issues  with  alluring  yields  stand  the  b 
chance  of  continuing  to  pay  interest,  just  like  fat  dividend-p 
ing  stocks.  Otherwise,  buy  a  basket  of  junk  issues  or  ji| 
mutual  ftinds  to  spread  default  risks. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co..  economic  consultani  | 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shllllng. 


176     F   O    R    B    V.   S 


November  1 1 ,  2002 


admworld.com 


as  one  giant  farm  field? 


h'Ifk. 


jiP' 


In  tomorrow's  global  food  economy,  every  crop  will  grow  where  it  grows  best. 
And  ADM  can  link  farmers  to  almost  any  market  in  the  world. 
Tt'^  a  mtural  way  to  improve  agricultural  efficiency  make  food  more  affordable,  and  feed  a  hungry  wo- 

Nature  has  answers.  Is  anyone  listening? 
Yes. 


ABM 

THE  NATURE  OF  WHAT'S  TO  COME~ 


Capital  Markets  By  Marilyn  Cohen 

Watch  Your  Step 


INVESTMENT-GRADE  CORPORATE  BONDS  OFTEN  DON'T  PAY 
enough  over  supersafe  Treasurys  to  make  them  a  worthy 
risk,  and  corporates  carry  an  extra  burden:  ratings  down- 
grades. Lately  a  spate  of  ratings  demotions  have  rocked  the 
bond  world,  forcing  corporate  bond  investors  to  suffer 
silendy  as  prices  fall  and  credit  quality  deteriorates. 

One  solution:  Buy  corporate  step-ups.  These  bonds  pay  a 
higher  interest  coupon  when  a  downgrade  occurs,  typically  ris- 
ing by  a  quarter  of  a  percentage  point — decent  compensation 
for  assuming  the  extra  risk  of  owning  a  corporate  bond.  All  it 
takes  for  an  interest  step-up  to  occur  is  for  one  of  the  two 
major  agencies,  Standard  & 
Poor's  and  Moody's,  to  act. 
So  if  an  S&P  rating  goes  down 
two  notches  from  BBB+  to 
BBB-,  you  get  a  half-point  of 
extra  interest.  And  if  Moody's 
follows  suit,  you  get  another 
half-point.  Total:  a  full  point 
extra  in  your  pocket. 

Step-up  bonds,  alas,  work 
the  other  way,  too:  If  the 
ratings  agencies  upgrade  an 
issue,  the  coupon  will 
decrease.  But  in  today's  shaky 
business  climate,  rest  assured 
that  there's  little  danger  of 
that  occurring  soon.  Moody's 
says  it  has  issued  5.5  credit 
downgrades  for  every  up- 
grade this  year,  twice  the  level  of  a  year  ago. 

Although  they  have  been  around  for  years,  step-ups  are 
pi-:iring  more  frequently  these  days,  even  among  invest- 
nioni-grade  credits.  Why?  Slumping  revenues  and  operating 
earrangs — that's  net  before  interest,  taxes  and  depreciation — 
make  selling  new  bond  issues  tough.  Capital-needy  companies 
have  to  o-/\.y  investors  step-up  insurance  to  get  their 
issues  sold. 

Of  course,  in  .suyg.snng  step-ups  we're  assuming  a  rating 
downgrade  doesn't  lead  to  a  default  or  bankruptcy,  where  you 
would  receive  no  coupon  payments  and  would  be  lucky  to  set- 
tle for  getting  a  fraction  of  your  principal  back.  And  even 
when  downgrades  don't  presage  such  catastrophes,  they  often 
have  unwelcome  side  effects.' A  downgrade  can  end  up  forcing 
a  company  to  pay  back  bank  loans  early,  long  before  maturity. 
Among  other  miseries,  a  downgrade  also  can  cut  the  issuer  off 
from  the  commercial  paper  market,  allow  a  debt  holder  to  put 
bonds  back  to  the  company  for  cash  and  force  a 
renegotiation  of  bank  borrowings — a  bigger 


Did  S&P  zap 

your  bond's  rating? 

Try  corporate 

bonds  that  pay 

higher  interest 

when  they  suffer 

a  downgrade—good 

insurance  in 

shaky  times. 


interest  burden  for  the  coin 
pany.  And  these  horrors  typi 
cally  happen  exactly  at  the  tini 
the  company  is  in  a  weakens 
financial  condition. 

That's  why  I'd  stay  wit' 
investment-grade  step-ups  an 
buy  high-grade  junk  only  on 
spot  basis.  You  want  bonds  th 
stand  a  better  chance  of  weatl 
ering  storms  and  stickir 
around.  Your  primary  conceij 
should  be  whether  the  company  can  pay  the  coupon. 

What  to  buy?  Good  old  AT&T  is  a  perfect  example  of  a  con 
pany  that,  I  believe,  will  muddle  through  its  financial  probleir 
Yes,  revenues  are  off  and  profits  are  but  a  memory;  yes,  hung 
competitors  are  legion  and  phone  rates  are  dropping.  Regar< 
less,  it  remains  the  largest  long-distance  company  and  hf 
ample  financial  resources  to  soldier  on  through  tough  times,  j 
AT&T  has  a  $1.5  billion  issue,  6.50%  due  Nov.  15, 2006,  thl 
was  downgraded  two  notches  to  BBB-,  just  north  of  the  grt 
investment-grade-junk  divide.  Even  when  the  deal  selliij 
AT&T's  cable  operations  to  Comcast  is  complete,  the  2006  bonj 
will  be  "money  good,"  as  we  say  in  the  bond  biz.  You'll  keep  g(| 
ting  your  interest  payments  from  Ma  Bell. 

Because  of  the  downgrade,  the  coupon  steps  up  on  Nov. 
from  6.50%  to  7%.  So  buy  now.  The  bonds  recently  traded  at  I 
($970  per  $1,000  face  value)  for  7.9%  yield  to  maturity.  Odj 
are  that  the  ratings  agencies  wiU  downgrade  again,  juicing  yo| 
interest  income  further. 

Similarly,  British  Telecom  has  a  $3.1  billion  issue  due  Dl 
15,  2005.  When  Moody's  downgraded  the  issue  last  year,  tl 
coupon  stepped  up  a  quarter-point  to  7.875%.  These  bonds  si 
at  a  premium  with  the  yield  to  maturity  of  4.5% — 2.5  perceil 
age  points  better  than  the  comparable  Treasury.  That's  attrj 
tive  with  Treasury  yields  at  their  lowest  in  decades.  But  I  susp  I 
another  downgrade  is  coming.  The  British  Telecom  bonc| 
now  listed  as  A-  by  S&P  and  Baal  by  Moody's. 

An  example  of  something  to  avoid  is  Gap  Stores,  a  jul 
credit.  I  give  this  long-suftering  company  only  a  50%  chancel 
avoiding  Chapter  11.  (There  are  other  companies  in  Ga 
predicament,  but  they  don't  necessarily  have  step-up  bone  I 
The  clothing  retail  chain  has  too  many  stores,  not  enough  m 
chandising  sense  and  has  lost  its  marketing  edge.  Gap's  8.1 
step- up,  due  Dec.  15,  2005,  already  has  been  downgraded  <| 
now  bears  a  9.9%  coupon.  Any  future  step-ups  will  be  no  co  | 
fort  if  it  tanks. 
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Ve  know  exactly  how  you  fed. 


I.L|<^Wllitttti)iliHl^i' 


Hertz  #1  Club  Gold® 
Skip  the  paperwork,  and  the  long  lines. 


Sjometimes  it  feels  like  it  can  go  on 
forever.  Hertz  understands.  That's  why  we 
offer  Hertz  #1  Club  Gold -our  fastest  way 
to  get  from  the  plane  to  your  car  and  out 
of  the  airport.  No  long  lines.  No  waiting. 
No  unnecessary  paperwork. 

Hertz  NeverLost®and  Hertz  Instant  Return. 
Two  more  ways  to  get  you  going. 

(H)ertz  also  saves  you  time  when  you're  on 
the  road.  With  Hertz  NeverLost  -  our  GPS 
in-car  navigation  system  that  tells  you 
exactly  how  to  get  to  your  destination.  And 
when  you  return  your  car,  there's 
Hertz  Instant  Return.  Just  drive 
into  the  Hertz  area.  We'll  be  there 
to  greet  you  and  print  out  your 
receipt.  Face  it.  Business  will  Q^ 
always  be  work,  work,  work.  But 
there's  no  reason  why  it  has  to  be  wait,  wait, 
wait.  At  Hertz,  we  know  exactly  how  you 
feel.  So  we  have  exactly  what  vou  need. 


hertz.com 

Hertz  rents  Fords  and  other  fine  cars. 
®  Reg.  U.S.  Pat.  Off.  ®  2002  Hertz  System.  Iiic 
NeverLost  is  available  for  a  nominal  daih  t'c  i . 
Subjeet  to  availability. 


exactly.* 


Point  of  View  By  Steve  HL  Hanke 

No  Greenback  Crash 


THE  DOLLAR'S  EXCHANGE  RATE  IS  JUST  ANOTHER 
market  price.  It  freely  adjusts  to  buyers'  and  sellers' 
expectations  about  conditions  here  and  abroad.  The 
euro  has  climbed  from  86  cents  in  January  to  parity 
this  summer  and  now  hovers  around  98  cents.  The 
yen  also  has  improved,  moving  from  1 34  yen  to  the  dollar 
then  to  124  now. 

Some  people  say  the  Bush  Administration  should  abandon 
its  "hands  off'  policy  and  intervene  in  foreign  exchange  mar- 
kets to  push  the  dollar  down  further,  by  around  10%  to  20%. 
C.  Fred  Bergsten,  director  of  the  Institute  for  International  Eco- 
nomics, and  other  Washing- 
ton cognoscenti  want  this  U.S. 
intervention  so  our  goods  will 
be  more  affordable  abroad. 
And  imports  will  be  more 
expensive.  This  would  serve  to 
boost  U.S.  manufacturing 
exports  and  the  domestic 
economy.  Yet  the  chief  reason 
they  campaign  for  a  measured 
U.S.  buck-weakening  pro- 
gram is  to  "correct"  our  grow- 
ing external  deficit  and  avoid  a 
dollar  crash  and  financial 
market  chaos. 

The  cognoscenti  fear  a 
dizzying  dollar  slide  when 
they  see  the  wide  U.S.  current 
account  deficit — the  differ- 
once  between  the  value  of  the  goods  and  services  the  U.S.  sells 
;^road  and  what  the  U.S.  purchases  from  foreigners.  (The  trade 
'--•t,  which  you  also  hear  about,  focuses  on  just  the  goods.) 
i'lm  j-car  the  current  account  deficit  will  hit  $480  billion,  or 
4.6'fr  n-  '::T)V.  Roughly  67%  of  the  U.S.  deficit  is  with  Asian 
countn-;-  i(..>'';i  with  western  European  countries  and  15.3% 
with  Canatk  i-'id  Mexico.  Luckily  the  U.S.  can  cover  this  gap 
because  it  attracts  vast  amounts  of  overseas  investments  in  our 
stocks  and  bonds.  If  that  money  goes  away,  the  worriers  warn, 
the  dollar  crashes. 

Well,  no  Washington  intervention  is  going  to  happen.  First, 
Treasury  Secretary  Paul  O'Neill  is  steadfast  in  opposing  such  a 
move.  Second,  we  don't  need  one.  The  dollar  is  going  to 
strengthen  on  its  own,  so  why  get  all  excited? 

I  know,  I  know,  the  dollar  has  been  weakening  this  year.  Last 
summer  experts  were  expecting  the  euro,  then  at  a  buck  even,  to 
go  to  $1.10  by  year-end,  but  the  euro  has  had  a  tough  time 
returninn  to  even  last  sum- 


A  weaker  dollar? 

Don't  count  on  it. 

Look  for  the  buck  to 

appreciate  against 

foreign  currencies, 

especially  the 

euro.  Demand  for 

the  dollar  is 

always  robust. 


It  turns  out  that  the  U.5 
current  account  deficit  ha 
been  easier  to  finance  than  pes 
simists  think.  During  2002' 
first  half  the  current  accoun 
deficit  was  $242  billion.  I 
addition  to  that,  there  was  a  n* 
outflow  from  the  U.S.  of  $4 
billion  to  purchase  foreig 
businesses.  These  outflows  wei 
offset  in  large  part  by  th 
heahhy  $167  billion  that  fo: 
eigners  spent  to  purchase  our  stocks  and  bonds.  They  also  hel 
on  to  greenbacks,  stashing  them  in  dollar  bank  accounts.  F( 
example,  Chinese  businesses  have  been  accumulating  doll; 
deposits  at  a  rate  of  $1.2  bQlion  per  month  this  year.  Foreig 
central  banks  financed  the  remainder  of  our  external  deficit  1 
also  piling  up  dollar  reserves. 

Asian  central  banks  in  particular  have  been  aggressive  cci 
lectors  of  doUar  reserves.  That's  important  with  Asia  accountiij 
for  the  largest  share  of  the  U.S.  deficit.  The  Asian  central  ban 
have  already  added  $76  billion  in  dollars  to  their  war  chests  tl 
year  and  by  year-end  that  number  will  approach  $100  billion, 
21%  of  the  U.S.  current  account  deficit. 

The  notion  that  foreigners  will  turn  away  from  the  doU 
and  U.S.  markets  is  farfetched.  The  dollar  has  unique  attn 
tions.  It  is  the  world's  key  currency  and  the  only  true  interi 
tional  money.  Thanks  to  the  dollar's  stability,  liquidity  and  k 
transaction  costs,  the  U.S.  has  an  edge  in  attracting  capi 
inflows  to  finance  the  current  account  deficit.  The  U.S.  has  a  v 
tually  unlimited  line  of  credit  into  the  world's  savings  pool.  A 
this  will  not  change,  despite  fretting  over  American  wa 
accounting  scandals  and  earnings  slumps. 

The  large  crop  of  willing  Asian  dollar  buyers  often  has  a  sj 
cial  link  to  the  dollar.  Asian  countries  have  a  fear  of  floatii 
Many  of  them  link  their  currencies  de  facto  to  the  greenba 
Accordingly,  you  can  count  on  their  central  banks  to  keep  aa 
mulating  dollar  reserves  if  that  is  what's  required  to  keep  th 
currencies  "competitive." 

So  the  dollar  isn't  going  to  fall  precipitously  or  even  at 
Against  the  much-touted  euro,  the  greenback  will  appreci 
modesfly  over  the  next  year.  The  only  things  that  could  thr 
off"  my  projection  for  the  near  term  are  the  risks  and  uncerta 
ties  that  accompany  war.  After  all,  foreign  private-portfc 
investments  in  the  U.S.  ebb  and  flow  with  the  emotional  c 
rent,  no  easy  factor  to  predict.  It's  no  wonder  currencies  ha\ 
nasty  habit  of  making  fools  out  of  forecasters. 
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.^p  over  imageCLASS  from  Canon.  Our  newest  line  of  digital  laser  multifunction  models  for  small 

chnological  feat-perhaps  only  Canon  could  have  achieved.  Copy,  print  and  fax  with  the  im^ 
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liental  Protection  Agency. 


NOW  HOW 


Generate  Traffic 


:rj  can  generate  traffic — and  excitement — 
for  youi  oroduct  or  service  in  a  whole  new  way. 
It's  the  SiiiconView  Electronic  Billboard,  the  only  one  on 
Highway  lO";  that  everyone  notices.  A  recent  Harris  Poll 
found  that  67%  of  the  respondents  that  travel  the 
Highway  101  corridor  notice  one  billboard  nnore  than 
any  other.  The  board  noticed  most  by  76%  of  these 
drivers  was  the  SiliconVisw  Electronic  Billboard.  In  fact 
it's  six  times  more  effectl\'e  than  static  billboards 
because  it's  electronic,  so  you  can  feature  several 
different  messages — for  the  cost  of  only  one! 
SiliconView's  illuminated  screen  displays  in 
excess  of  36,000  discernibly  different  colors  in 

Sili 


a  single  photographic  image,  maximizing  clarity  and 
visibility.  Day  or  night.  Rain  or  shine.  The  "smart"  LED 
technology  automatically  adjusts  for  all  lighting  cond 
Get  on  board!  Just  e-mail  us  your  art  file  and  you 
be  up  and  commanding  attention  in  as  little  as  24  ho 
You'll  be  seen  by  7  million  monthly  commuters — 
at  a  rate  that's  surprisingly  affordable. 

To  send  for  a  media  kit  or  to  find  out  if 
qualify  for  a  free  test  drive  on  SiiiconView,  i 
650-493-3500  or  email  us  at  info@siliconvie 
See  the  board  in  action  at  www.siliconviev 
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Forbes  Signature  Wines...  Napa  Valley's  finest. 


Forbes  has  partnered  with  renowned  vintner  Bill  Hill  and  his  Bighorn  Cellars  winery  to  produce 
two  extraordinary  estate  bottled  wines.  Bill  has  been  making  world-class  wines  for  over 

25  years  and  Forbes  is  proud  to  offer  you  these  two  releases.  ^^^>^  ^^ -T^^^i^:^!^^ 


MigueJ/Forbes,  Forbes  Magazine 


BIGHORN  CELLARS 


:OHORN  CELLAR? 


JHO»N  CELLAR 


1999  Camelback  Chardonnay 

E  STAT  E     G  RO  W  N 

o 

A  rich  Burgundian  style  wine  with  complex 

flavors  resulting  from  the  gravelly  soils  and  cool 

climate  of  Napa  Valley's  Carneros  District. 


1997  Coombsville  Cabernet 

E  STAT  E     G  RO  WN 

Our  Napa  Valley  Coombsville  vineyard  consistently 

produces  some  of  the  region's  best  cabernet,  exhibiting 

complex  yet  supple  flavors. 


TO  ORDER  FORBES  SIGNATURE  WINES: 

ONLINE:  www.forbeswine.com     CALL:  1-866-804-8835    FAX:  1-415-733-5373 
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Unique  perspectives  on  the  world  of  wine.  Order  at:  www.Forbeswinenewsletter.com 


A  generation  guided  by  principle- 
and  destined  for  business  greatnes 


"If  you're  interested  in  the  personal  stories  of  what 
makes  great  managers  and  how  they  got  that  way, 
this  book,  so  readable,  so  fascinating,  is  for  you." 

— Jack  ValENTI,  Chairman  and  CEO 
Motion  Picture  Association 


Harvard  Business  Schoc 
Class  of  1949  had  a 
profound  and  lasting  impac 
on  American  business. 
Made  up  mostly  of  workin: 
class  men  who  came  to 
Cambridge  on  the  GI  Bill, 
business  success  was  a  smalli 
challenge  to  them  than  the] 
one  posed  by  Hitler  and 
Hirohito.  Kindred  Spirits  tfj 
the  remarkable  story  of  hcl 
they  rose  to  the  heights 
of  business  achievement, 
guided  by  the  values  that 
led  them  to  victory  in 
Europe  and  the  Pacific. 

"A  compelling  and  timeW 
history  of  a  special 
cast  of  characters  fromi' 
business  past.  Their 
stories  are  a  valuable 
reminder  that  success 
and  sound  personal 
values  don't  have  to  be  I 
mutually  exclusive  in 
the  world  of  business.'! 
— Mitchell  PacejI 

author  of  Empire 
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He  Papoose  Ranch  -  Teiluride,  Colorado  Price  Upon  Request 

rched  atop  a  knoll  overlooking  thousands  of  acres  of  pristine  irrigated  ranchland 
h  the  San  Juan  Mountain  Range  in  full  view.  The  Mam  Residence,  Boys'  Lodge. 
Is'  Lodge  and  rustic  stable,  comprise  20,000  sq  ft.  The  residential  portion  of  the 
jpert/  includes  9  bedrooms,  9  baths,  4  powder  rooms.  12  rock  fireplaces 
»)  728-1603  Thomas  D.  Smith,  Teiluride  Real  Estate 


Greek  Revival  New  York  City  Townhouse  Price  Upon  Request 

Superlative,  private,  single  family  1838  Greek  Revival  Townhouse.  Situated  in  a  prime 
location  on  a  lovely  tree  lined  street.  This  meticulous  historic  house  was  restored  with 
all  original  details  including  the  outer  doorway  with  pilaster  supporting  full  entablature, 
front  stoop,  ironwork,  interior  finishes  and  shutters  on  all  windows. 
(212)  539-4965  Sara  Gelbard,  Corcoran  Group,  Inc. 


.Aipton's  Newest  Masterpiece  -  Bridgehampton,  NY     Price  Upon  Request 

raordinary  2-story  traditional,  reminiscent  of  an  era  gone  by,  is  set  on  sprawling  40 
es  less  than  a  mile  from  the  ocean.  Architectural  design  by  Francis  Fleetwood,  the 
OOO  sq.  ft.  main  house  features  9  bedrooms,  11  baths,  library,  state-of-^he-art 
jrtnet  kitchen,  8  fireplaces  and  staff  quarters. 
1)  537-3900  Susan  Breitenbach,  Allan  Schneider  Associates,  Inc. 


New  Idaho  Estate  Price  Upon  Request 

Luxury  estate  on  361  acres  atop  spectacular  mountains  in  the  Northwest  with  a  360 
degree  valley  and  mountain  view.  Year  round  access  to  this  7,330  sq.  ft.  furnished  home 
with  approx.  18,000  sq.  ft.  of  separate  buildings.  Propeity  is  located  in  a  prime  recreation 
area  which  is  independently  powered  by  solar/wind  and  backup  40KW  diesel  generator 
(208)  756-4910  www.lemhlestates.com  Wendy  Neal,  Benedict  Realty 


diterranean  Style  Classic  -  Highland  Partt,  Texas  $3,950,000 

.  rare  gem  built  in  2002  features  5  bedrooms,  5  full  baths,  formals.  den,  game  room, 
lana,  pool  and  3-car  garage.  Offering  the  highest  level  of  quality  and  sophistication 
lie  exuding  warmth  and  charm  with  total  livability,  this  property  is  in  a  premier  location 
jllghland  Park. 
\  380-7702  Ellen  Terry,  Ellen  Terry  Realtors 


1 
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Portolla  Valley,  CA  $2,895,000 

This  home,  located  in  one  of  the  San  Francisco  Bay  Area's  prestigious  communities,  has 
4  bedrooms,  3 1/2  baths,  study  arched  entry  and  state-of-the-art  kitchen.  The  dining  room 
features  designer  chandelier,  coved  ceiling  and  arched  entry.  Master  includes  vaulted 
ceiling,  bathroom  with  marble  vanity,  Jacuzzi  tub,  separate  stall  shower  and  walk-in  closet, 
(650)  462-1 1 1 1  Lorna  Wray,  Alain  Pinel  Realtors 
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IE  GURU  J.  CRAIG  VENTER  STUNNED  THE 

;ntific  world  in  2000  when  his  company, 
lera  Genomics,  deciphered  the  entire 
nan  genetic  code  in  just  over  two  years 
h  an  R&D  budget  of  $270  milHon.  A 
isortium  of  government  researchers 
>k  13  years  and  spent  $2.5  bilHon  to 


reach  the  same  finish  line.  (The  govern- 
ment says  it  only  spent  $300  million  on 
actually  sequencing  the  genome.) 

But  Venter  says  even  his  rapid-fire 
breakthrough  didn't  come  nearly  fast 
enough.  He  used  300  high-speed  DNA- 
sequencing  machines,  costing  $300,000 


apiece,  to  map  the  humm  ;  .  , ome.  Yet 
Venter  dreams  of  a  day,  ?  dc^.  ide  or  more 
away,  when  doctors  wii!  routinely  and 
rapidly  churn  out  the  individual  maps  of 
thousands  of  patients,  spotting  the 
genetic  typos  that  will  cause  an  array  of 
dysfunction  and  disease. 
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The  problem:  A  single  se- 
quencer operating  around  the  clock 
would  take  at  least  three  years  to 
crank  out  the  raw  unordered  ge- 
netic code  of  just  one  person. 
"There  is  no  way  existing  machines 
will  get  us  where  we  need  to  go," 
Venter  says. 

Now  his  mission  is  to  get  as 
much  human  DNA  read  as  fast  as 
possible.  Venter  left  Celera  in  Janu- 
ary and  has  begun  outfitting  a  new 
$30  million  nonprofit  sequencing 
lab  in  Rockville,  Md.,  to  be  funded 
by  government  grants  and  his  own 
foundation.  In  the  next  few  years 
he  plans  to  decode  the  key  portions 
of  the  DNA  of  a  thousand  individu- 
als of  various  nationalities  and  eth- 
nic groups,  at  a  cost  of  about 
$500,000  each.  Donors  with  the 
cash  to  help  out  are  welcome. 

Initially  Venter  will  do  the 
sequencing  on  existing  machines 
optimized  for  speed,  but  he  has  a 
bigger  goal  in  mind:  to  hasten  the 
arrival  of  a  new  generation  of 
ultrafast  sequencers  that  can  read 
the  genome  far  faster,  at  far  lower 
cost.  Within  ten  years,  he  predicts, 
before  a  newborn  leaves  the  hospi- 
tal its  entire  genome  will  be  burned 
onto  a  DVD,  which  will  be  given  to 
the  parents  along  with  the  birth 
certificate.  Every  time  a  new  gene  is 
linked  to  a  disease,  people  will  be 
ible  to  search  their  genomes  using 
"^^'■'r  home  PC  to  learn  whether 
■re  at  risk  and  decide  what,  if 
'o  do  about  it.  "I  want  to 
nui  :  ;  genomics  revolution 
meau'-  ,  '  '  '■>  -ordinary  people," 
Venter  su 

He  hopes  ;o  'omp-start  the 
efforts  of  a  coterie  of  iiiiy  biotech 
firms  developing  high-speed  gene- 
scanners,  in  the  same  way  that  his  work  at 
Celera  Genomics  forced  tlie  government's 
Genome  Project  to  accelerate  its  efforts. 
The  new  startups,  including  Periegen  Sci- 
'iices  in  Mountain  View,  Calif.,  U.S. 
( iciiomics  in  Woburn,  Mass.,  454  Corp.  in 
Branford,  Conn,  and  Solexa  Ltd.  in  C^am- 
bridge,  Fr,gland,  aim  to  use  recent 
advances  in  nanotechnology  to  decipher 


Researchers  are  testing  a  variety  of  new  technologies 
in  the  hopes  of  making  cheap,  fast  genome  scans  a 
practical  reality  in  the  next  decade.  Some,  such  as  - 
Periegen  Sciences,  use  exotic  DNA  chips  to  determine 
genetic  differences.  Harvard  University  and  U.S. 
Genomics  aim  to  decipher  DNA  from  scratch.  "  • 


mysteries  at  the  amino  acid  level. 

"I  use  other  people's  technology  to 
drive  the  science  that  I  want  to  do.  The 
science  I  do,  at  the  scale  I've  done  it,  helps, 
in  turn,  to  drive  the  technology,"  Venter 
says.  "It  is  like  working  up  a  ladder."  He 
always  has  thrown  himself  into  his  work: 
Venter  recently  revealed  that  one  of  the 
five  different  DNA  samples  used  by  Celera 
to  map  the  genome  was  his  own. 


The  epochal  breaking  of  tW 
human  code  was  only  a  start 
Knowing  the  sequence  of  on 
genome  isn't  enough;  what  mat 
ters  more  is  knowing  the  differ 
ences     among     thousands    o 
genomes.  Only  by  understandin 
the    subtle    genetic    variation! 
among  hundreds  of  thousands  c 
people — by  sifting  out  the  molec 
ular  misnomers  that  predispos 
someone  to  a  particular  malady 
wiU  scientists  learn  how  to  bette 
predict,  diagnose  and  ultimatel 
cure  difficult  diseases  like  diabete, 
schizophrenia  and  heart  failure. 
In  the  long  term,  researche 
hope  a  detailed  understanding  t 
the  genome's  permutations  wi 
lead  to  a  new  era  of  customize 
medicine,  in  which  drug  reg. 
mens,  diagnostic  tools  and  me« 
ical  devices  are  tailored  to  indivi»| 
ual  genetic  codes. 

It  won't  happen  witho 
speedier  sequencers.  Today's  dis  i 
washer-size  automated  machim 
are  technological  marvels,  ma 
by  Applied  Biosystems  (a  sibli: 
of  Celera;  both  are  owned 
Applera  Corp.)  and  Amersha 
Biosciences.  But  their  limitatioi 
rapidly  are  becoming  apparent. 
Most  important,  they  cai. 
read  the  3  billion  letters — A,  C 
and  G,  for  the  nucleotides  ac 
nine,  cytosine,  thymine  and  gi 
nine — in  the  human  genoi 
from  beginning  to  end,  the  v 
one  reads  a  book.  The  laser  det 
tors  on  the  machines  aren't  ser 
tive  enough  to  see  a  single  D 
molecule.  So  lab  workers  m 
slog  through  two  weeks  of  tedi< 
preparation,  chopping  the  D 
into  fragments  500  to  1,000  letters  1( 
and  making  millions  of  copies  of  each 
The  machines  glean  many  thousa 
of  copies  of  the  same  strand  to  ever 
ally  determine  the  identity  of  indivic 
letters.  Once  the  fragments 
sequenced,  their  relative  positions  on 
genome  still  must  then  be  laborioi 
reconstructed  by  a  computer. 

Periegen,  a  spinoff  of  DNA  chip  ] 
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lAB  LEADERSHIP  FORUM 

THE  INTEGRATION  IMPERATIVE 


NOVEMBER  7,  2002 /The  Lighthouse  at  Pier  60 /Forbes  Highlander  Yacht/ NYC 


AN  INDUSTRY  CHANGING  FORUM 
ON  INTEGRATED  MARKETING  FOR  CMOs 

Keynote  Speaker:  Randall  Rothenberg 
Chief  Marketing  Officer,  Booz-Allen  Hamilton /Editor-in-Cliief,  strategy+business  magazine 

New  platforms  and  advertiser  innovations  are  creating  boundless  opportunities  for  marketers  to  reach 
their  target  audience.  The  senior  marketing  executive  must  balance  an  increasingly  complex  choice 
of  channels  and  platforms  with  more  rigorous  ROI  discipline  than  ever.  While  many  questions  about 
the  optimum  marketing  mix  remain  unanswered,  a  host  of  research,  case  studies  and  anecdotes  from 
contemporaries  have  made  clear  that  the  integration  across  multiple  channels  can  increase  the  impact 
of  almost  any  any  marketing  message.  This  exclusive  one-day  leadership  forum  will  address: 

■  How  integrating  interactive  media  into  advertising  and  marketing  campaigns  increases  the 
impact  of  messaging  in  other  channels 

■  Who  in  the  organization  should  develop  interactive  expertise,  and  how  to  restructure  teams 
to  ensure  opportunities  to  lift  campaigns  are  not  overlooked 

■  What  percentage  of  marketing  budgets  should  be  allocated  to  interactive  initiatives 

■  How  to  instill  a  culture  of  responsibility  within  teams  so  that  marketers  challenge  themselves 
to  objectively  explore  every  channel  available  to  them 

8:15a  -  9:00  a  Registration  and  Breakfast  at  the  Lighthouse  at  Chelsea  Piers 
9:00a- 3:30 p  Keynote  speech,  Panel  discussions.  Research  presentations,  Interactive 

roundtables.  Networking  and  lunch  breaks 
3:30  p  -  6:00  p  Golf  recreation  and  instruction  at  the  Golf  Club  at  Chelsea  Piers;  light 

refreshments  in  the  Ryder  Cup  Room 
6:00  p  -  9:00  p   Cocktail  and  Dinner  Cruise  around  NYC  aboard  the  Forbes  Highlander  yacht 


:■:-  Request  an  invitation:  www.iab.net/events  |  212.994.1790  ■:■: 
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neer  Affymetrix,  is  taking  advantage  of 
the  fact  that  any  two  humans  are  99.9% 
genetically  identical.  Why  bother  deci- 
phering new  genomes  from  scratch  if  you 
can  just  look  for  the  0.1%  of  DNA  that  is 
different?  The  company  adapted 
Affymetrix's  technology  to  create  chips 
that  each  contain  an  array  of  60  million 
fragments  of  DNA,  ripped  away  from  their 
complementary  strands;  the  entire 
human  genome  fits  on  200  chips. 

The  strands  work  like  a  molecular 
Light  Brite,  lighting  up  in  those  places 
where  there's  a  mismatch  between  the 
chip's  everyman  DNA  and  that  of  the  per- 
son being  tested.  Already  this  year  Per- 
legen  has  scanned  the  DNA  of  25  healthy 
individuals — at  a  cost  of  $1.5  million  a 
pop — and  found  2  million  frequently 
occurring  genetic  variations.  It  plans  to 
cull  these  variations  to  find  patterns  of 
particular  mutations  that  predispose 
patients  to  major  killers  such  as  heart  fail- 
ure, as  well  as  genetic  alterations  that 
increase  the  risk  of  side  effects  from  pre- 
scription drugs. 

U.S.  Genomics  is  even  more  ambi- 
tious: It  hopes  to  develop  a  machine  that 
can  direcdy  read  a  single  DNA  molecule. 
Solving  this  problem  first  requires  design- 
ing a  device  that  can  manipulate  the  frag- 
ile molecule  without  shredding  it.  The 
startup  appears  to  have  solved  this  tricky 
feat  with  its  refrigerator-size  GeneEngine. 

Its  heart  is  a  silicon  chip  containing 
several  channels  that  narrow  into  a  fun- 
nel. A  string-like  DNA  molecule,  coiled 
up  in  a  clump  in  its  natural  state,  flows 
down  the  channel  and  into  the  funnel, 
where  a  maze  of  miniature  rods  forces  it 
into  a  straight  line.  Then  the  channel 
narrows  to  a  mere  600  nanometers  wide, 
allowing  only  one  DNA  segment  to  pass 
at  a  time.  Two  lasers  read  fluorescent 
chemical  tags  that  have  been  attached  to 
the  DNA  molecule. 

The  whole  process  takes  just  30  sec- 
onds, and  the  device  is  able  to  handle 
DNA  strands  up  to  200,000  base  pairs 
long,  says  Chief  Executive  Eugene  Chan, 
who  founded  the  company  in  1997  while 
attending  Harvard  Medical  School.  He 
believes  the  GeneEngine  will  be  handling 
whole  chromosomes — every  human  cell 
has  23  pairs  of  them,  and  each  chromo- 
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some  holds  50  million  to  almost  300  mil 
lion  letters  of  DNA — within  two  years. 

But  U.S.  Genomics'  GeneEngine  cai 
only  spot  1  in  every  1,000  DNA  letters 
That  may  be  good  enough  for  mappin; 
key  signposts  on  chromosomes  or  rapidf 
locating  a  few  key  gene  variations,  say 
Venter,  who  recently  joined  the  com 
pany's  board.  But  an  ideal  sequencer  c 
DNA  it  is  not,  at  least  for  now. 

The  harder  part  will  be  designing 
detector  that  can  distinguish  betwee 
two  adjacent  letters  on  a  DNA  stranc 
which  are  half  a  nanometer  apart,  a  sma 
fraction  of  the  wavelength  of  light  (whic 
makes  it  impossible  to  see  them).  That 
the  goal  at  a  shop  a  few  miles  down  th 
road  from  U.S.  Genomics,  at  Harvan 
where  biophysicist  Daniel  Branton  an 
colleagues  hope  to  design  a  better  dete< 
tor  by  passing  DNA,  one  letter  at  a  tim 
through  a  microscopic  "nanopore"  in^ 
silicon  membrane. 

Their  team,  funded  with  $3  millicl 
by  the  military  and  Agilent  TechnoW 
gies,  creates  its  nanopores  by  bomban] 
ing  a  wafer  of  silicon  nitride  with  argc 
ions  to  form  one  tiny  hole  a  fel 
nanometers  in  diameter  (a  nanomet 
is  one-billionth  of  a  meter).  That's  jvl 
wide  enough  for  a  single  DNA  molecij 
to  slip  through.  The  concept  is  to  plai 
the  membrane  in  a  solution  containi  | 
DNA  and  use  opposing  electrodes 
force  the  DNA  molecule  through  tl 
nanopore  at  up  to  1  million  letters  pi 
second.  Each  letter  will  be  read  by  cl 
tecting  slight  changes  in  the  nanoporl 
electrical  properties. 

"The  long-term  goal  is  a  handh<| 
instrument  the  size  of  a  calculator" 
detecting  DNA,  says  Branton,  who  hojl 
to  have  a  prototype  in  a  few  years,  "i 
may  never  get  there,  but  we're  going! 
learn  an  awful  lot  of  useful  informatil 
along  the  way."  He  sees  a  potential  sp 
oft":  a  biosensor  that  could  function  as 
early-warning  system  by  detecting  a  s 
gle  molecule  (or  cell)  of  a  chemical| 
biological  weapon. 

Back  in  Rockville,  Venter  says  h' 
"excited  and  encouraged"  by  the  progi  I 
so  far.  So  many  promising  technoloj 
are  in  development,  he  figures,  at  1(  | 
one  is  bound  to  pan  out. 


Brasil  Telecom  has  the  stamina  of  a  great  athlete  and  the  ability  to  overcome  limits  every 
rivl        single  day.  We're  a  modern,  transparent  and  fully  structured  company  that  practices  good  '  ■         i 

'^i^      coqxHate  governance,  and  we're  growing  at  hjll  speed.  It  really  pays  to  own  a  piece  of  Brasil  Telecom.     ||    DlOSIIIvflvII  LO I  T 1 


So  join  the  investors  who  are  already  part  of  our  team.  Do  it  for  your  financial  health. 
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FORBES  LIFE 


How  SNOOTY  WAS  BOSTON'S  OLD  RITZ-CARLTON?  SO 
snooty  that  until  the  1960s  it  refused  to  accept  reser- 
vations made  by  telephone.  To  book  a  room,  you 
had  to  be  known  personally  to  the  manager — or  you 
had  to  write  a  letter.  The  Ritz  staff  then  appraised 
/our  handwriting,  weighed  your  watermark  and  looked  up 
.four  name  in  such  references  as  The  Social  Register,  Who's 
Who  and  Poor's  Index.  If  you  appeared  in  none?  Well,  the 
learby  Parker  House  is  always  nice. 

Why  anybody  put  up  with  this  nonsense  was  simple:  Beyond 
he  hurdles  lay  unprecedented  pampering.  Perfumed  elevators. 
Telepathic  staff.  A  restaurant  with  treetop  views  of  Boston's  Com- 
Tion.  And  a  crepuscular  little  jewel  box  of  a  bar  whose  signature 


drinks — the  French  75  and  Ritz  Fizz — sent  guests  frictionlessly 
off  to  dreamland.  Many  bedrooms  had  fireplaces.  (The  "new" 
Ritz,  which  recently  reopened  after  a  yearlong  renovation,  has 
added  a  fireplace  butler,  whose  job  is  to  offer  guests  a  choice  of 
aromatic  woods:  Would  madame  like  a  little  cedar  this  evening?  Or 
perhaps  the  pine?) 

Here,  considerations  besides  money  matter.  As  the  Ritz's  pres- 
ident explained  at  the  hotel's  opening  in  1927,  the  Ritz  was  "not 
committed  exclusively  to  the  service  of  those  with  bulky  pocket- 
books.  We  are  here  to  cater  to  people  of  good  taste." 

Hospitality  extended  even  to  theater  folk,  provided  they 
behaved  themselves  and  possessed  the  necessary  standing. 
Oscar  Hammerstein,  who  stayed  at  the  Ritz  during  Boston  try- 


Not  Glitzy.  Ritzy 

Gloriously  understated,  its  quirks  intact,  Boston's  storied  Ritz 
has  reopened.  Is  this  the  best  business-unfriendly  hotel  in  America? 

BY  GHANA  R. SCHOENBERGER 
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outs  of  his  shows,  thought  up  the  lyrics 
to  "Edelweiss"  while  taking  a  shower  in 
his  room.  Boors  and  weisenheimers, 
meantime,  simply  were  not  tolerated — 
no  matter  what  their  pedigree.  Harvard 
student  Franklin  D.  Roosevelt  Jr.,  while 
drinking  in  the  bar  one  night,  felt  an  urge 
to  leap  up  onto  a  table  and  start  singing. 
The  bar  steward,  Karl  Reill,  asked  him  to 
get  down.  Roosevelt  imperiously  asked  if 
he  knew  who  he  was.  "Yeah,  I  know  who 
you  are,"  said  Reill.  "Now  get  down  off 
the  table." 

Management  for  years  maintained  a 
blacklist  of  persons  who  had  made  them- 
selves permanently  unwelcome,  which  in- 
cluded Richard  Burton  and  Elizabeth  Tay- 
lor, for  having  cohabited  without  benefit 
of  marriage,  and  Pia  Zadora,  for  having 
thrown  a  fit  in  the  lobby. 

Such  quirks  made — and  still  make — 
the  Ritz  an  anomaly  in  a  world  of  homog- 
enized hotels.  A  Ritz  partisan  who  stayed 
recently  at  the  rival  Four  Seasons  sniffs,  it's 
"perfectly  nice,"  but  "a  cookie-cutter 
hotel."  (For  a  story  on  the  international  ri- 
valry of  the  two  chains,  see  FORBES 
Global,  available  at  forbes.com.)  The  Ritz 
is  not  inhospitable  to  business,  but  it  likes 
to  relegate  guests'  commercial  activities  to 


a  series  of  suites  on  the  third  floor,  under 
the  guidance  of  a  technology  butler.  (For  a 
sampling  of  the  most  business-friendly  new 
hotels,  see  below.) 

Ritz  loyalists  were  much  disturbed 
when  Millennium  Partners,  the  hotel's 
owner,  announced  in  October  2001  they 
would  be  shutting  it  for  a  face-lift.  Stephen 
B.  Ashley,  a  real  estate  investor  and  board 
member  of  Fannie  Mae  who  loves  the  Ritz 
as  he  does  his  own  home,  was  immediately 
suspicious:  "My  first  reaction  was:  Why? 
What  needs  changing?" 


FORBES  toured  the  hotel  imme- 
diately after  its  Oct.  7  reopening. 
Little  has  changed.  Much,  though, 
has  been  cleaned,  restored  or  im- 
proved— to  the  tune  of  $50  mil- 
lion. Comments  from  returning 
guests  have  been  positive:  "The 
bedrooms  are  more  modern  and  | 
brighter,  the  bathrooms  bigger  and 
the  breakfast  is  as  good  as  it's  al- 1 
ways  been,"  says  Richard  Ramsden, 
a  Goldman  Sachs  equity  analyst  in 
from  London,  who  was  reading  the  \ 
papers  in  the  butter-yellow,  newly 
reupholstered  cafe. 

Such  favorites  as  chicken  pot 
pie  still  grace  the  cafe  menu.  Up- 
stairs, in  the  meticulously  restored  din-  ( 
ing  room,  original  Czech  cobalt-and-i 
crystal  chandeliers  still  glitter.  And  the  I 
bar's  oak-paneled  walls  remain  the! 
same — with  new  upholstery  from  Scala- 
mandre  and  other  upscale  design  houses.,! 
Martinis  are  stirred  exactly  12  times,  not' 
13.  You  still  can  get  a  Ritz  Fizz  (made  with 
blue  Curasao,  amaretto,  sour  mix  and 
champagne).  What  better  place  to  cele- 
brate this  year's  Harvard-Yale  game  (Nov. 
23)?  But  if  you  feel  an  urge  to  leap  up  on 
a  table  and  sing,  resist  it.  F 


Coming  Attractions 

Tired  of  bland,  predictable  lod^ngs?  Not  sure  if  you're  waking  up  in 
Providence  or  Portland?  Take  heart.  New  hotels  rich  in  personality  beckon 


^'Jcinneapolis:  art  +  TECH 

Li.  V.ERiDIEN,  A  EUROPEAN  CHAIN,  IS  GOING 
edgy  viiith  this  255-room  hotel,  slated  to 
open  in  Fr-bruary.  Style?  "Haute  minimal- 
iste."  Roorrs  feature  wall-mounted,  42- 
inch  plasma  screen  TVs,  green-and-red 
bathrooms  with  etched  glass  washbasins 
and  either  freestanding,  water-jet- 
equipped  showers  or  oversize  bathtubs 
with  bear-claw  feet.  "Smart"  mattresses 
conform  automatically  to  sleepers'  height 
and  weight.  And  travelers  staying  in  exec- 
utive rooms  can  lather  up  with  Hermes 
soaps,  enjoy  free  high-speed  Internet 
connections  and  imbibe  complimentary 
cocktails  during  happy  hour  in  the  Infinity 
Room  (a.k.a.  the  bar).  Also  included:  fruit 
baskets  and  bottled  water  daily. 
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La  Jolla:  THE  LODGE  AT  TORREY  PINES 
OKAY,  SO  IT'S  NOT  SAN  DIEGO  PROPER,  BUT 
Torrey  Pines  is  only  20  minutes  away  in 
La  Jolla.  Exurbanity  has  its  perks:  The 
new  175-room  Lodge  sits  smack  on  two 
18-hole  public  golf  courses,  with  tee 
times  easily  available.  Built  in  California 
Craftsman  style,  the  Lodge  includes  a 
spa  and  fitness  center.  Specially  con- 
cocted bath  emollients  feature  sage, 
native  to  adjacent  Torrey  Pines  State 
Reserve  Park.  The  Lodge's  A.R.  Valen- 
tien  restaurant  pays  homage  to  a  Cali- 
fornia artist  of  the  same  name  whose 
paintings  adorn  its  walls.  Need  a  lift? 
The  Lodge's  two  Mercedes-Benzes  will 
chauffeur  you  anywhere  you  want  to  go, 
within  five  miles. 


Washington,  D.C.:  VARIOUS 
THIS  YEAR  THE  NATION'S  CAPITAL  GETS  FIVE 
new  boutique  hotels.  Four  have  already  » 
opened  around  Dupont  Circle:  the  Topazi 
Monaco,  Rouge  and  Madera.  Each  has 
its  own  distinctive  shtick.  The  Madera,  ir 
a  former  apartment  building,  offers  huge 
rooms  with  a  pied-a-terre  feeling.  The 
Topaz  serves  energy  smoothies  in  its 
lobby  every  morning,  while  the  Rouge 
feeds  its  breakfasters  Bloody  Marys  and 
pizza— cold  pizza.  "We  order  it  the  night 
before,"  explains  Thomas  LaTour,  chair- 
man and  chief  executive.  The  Monaco,  a 
historic  1840s  government  building,  has 
16-foot-wide  corridors  and  a  bar  scene 
that  attracts  a  young  crowd  (most  of 
considerably  narrower  width).  The  Helix 
set  to  open  in  November,  will  have  an 
8-by-l2-foot  Magritte-style  surrealist 
painting  on  its  lawn.  —C.R.' 

For  contact  information  on  these  new  prop 
erties  and  others,  visit  forbes.com/hotels. 
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4'"  AND  GOAL. 
LAST  SHOT  BEFORE  THE  BUZZER 


IT  ALL  COMES  DOWN  TO  THE  WINNING  PLAY. 


GET  THE  FREE  PLAYBOOK  FOR  E-BUSMESS.  ONLY  FROM  IBM 

Welcome  to  the  big  leagues -in  the  game  of  e-business. 
There's  more  money  on  the  line  in  this  game  than  in  any 
other  So  who's  going  to  sit  this  one  out?  Not  you,  if  you 
want  to  increase  margins,  improve 
your  customer  service  and  squeeze 
every  last  cent  out  of  operations. 
Not  you,  if  you  want  to  build  up  rela- 
tionships between  customers  and 
employees,  vendors  and  suppliers. 


Not  you,  if  you're  going  to  integrate  department  with 
department,  company  with  company  and  subsidiary 
with  subsidiary  Of  course,  you'll  need  to  start  with  a 
game  plan.  Like  the  Strategy  Play.  The  Solutions 

.-         Play.  The  Integration  Play.  And  the 

somebody-threw-me-a-curve-what- 

do-l-do-next  play  Register  now  for  the 

free  Official  Playbook  for  e-business. 

It  puts  the  CEO,  CIO,  CFO,  CMC  and 

everyone  else  on  the  same  page. 


MAKE  THE  CALL.  GET  THE  BOOK. 


1  800  426-7080  (Ask  for  win)     ibm.com/e-business/playbook5 


(^business  is  the  game.  Play  to  win: 


le  e-business  logo  and  e-business  is  the  game.  Play  to  win  are  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  andfer  other  countries.  ©  2002  IBM  Corporation. 
Its  reserved.  Umit  one  book  per  respondent.  Respondents  will  be  required  to  complete  a  registration  form  in  order  to  participate  in  this  offer.  Offer  ends  12/31/2002.  Offer  available  only  in  the 
xJ  Canada.  Please  allow  2-3  weeks  for  delivery. 
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Boy  Toy 


A.C.  Gilbert,  father  of  the  Erector  Set,  wasn't  merely  making  toys.  He  was  building  men. 

BY  SUSAN  ADAMS 


ALFRED  C.  GILBERT,  INVENTOR  OP  THE  ERECTOR  SET,  WAS  ALSO  A  PROFESSIONAL  MAGICL\N,  YALE 
Med  School  grad,  Olympic  athlete  and  big-game  hunter.  In  fact,  that's  not  the  fiill  extent  of  his 
dazzling  resume.  The  man  also  developed  and  marketed  one  of  the  first  electrical  sex  toys.  This 
object,  according  to  the  patent  application  for  it,  was  designed  to  facilitate  "sexual  intercourse 
with  the  least  expenditure  of  time  and  energy." 
In  The  Man  VVTic  Changed  How  Boys  and  Toys  Were  Made  (Viking,  $25),  author  Bruce  Watson  tells  the  story 
of  this  gentleman  with  the  diverse  accomplishments.  It  starts  in  1911  when  the  27-year-old  Gilbert  rides  a  com- 
muter train  into  Manhattan.  As  he  approaches  the  East  River,  he  marvels  at  a  construction  crane  hoisting 
giant  girders  into  the  sky.  He  gets  an  idea. 

At  home  that  night  in  New  Haven,  he  and  his  wife  cut  out  miniature  girders  fiom  shirt  cardboard.  A  machin- 
ist transforms  them  into  steel,  and  Gilbert  adds  a  thin  lip  along  the  edge  of  each.  That  gives  the  little  strips  of  steel 
rigidity,  and  it  also  niiikes  it  possible  for  the  strips  to  overlap  and  make  longer  pieces.  The  young  inventor  already 
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/w.acura.com 

Chevy  Tahoe 
«0-950-2438 
/w.chevy.com/tahoe 
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has  a  sheepskin  from  Yale  Medical  School, 
an  Olympic  gold  medal  in  the  pole  vault, 
and  his  own  company,  Mysto  Manufac- 
turing, which  makes  magic  tricks. 

Gilbert  introduced  his  Erector  Set 
at  the  1913  New  York  Toy  Fair  and  had 
an  instant  hit.  He  was,  along  with  his 
other  talents,  a  marketing  genius.  While 
most  toy-sellers  of  the  day  aimed  ads  at 
parents,  Gilbert  aimed  his  at  kids: 
"Hello,  boys!  Make  lots  of 
toys,"  said  one. 

"Other  toys,"  writes  Watson, 
"were  one-trick  ponies.  Push  a 
button,  turn  a  crank,  and  your 
plaything  played  for  you."  The 
Erector  Set  was  different.  It  came 
with  blueprints  for  familiar  me- 
chanical things  like  a  derrick  but 
also  urged  its  owners  to  let  their 
imaginations  run.  Gilbert  of- 
fered builders  of  the  most  inge- 
nious Erector  creations  lavish 
prizes,  including  a  full-size  au- 
tomobile and  a  Shetland  pony. 

A  monthly  magazine.  Erec- 
tor Tips,  displayed  readers'  con- 
structions. The  Gilbert  Institute 
of  Erector  Engineering  proved 
an  especially  crafty  ploy:  Boys 
coveting  the  title  "Master  Engi- 
neer" first  had  to  peddle  ten 
Erector  Tips  subscriptions  and, 
at  Christmas,  demonstrate  Erec- 
tor Sets  in  stores. 

GObert  got  300,000  letters  a 
year  from  boys,  some  signed 
"vour  loving  son."  In  1916  sales 
ijf  Mysto,  renamed  A.C.  Gilbert  Co., 
topped  $1.2  mOlion,  four  times  those  of 
any  other  toy  company. 

As  Watson's  rather  strained  title  sug- 
gests, Gilbert  pitched  the  notion  that 
Erector  Sets  had  the  power  to  transform 
young  males  from  troublemakers  into 
solid  citizens.  In  his  magazine  he  cited 
such  examples  as  auto  thief  Earl  Riley, 
who  told  a  Portland,  Ore.  newspaper  that 
he  had  swiped  a  car  because  he'd  wanted 
to  take  it  apart  "and  examine  its  engine." 
Sublimated  into  an  Erector  Set,  this  same 
urge  to  tinker  could  be  turned  to  society's 
advantage. 

In  1940  Donald  Bailey  of  Britain's 
Royal  Engineers  used  his  Erector  Set  to 
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design  the  portable  Bailey  Bridge,  which 
spanned  creeks  and  rivers  and  was  hailed 
by  Eisenhower  as  one  of  the  three  most 
important  technological  advancements  of 
the  war,  along  with  radar  and  heavy 
bombers.  In  1949  Yale  Medical  School, 
student  William  Sewell  used  Erector  gird- 
ers, an  Erector  motor  and  rubber  flaps 
from  a  party  noisemaker  to  craft  the  first 
functional  artificial  heart.  In  an  experi- 


ment, it  kept  a  dog  alive  for  63  minutes. 

The  toy  reached  its  apotheosis  in  1931 
in  the  Model  No.  10,  weighing  more  than 
100  pounds.  This  set  came  with  plans  for 
500-plus  models,  including  a  4-foot-long 
Hudson  locomotive  and  a  5-foot-long 
Zeppelin.  It  cost  $70,  the  equivalent  of 
$815  in  today's  money. 

On  the  strength  of  Erector's  success, 
Gilbert  branched  out  into  microscopes, 
chemistry  sets  and  a  nuclear  science  kit 
containing  a  small  sample  of  radioactive 
material.  And  then  there  was  the  GUbert 
Vibrator.  This  resembled  a  power  drill, 
with  an  attachment  made  of  bearings 
and  springs. 

Well  into  his  60s  the  senior  Gilbert 


followed  a  strict  regimen  to  maintain  his 
vigor,  running  a  mile  every  morning, 
then  working  out  in  a  basement  gym  with  j 
Indian  clubs  and  a  punching  bag  before  [ 
arriving  at  his  factory  no  later  than  7:30  i 
a.m.  In  middle  age  he  had  taken  up  hunt- 
ing, and,  at  age  66,  bagged  a  1 ,000-pound 
Kodiak  bear,  which  he  donated  to  the  Yale 
Peabody  Museum. 

A  staunch  conservative,  Gilbert  hated 
unions  and  kept  labor  agitators 
at  bay  by  treating  his  own  work- 
ers extremely  well.  Benefits 
included  free  medical  and  legal 
advice,  a  year's  unpaid  leave  fori/ 
pregnant  women  and  weeklyll 
movies  and  dances  (with  a  live^ 
orchestra).  Even  so,  by  the  timeli 


Gilbert  died,  in  1961,  his  com 
pany's  fortunes  were  in  decline. 
In  Watson's  epic  explanation: 
"Boys  no  longer  dreamed  oi 
becoming  men.  They  dreamed 
of  becoming  cool 

Gilbert's  son  A.C.  Jr. 
worked  for  GE  for  a  bit,  then 
joined  the  family  company  aftei 
World  War  II,  working  his  way 
up  to  president.  But  he  was  a  re- 
luctant heir  and  sold  the  fam- 
ily's shares  as  soon  as  his  fathei 
died.  He  remained  presiden 
until  his  own  death  in  1964. 

The  Erector  brand  is  nov 
owned  by  the  Japanese  Nikkc 
Corp.,  a  maker  of  remote-con 
trol  toy  airplanes  and  cars.  Th' 
toy  is  distributed  in  the  U.S.  b 
Brio,  a  public  company  based  in  Swedei 
that  is  known  for  wooden  train  setJ 
Today's  Erector  Sets  are  quite  mode? 
alongside  Model  No.  10.  The  biggei 
weighs  7.5  pounds  and  goes  for  $120. 

If  you  happen  to  have  hung  on  to  a  N( 
10  in  mint  condition,  you  can  probably  g< 
$15,000  for  it.  Don't  break  out  the  chair 
pagne — it  represents  a  meager  4.2%  rei 
annual  return.  Better,  relive  your  youth  i 
the  A.C.  Gilbert  Heritage  Society  Web  si 
(www.acghs.org)  or  at  A.C.  Gilbert's  Di 
covery  Village,  a  children's  museum  i 
Salem,  Ore.  (www.acgilbert.org).  You  a 
also  watch  the  dramatization  of  Gilbert 
life  in  a  TV  movie  called  The  Man  Wl 
Saved  Christmas,  due  Dec.  15  on  CBS. 
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Fine  Watches 
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|kLL  IN-HOUSE 

)ur  bundled  services  make 

dire<t  moil  with  postcards 

easy  t  affordable. 


%, 


FREE  SAMPLES 

Visit  om  wthsite  or  nl  il3S0 
(of  yoor  postcard  kit! 


"ernpostcard* 
)00.959.t365 

nodernpostcard.com 


D^MESY  FINE  WATCHES 


One  of  the  Worlds  Largest  Dealers  of  Vintage  and  Contemporary  Timepieces.  Since  1985. 


TELL  TIME  IN  STYLE 


Save  up  10  60*70  011  qualify  Swiss  watches  including  Rolex,  Patek  Philippe,  Cartier  and  many  others. 

Call  toll-free  1-800-635-9006  or  email  ablevine@demesy.coiTi. 

9  a.m.  -  5  p.m.(CST)  Mon.  -  Fri. 

To  view  our  online  collection,  go  to  vyww.demesy.com. 
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BANK  SAYS  "NO"? 

We  II  pay  you  cash  for  your 
company's  receivables  within  24 
hours.  Approvals  by  phone. 
Personalized  service.  No  upfront 
fees.  No  collateral  requirea. 
Call  today  to  CASH  $50,000 
minimum  to  $2,500,000. 
It's  more  affordable  than 
you  think. 

Mr.  Weil  800 -499-6179. 
or  888-505-7332  for 
recorded  information. 
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CONSULTANTS 


-..needed  lo  otlcr  unique  linancial  services 

lo  save  clients  huge  amounts  on  their 

income  taxes  and  protect  their  assets  from 

lawsuits,  judgements  and  creditors.  State 

of-the-arl  marketing  tools.  Local 

appointments  set  for  you.  Make  up  lo 

Sfi,400  per  client  plus  lifelime  residuals. 

Talk  to  existing  consultants.  24  hour 

recordini;(S0()l6S.1-4497 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide    Preview  Businesses 

For  Free. 

if  interested  in  Buying  Or 
Seliinq  A  Business  Cail 


1-800-999-SALE 

or  visit  www.gwbs.com 


Computer  Parts 


For  information  and 

rates  on  advertising 

in  tlie  next  Forbes 

isplay  Classified  Section 

Call  Media  Options 

1-800-442-6441 


Key  Code  #  11 0 

KRISTAMICRO.coM 

WHOLE  SALE  PRICES!!! 

A   Leading  Distributor  Of 

Computer  Products  and  Cables 

USB  Cables,  Firewire,  VGA, 
Printers,  Networking,  and  more. 

(l  50  page  Catalog!  Visit  our  website) 


SMALL  ADS  BRING 


Call:  Media  Options 
1  -800-442-6441 

Forbes  Business  Classified 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


e-mcorporate 


•  Incorporate  in  all  50  states 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  inc. 

800.423.2993 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside.  let's  talk.  $14,900 
Investment  required. 


Call  1-800-675-6144 


Capital  Wanted 


SMALL  MULITMILLIONAIRE  IN 
BEVERLY  HILLS  REAL  ESTATE 


equity-rich  with  20+  yrs  experience  but 
illiquid  &  must  pass  up  rare  good  deals  in 
this  city,  seeks  joint  venture  partner  with  9- 
digit  net  worth  who  wants  to  graijually 
acquire  largest  (20-40-unit)  apt.  buildings 
in  this  small,  safe,  appreciating  niche. 
Mr.  Davis,  P.O.  Box  6455,  Beverly  Hills, 
CA  90212  or  kevinsdesk@aol.coni 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Rarity  Bay  East  Tennessee  Real  Estate 


Executive  l-iealth  &  Wellness 


Exceptional  Waterfront  Golf  Living 
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It's  an  interesting  choice:  the  coast  of  southern 
l^nce  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
960-acre  peninsula  with  a  championship  golf  course, 
an  equestrian  center,  country  club,  and  homes  in 
French  Country  architecture.  Qrand  Estate  homesites 
offer  you  Chateau  elegance  and  waterfront  vistas 
with  the  ambiance  of  Provence  in  the  foothills  of 
the  beautiful  Great  Smoky  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore.  Tennessee  •  Tiyll  Free  1-888-RARnyBAY 
e-mail:  info(ii raritybay.com  •  www.raritybay.com 


homes  starting  in 
the  $200,OOOs 


Void  where 
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Newsletter 


Legal  Services 
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Market  got  you  thinking? 
It's  time  to  consider 
bonds,  preferreds,  and 
convertibles. 


Forbes  columnist  Richard 

Lehmann  of  Forbes/ Lehmann 

Income  Securities  Investor  will 

show  you  how  to  preserve  your 

capital  and  enjoy  rock-solid 

income.  In  2001  his  subscribers 

earned  over  28%.  Call  today  for 

a  FREE  trial  issue  and  receive 

50%  off  the  subscription  price. 

1-800-765-3816 

please  provide  savings  code  3LMFR8415 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banl(ing 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


lie  uanKi 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •  www.searsatty.com 


YOUR  EARNINGS  ARE  UP. 

UNFORTUNATELY,  SO  IS 
YOUR  BLOOD  PRESSURE. 

When  you  achieve  success,  you  want  to  enjoy  all  of  its 
benefits.  Dr.  Peter  Miller,  a  recognized  wellness  authority, 
has  created  the  Charleston  Health  Institute,  a  complete  med- 
ical retreat  for  busy  executives. 

We  offer  state-of-the-art  executive  health  physical  exams 
and  healthy  lifestyle  counseling.  Based  at  the  world-renowned 
Kiawah  Island  Resorts  and  drawing  on  the  medical  expertise 
of   the    Medical    University    of   South 
Carolina,   our   program   will   help  you 
maximize  the  enjoyment  of  your  success. 


( ^kiiieston  HeaMT/ll  Iiistirutc 
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800-803-3127  •  www.charlestonhealthinstitute.com 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 

Ottier  Styles  Available!   ^/l^ 

www.friiJgedoor.coni/biz.hlml    ■   -^^ 

1-800-501-3953 
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RESULTS!)^ 

Call:  Media  Options  ^ 
1-800-442-6441  ]||oo 

Forbes  Business  Classified  <|g||| 


Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting.. .Forbes  Business  Classified  has  to  be  your  choice  for 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 
For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 
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*  back  pain  specit  I 

i  Posture  Education 
ISPorkway,Katonah,NYI' 
www.postureeducotion.ci  I 


CALL  TOLL-FREE  1-800-392-0 
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siness  for  Sale 


irOwn  Colorado 
Ski  Resort 

,;.r  active  lifestyle  and 
:n  this  rare  opportunity. 

03)  260-6436 

. ;-  Services  Group,  Inc. 


Education 


Real  Estate 


Luxury  Yachting 


VALUATION. 

id  universities  otter  full  credit 
Id  work  experience  Bachelor  s, 
and  Ph  D  degrees  in  most 
)  residency  requirements 
mpt.  and  confidential 
ns.  Guaranteed  Student  Loans 
)51-1203  www.arrc.org 
707  371  2979 


,ailing  Lists 


.eads  &  Mailing  Lists 


'  Selecl  Dy  geoqophy.  sdles  vdune 
i  name,  cradi  raong.  and  more 

-  Select  by  age.  inaxne.  home  va)ue 
ly  and  more 

t  Prosceg  Buildw  -  Analyze  your  currwi 
s  tol  maldi  Eos  woiyse  1 25  Frss 
^com 

1-800-555-5335 


OiPOR 


isiness  Products 


ep  Discounts 

Over1  million 
business  Products 
sPrinted...WeDolt! 

00-520-5514 

unlimitedresults.com 


Central  Florida 

Multi-Bulldlng 

Warehouse  a 

Office  Complex 


Central  Florida  Business  Park 

Multiple  Buildings  Totaling 

943,  TOO  :i 

situated  on  52  */-  Acres 

Excellent  Income  Potential 

with  existing  tenants  in  place 


This  Former  Distnbution  Center/Office 

Complex  features  Rail  Spurs,  Loading 

Docks, Truck  Scales,  Truck  Service  Area, 

and  Extensive  Highway  Frontage 
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^HKOENBOTHAM' 
'AUGIKWEUtS 

l\TlJtNATIO\AL.  LTD.,  INC. 
_^  A  Ikmed  Keal  bliletnUr 

1-800-257-4161 

www.higgenbotham.com 


,^Rent  A  Greek 
^ruising  Palace 


And  sai 
k      among  the 
f^4,p00  Greek 
■  :i  .'^iJiJ^'islands 


Established  In  1969 


Also  available  for  Athens  Olympics  2004 
See  Website:  OlympicsAthens2004Yachting.com 

Charter  a  motor  yacht,  motor  sailer  or  saihng  yacht  (for  6  to  50  guests, 

from  50'  to  200'  and  $700  to  $20,000  per  day  for  entire  yacht  with 

its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  ow  n  itinerary  with  your  own  captain 

•  Your  food  with  your  own  chef 

•  Your  drinks  with  )'our  ow  n  stew  ard,  or  leave  it  up  to  them 

to... pamper  )()u. 

VALEF  YACHTS  LTD 

International  Headquaners:  7254  Fir  Rd.,  P.O.B.  i85,  Ambler,  PA  19002  U.S.A. 
Tel:  (215)  641-1624  •  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
E-mail:  info@valel'yachts.coni  •  Website:  VALEFYACHTS  con7 


Timeshare 


TIMESHARES 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 

CALL  (800)  704-0307 
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save  up  to... 
off  retail! 
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bnzyte  ana  save  up  to  40%. 
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If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of  your  love  life,  you're  not  alone. 

Maximize  the  Pleasure    Take  two  Enzyte  tablets  daily, 

and  within  just  three  to  four  weeks,  you  will  begin  to 

see  results.  For  nnaximum  effectiveness,  continue  to  take  Enzyte  for 

three  full  months.'  Additional  benefits  of  Enzyte  include  increased 

virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%."  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 
Satisfaction  Guarantee  (CSG). 

Ask  your  doctor  if  Enzyte  is  rig  tit  for  you,  then  visit  us  on 
the  web  at  www.enzyte.com,  or  call  us  directly,  and  get 
started  today:  1-877-4ENZYTE  (1-877-436-9983). 


I  Advertising:  Lifekey  Healthcare,  Inc.  supports  and  encourages  truth 
tisjng,  and  full  disclosure  of  all  advertising  claims.  We  will  continue  to 
:onsiimer  rights  and  demand  the  same  from  all  advertisers. 


Please  Print 

FORB0902 

Name 

Phone ( 

) 

Address 

Apt. 

City 

State 

Zip 

1  Month  Trial  Supply  $    69.95 


Full  3  Month  Enzyte  Program  (Regularly  $239.95) $  149.95 


7  Month  Enzyte  Supply'  {Regularly  $349.95) 

'Full  3  month  program  plus  4  month  maintenance  supply 


$  199.95 


Certified  Pack  and  Ship  Process  (CPSP") $     14.95 


Secure  Lock  System'  Assures  Confidentiality 
Sterile  Pack;  Insures  No  Package  Tampering 
Sales  Tax  (applicable  to  each  state) 
Expedited  Rush  Shipping:  Product  Guaranteed 
to  Ship  Within  48  Hours  of  Received  Order 


Canadian  orders  add  $10.00 

All  other  international 

orders  add  $15.00 


Total  Enclosed 

(U.S.  Funds  Only) 


Method  of  Payment:       n  MC     D  VISA     D  Am.  Ex.     D  Disc.     C  Money  Order 


Credit  Card  Number 


E>-p.  Date 


/ 


Signature 


Send  Money  Orders  to:  Ufekey  Healtiicare,  Inc,  Customer  Care-Order  Processing,  Building  Box  42635,  Cincinnati,  OH  45242 


•Individual  results  may  vary.   *"Study  results  based  on  customer  response. 

Enzyte  is  not  a  contraceptive  and  will  not  aid  in  the  prevention  of  sexually  transmitted  diseases. 

Lifekey  Healthcare,  Inc.,  Cincinnati,  OH  ©  2002,  Ufekey  Healthcare,  Inc.  All  rights  reserved.  FORB0902 


THOUGHTS 

On  the  Business  of  Life 


Definition  of  a  friend:  Fred  Young,  that  82-year-old,  ever-young  head  of  Young  Radiator 
Co.,  has  been  agood  friend  of  three  generations  ofForheses.  Periodically,  he  posts  to  us 
pithy  comments  on  some  of  ours.  His  most  recent  letter  includes  this — as  perceptive 
an  observation  on  the  matter  as  any  I've  seen:  "My  own  definition  of  a  friend  is  someone  whom  you 
wish  to  do  something  for,  for  which  you  wish  nothing  in  return."  — MALCOLM  S.  FORBES  (1976) 


Between  friends  differences  in  taste 
or  opinion  are  irritating  in  direct 
proportion  to  their  triviality. 

— W.H.  AUDEN 


Treat  your  friends  as  you  do 
your  pictures,  and  place  them 
in  their  best  light. 

—JENNIE  JEROME  CHURCHILL 


Some  people  go  to  priests;  others 
to  poetry;  I  to  my  friends. 

—VIRGINIA  WOOLF 


Friendship  is  a  pretty  full-time 
occupation  if  you  really  are  friendly 
with  somebody.  You  can't  have  too 
many  friends  because  then  you're 
just  not  really  friends. 

—TRUMAN  CAPOTE 


Love  is  only  chatter, 
Friends  are  all  that  matter. 

— GELETT  BURGESS 


Sooner  or  later  you've  heard  all  your 
best  friends  have  to  say.  Then  comes 
the  tolerance  of  real  love. 

—NED  ROREM 


My  true  friends  have  always  given  me  that 
supreme  proof  of  devotion,  a  spontaneous 
aversion  for  the  man  I  loved. 

—COLETTE 


Most  people  enjoy  the  inferiority 
of  their  best  friends. 

—LORD  CHESTERFIELD 


Money  couldn't  buy  friends,  but  you 
got  a  better  class  of  enemy. 

—SPIKE  MILLIGAN 


It  is  good  to  have  friends,  even  in  hell. 

—SPANISH  PROVERB 


A  man  must  eat  a  peck  of  salt  with  his 
friend  before  he  knows  him. 

-CERVANTES! 


It's  no  good  trying  to  keep  up  old 
friendships.  It's  painful  for  both  sides. 
The  fact  is,  one  grows  out  of  people, 
and  the  only  thing  is  to  face  it. 

— W.  SOMERSET  MAUGHA^ 


It  pays  to  know  who  your  friends  are 
but  it  also  pays  to  know  you  ain't  got 
any  friends. 

—BOB  DYLAl 


A  Text... 

Behold,  how  good  and  how 
pleasant  it  is  for  brethren 
to  dwell  together  in  unity! 

—PSALMS  133:1 

Sent  in  by  Louise  Saunders,  San  Antonio,  T«  I 
What's  your  favorite  text?  The  Forbes  Book 
Quotations:  Thoughts  on  the  Business  ofLifi 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetically  I 
subject,  are  available  in  a  900-pagc,  one-volui  | 
deluxe  edition,  Forbes  Rook  of  Quotations:  Tlwughtson  ] 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  J I 
$1  per  item  for  handling  (add  applicable  sales  ta  j 
To  order,  please  call  toll-free,  1-800-876-6555. 
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Enterprise  Renl-A-Car  wanted  to  reduce  operalion.il  costs.  Xerox  found  the  key  lo  success  by  moving 
1.7  million  vital  dncunienLs  onto  their  intranet  every  month.  There's  a  nev%  way  to  look  al  it. 


XEROX 


Wellmark  Blue  Cross  and  Blue  Shield  wanted  to  improve  member  relations.  Xerox  creal' 
on-line  solution  to  personalize  enrollment  kits  in  no  time.  There's  a  new  way  lolixdia' 


Oracle  wanted  to  switch  to  on-demand  printing  of  their  training  manuals.  Xerox  supplied 
the  perfect  digital  solution  and  saved  them  $1,000,000.  There's  a  new  way  to  lookal  it. 


XEROX. 


Mobile,  Alabama  grew  so  fast  it  needed  to  streamline  city  services.  A  Xerox  ouLsoun'ing  l«r-  [ . 
their  documents  online,  boosting  efficiency  and  lowering  costs.  Theresa  neu  "ii>  lo". 


Siemens  spends  millions  on  usi-r  manuals.  So,  Xerox  is  re-engineering  their  global  process 
with  dorumenl  management  software  that  saves  time  and  money.  'Hiere's  a  new  wa\  lu  look  at  it. 


XEROX. 


The  IVincipal  Financial  Group'  knows  retirement  investors  have  dreams  tn  pursue.  \'- 
with  easieMo-read  personalized  statements.  In  color.  There's  a  new  wa>  loloiil.. 


If  you're  looking  for  better  ways  to  impr  t 
all  your  network  printers,  one  name  b(  t[ 


Learn  more:  wwinr.xerox.com/learn  For  a  sales  rep:  1-800-ASK-XEROX  ext.l 
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8500  (iirices  ir)  quickly  highlight  invcslmeiil  opportunities.  TTiere'sa  new  way  to  look  at  it. 


XEROX. 


^s  generaling  tons  of  paperwork  in  its  J500  branches.  I'mil  the>  par1nen*d  with  Xerox. 
%  Ihev're  woriinK  smarter  and  s;i\ing  million^.  There's  a  new  way  lo  look  at  it. 


XEROX. 


Microsoft's  I'l'  and  employee  services  had  a  bright  idea.  They  chose  Xerox  to  manage  their  imaging 
and  output  dcMCCS  worldwide.  Help  desk  rails  are  down.  So  are  costs.  There's  a  new  way  to  look  at  it. 
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SYBASE     e-BUSINESS     SOFTWARE.    EVERYTHING     V 


^      THE     STRAIGHT     GOODS     ON     SOFTWARE     INTEGRATION.    3" 


^^^^H    Our  PATRIOTcompliance 
^^^^^K    Solution  can  help  you 
^■^1     meet  the  stringent  new 
■  H    requirements  of  the  USA 
f  ^    PATRIOT  Act.  It's  secure, 
unobtrusive  and  cost-effective. 

And  it's  just  one  of  the  software 
integration  solutions  available  today 
from  Sybase. 

Leveraging  our  expertise  in  database 
technology  and  our  powerful  set  of 
integration  tools,  Sybase  can  help 
integrate  all  the  data  and  business 
applications  in  your  enterprise. 

So  you  can  extract  the  maximum 
value  from  your  company's  current 
infrastructure.  And  from  all  the  vital 
information  that  resides  within  it. 

Visit  sybase.com/integrationsolutions. 
And  resolve  your  integration  issues. 

I Sybase 


R „W  HEN  EVERYTHING  WORKS  TOGETHER 
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©2002  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 
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TODAY,  THERE  ARE  A  LOT  OF  INVESTMENT 
QUESTIONS.  THE  ANSWER  TO  MOST  OF  THEM 
IS  "CAREFULLY  BALANCED  PORTFOLIO." 
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Successful  investing  has  always  been  about  asking  the 
right  questions.  And  choosing  the  right  people  to  help 
you  answer  them  has  never  been  more  important. 

Right  now,  no  one  has  more  ways  to  help  you  find 
the  answers  than  Fidelity.  For  over  50  years,  we  have 
consistently  offered  investors  like  you  the  tools,  the 
insight,  and  the  unbiased  guidance  for  making  smart, 
more  informed  investment  decisions. 

If  today's  market  teaches  anything,  it's  the  importance 
of  having  a  balanced,  risk-controlled  portfolio.  At  Fidelity, 
that's  always  been  our  belief,  regardless  of  markets. 

That's  why  we  have  always  offered  the  full  range  of 
investment  solutions.  Not  just  the  equity  funds  we're 
known  for,  but  a  variety  of  solid  funds  with  reduced 
risk  to  help  you  achieve  your  goals. 

There  will  always  be  questions  about  something  as 
critical  as  planning  your  future.  But  the  most  important 
question  of  all  is:  who  can  best  help  you  find  the  answers? 
Talk  to  one  of  our  investment  specialists  today. 

Because  you're  not  just  invested. 
You're  personally  invested.^" 


FIDELITY  INFLATION- 
PROTECTED  BOND  FUND. 

Are  you  concerned  about 
inflation  eroding  your 
purchasing  power?  This 
fund  offers  you  a  high 
credit-quality  bond  fund 
with  the  added  benefit  of 
built-in  inflation  protection. 
Fidelity.com/goto/finpx 

FIDELITY  GROWTH  &  INCOME 
PORTFOLIO.  Considering  a 
more  balanced  approach  to 
equity  funds?  This  growth 
and  income  fund  is  a  core 
portfolio  holding,  focusing 
on  income  and  capital 
appreciation. 
Fidelity.com/goto/fgrix 

FIDELITY  DIVERSIFIED 
INTERNATIONAL  FUND. 

Looking  for  a  way  to  expand 
your  investment  horizons? 
With  76%  of  all  publicly 
traded  companies  outside 
the  U.S.,  this  fund  allows 
you  to  pursue  opportunities 
in  overseas  markets. 
Fidelity.com/goto/fdivx 
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ake  Uie  technology  thai  lets  a  fighter  pilot  think 

and  act  like  lightning  at  Mach  2. 

Put  it  at  the  fingertips  of  an  eocperienced  busir. 

jet  pilot  and  wfiat  do  you  fiave? 

Just  one  of  the  adimdages  qftfie  900EX.  Its  EASy flight  d 

breakthrough.  Never  before  have  pilot  and  plane  worked  to, 

soyseandessly.  Never  before  lias  information  been  so  clearl 

displayed  and  easily  used  for  safety  and  efficiency  —fre( 


do  what  they  do  best. 

■h  is  to  fly  you  where  and  when  you  need  to  go. 

2nd  out  of  even  difficult  airports. 

off  to  destinatimis  4,500  miles  away. 

I  the  hushed  comfort  that  is  the  trademark  of  the  widebody 

900EX — tl'ie  smartest  business  jet  in  the  .sky.  And  surely 

le  sma  rtest  business  decisions  you  can  make.    ' 

dconjet.com 
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138   Dead  Air 

_         Open  airwaves  are  everywhere,  but  the  businesses  desperate  to  use 
them — cell  phones  and  the  wireless  industries  of  the 
I  future — cannot.  A  new  band  of  rebels  hopes  to  liberate  the  air. 
By  Scott  Woolley 

250  Protect  Your  Retirement 

_^         Americans  have  $2.4  trillion  in  IRAs.  How  to  take  advantage  of  rules 
and  avoid  the  traps.  By  Neil  Weinberg  and  Matthew  Swibcl 

104   Race  Against  Time 

Ross  McMullin  came  to  Adidas  to  revive  the  brand.  He  didn't  count  on 
having  to  save  his  own  life,  too.  By  Daniel  Kruger 

70    Paper  Trail 

Two  Iranian  immigrants  assembled  the  nation's  fourth-largest 
tissuemaker.  But  when  their  company  collapsed,  creditors  coul<Jn't  find 
most  of  the  assets.  What  happened?  By  Nathan  Vardi 

Largest  Private  Companies 
157   Closed  to  the  Public 

We  survey  257  firms  in  our  annual  ranking  of  America's 
biggest  private  companies. 

8   Going  Against  the  Grain 

Cargill's  disciplined,  discreet  ways  made  it  the  world's  largest  and  most 
successful  private  company.  Now  Warren  Staley  insists  he  must  tear  it 
apart  to  keep  it  together.  By  Neil  M^a^^M#f  Brandon  Coppk 

171    Built  to  Last  '  i 

Home  builder  J.F.  Shea  stays  ., 

private  and  prosper" 

By  RiShawtt  Biddle     I 
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IMF  and  reminisces  about  two 
amazing  men. 

40    Other  Comments 


45 


47 


Current  Events 

Paul  Johnson  says  ridding  the 
Arab  world  of  Saddam,  but  not 
anti-Semitism,  won't  be  enough. 


Digital  Rules 

Rich  Karlgaard  pities  America's 

poor,  underappreciated  CIOs. 

48    Follow-Through  I  Flashbacks 

50    On  My  Mind  I  The  Branding  of 
Higher  Ed  Universities  say  they 
hate  magazines'  best  and  worst 
rankings.  Oh,  really? 
By  James  B.  Twitchell 

OutFront 

52  Capital  Punishment  The  boom 
birthed  hundreds  of  venture 
capital  firms.  Now  investors 
want  them  dead.  By  Erika  Brown 

53  Don't  Try  This  at  Home  Stupid 
chief  executive  tricks. 

By  Peter  Kafka  and  Doug  Donovan 
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54    Sears,  Woebuck  A  trophy  tower 
becomes  an  albatross  for  real  estate 
mogul  Peter  Munk. 
By  Stephane  Fitch  and  Penelope  Patsuris 

54     Do  You  TiVo?  The  digital  VCR 

outfit  built  a  brand  but  may  have 

lost  the  battle. 

By  Dorothy  Pomerantz 

56     Good  Walk  Spoiled  Insurance 
giant  Nationwide  must  wish  it 
never  heard  of  Jack  Dean  Franks. 
By  RiShawn  Biddle 

58    Family  Affair  David  Dunn's 
technology  bets  made  him  rich 
and  the  Bass  brothers  richer. 
Now  a  side  bet  on  his  son  may 
pay  off.  By  Seth  Lubove 

80    If  You  Can't  Beat 'Em ...  Indemnify 

A  Houston  doc  is  selling  pain 
insurance — too  late  for  himself 

By  AUya  Sternstein 

60    The  Man  With  Nine  Lives  A  bad 

year  gets  worse  for  the  head  of 
accounting's  self- regulatory 
body.  By  Elizabeth  MacDonald 

62    Open  Season  on  401  (k)s  Lawyers 
line  up  to  sue  employers  with 
thrift  plans.  By  Brett  Nehon 

64    The  $2,900  Coffee  Table  Book  It's 
for  the  birds.  By  Susan  Adams 

66    Informer  |  The  truth  about 

Bill  Gates'  crackberry  habit;  the 
league  of  micronations. 
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74    Ameri-Dreaming  Hollywood  and 
risky  investments  have  always 
gone  hand  in  hand,  but  here's 
one  company  that  gives  new 
meaning  to  the  connection. 
By  Seth  Lubove 

82    Pressing  for  Change  Can  Ron 

Daly  fix  printer  R.R.  Donnelley? 
By  Stephane  Fitch 

90    Crafty  Fellow  How  Michael 
Rouleau  fixed  Michaels  Stores. 
By  Joanne  Gordon 

103   Backseat  Driver  |  Stop  the  Whining 

By  Jerry  Flint 

112    Domain  Game  Local  pols  love  to 
redistribute  land.  That  could 
change.  By  Ira  Carnahan 

114    To  Shred  And  Protect  Thank  you, 
Eliot  Spitzer!  Inside  the  boom- 
ing business  for  corporate  e-mail 
management.  By  Erika  Brown 

118    Instant  Headache  Trying  to  clean 
up  the  instant-message  mess. 
By  Kiri  Blakeley 

124  The  Story  They  All  Got  Wrong  Why 

increased  education  doesn't 
raise  income.  By  Dan  Seligman 

128   Why  Not?  |  The  Virtues  of  a  Virtual 

Strike  By  Ian  Ayres  and 
Barry  Nalebujf 

130  The  Dual  Bottom  Line  Is  it 

possible  to  invest  in  low-income 
areas  and  create  jobs — and  make 
money?  By  Elizabeth  Corcoran 

134   Piggy  Banker  Buyout  whiz  John 
Eggemeyer  bets  on  banks. 
By  Bernard  Condon 

154   Insights  |  Gasoline  and  the  Grid 

By  Peter  Huber 


Technology 

22f   Bang  for  the  Buck  Network 
Appliance  charges  far  less  than 
EMC,  the  data  storage  king. 
Guess  which  one  makes  monej 
these  days?  By  Daniel  Lyons 

226  Dialing  for  Dollars  Software 
sellers  head  to  the  boiler  room, 
By  Nicole  Ridgway 
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230  Digital  Tools  |  Smart  Cart 

By  Stephen  Manes 

234  How  to  Crash  Well  A  smashing 
new  Mercedes.  By  Jonathan  Fahey 

Marketing 

239  Unplugged  Onvance  created  an 
in-store  ad  system  that  actually 
worked.  Too  bad  the  business 
plan  didn't.  By  Emily  Lambert  and 
John  Turrettini 

242  Reality  Bites  Wrinkled  and  aging, 
Rolling  Stone  tries  a  new  attitude. 
By  Allison  Pass 
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Entrepreneurs 

244  Act  2,  Scene  I  Party  City  nearly 
imploded  the  first  time  around. 
Now,  at  last,  there's  something  to 
celebrate.  By  Leigh  Gallagher 

248  Fieldwork  Everyone  knows  you 
can't  make  a  buck  in  organic 
farming.  Right?  By  Allison  Pass 

Money  &  Investing 

256  Brass  Buys  When  corporate 
insiders  buy  their  company's 
stock,  it  pays  to  take  notice. 
By  Christopher  Helman 

261  Cheap  Growth  These  companies 
are  less  expensive  than  the  S&P 
500  yet  have  better  earnings- 
growth  prospects. 

By  Tricia  McGinnis 

262  Makers  &  Breakers  Humana; 
Warwick  Valley  Telephone; 
Avocent;  luniper  Networks. 

266  Yes,  But  |  Bubble  Trouble 

By  James  Grant 


268  Small  stocks  |  Transported 

By  Marc  Robins 

270  The  Patient  Investor  |  What's  in  a 

Name?  By  John  W.  Rogers  Jr. 

Health 

273  Hunger  Pangs  Breakthrough 
obesity  drugs  often  leave  dashed 
hopes  and  lawsuits  in  their  wake , 
Regeneron's  Axokine  aims  to 
break  that  losing  streak. 
By  Zina  Moukheiber 

Forbes  Life 

278  Preservation  |  Best  Natural 
Preservative:  Money  Botanist 
Paul  Cox  rescues  an  ecotourist 
paradise  from  loggers. 
By  Michael  Maiello 

282  Books  I  The  Warlock  of  Menio  Par 

Thomas  Edison — villain?  The 
shocking  story  of  his  effort  to 
promote  death  by  electrocution 
By  Susan  Adams 

292  Thoughts 
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This  is  about  the  investor  who 


uncoverec 


an  extra  $19,751 


ddcn  cxpcnsr 


by  simply  doing 
a  little  digging. 

While  investing  can 

never  promise  a  sure 

thing,  it  does  offer  a  few 

absolutes.  One  being 

that,  if  you  have  two 

funds  and  both  perform 

identically,  the  fund 

with  the  lower  expense 
ratio  will  ultimately  return  more  than  the  other. 

Which  is  why  it  pays  to  scrutinize  a  fund's  fees  and 
expenses  up  front. 

For  example,  take  a  fund  with  an  expense  ratio  of  1.3 
percent  versus  one  with  an  expense  ratio  of  just  0.3  percent. 
Applied  to  an  initial  $25,000  investment  returning  8  percent 
and  compounded  over  20  years,  the  difference  adds  up  to  a 
hard-to-overlook  $19,751  that  could  be  in  your  account. 

If  you'd  like  to  give  away  less  and  keep  more,  call  us  at 
1-800-962-5124,  or  visit  us  at  Vanguard.com.® 
We  can  help. 


1-800-962-5124 
www.vanguard.com 


TH^^mguardGROUP, 

Invest  in  our  way  of  investing.'^ 


more  complete  information  about  Vanguard®  funds,  including  risks,  charges,  and  expenses,  call  for  a  prospectus.  Read 
refully  before  investing.  ©  2002  Thie  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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halfway  through  the  fall/winter  line 


Charles  Nolan,  Designer,  Anne  Klein 


ThinkPad       Where  do  you  do  your  best  think. 


Over  900  av^diS?TfTtl1i§tastten  years  for  design  and 
functionality.  A TrackPoiht'  and  a  touchpad  on  select 
models  -  so  you  can  choose  how  to  navigate. 
Intelligent  design.  It  s  just  one  of  the  reasons  why 
some  of  the  world's  most  successful  people  choose 
ThinkPad'  notebook  computers.  Select  models 
feature  a  Mobile  Intel'  Pentium-  4  Processor-M  for 
outstanding  performance  and  mobility.  Call 
1.877.thinkpad  or  visit  ibm.com/thinkpad/think 


IBM  product  flames  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation.  Intel,  the  Intel 
Inside  logband  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and 
other  Gountrie^.  All  other  Company  names  are  trademarks  of  their  respective  companies.  ©2002  IBM  Corp.  All  rights  reserved. 
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Recently  condemned  property 
near  Times  Square. 


The  Greek  Solution  Two  real  estate  problems  bedevil 
New  York  City.  They  seem  to  bear  no  relation  to  each  other, 
propose  to  link  the  two  and  invoke  a  master  solution.  It's  not  in) 
idea.  I  am  merely  resurrecting  a  clever  scheme  invented  long  ago 

Problem  one  is  that  it  is  very  hard  to  do  an  assemblage — th( 
purchase  of  all  the  small  parcels  on  a  city  block  by  one  ownei 
who  wants  to  put  up  a  skyscraper.  Working  over  a  span  of  year; 
and  using  lots  of  dummy  corporations,  a  builder  will  assembli 
most  of  the  lots  he  needs  to  construct  the  high-rise.  But  when  b 
gets  to  the  last  shoe  store  or  porn  parlor,  the  proprietor  figure; 
out  what  is  going  on  and  demands  an  outrageous  sum  to  put  hi; 
signature  on  a  deed.  This  is  a  major  headache  for  builders. 

The  uneasy  solution  New  York  has  arrived  at:  Let  the  devel 
oper  of  a  shiny  new  tower 
"condemn"  the  needed  par- 
cels, at  a  price  he  finds 
agreeable.  Not  just  any 
developer  qualifies  for  this 
power;  it  helps,  say,  to  be 
connected  to  a  politically 
powerful  newspaper.  Crony 
capitalism.  To  find  out  more 
about  how  Ferdinand  Mar- 
cos-style economics  works 
in  New  York  and  California, 
read  the  story  by  Ira  Carna- 
han on  page  112. 

Second  problem,  also 
one  more  suggestive  of  the 
Philippines  than  the  world 

financial  capital,  is  that  property  tax  assessors  are  underpaid.  ^ 
much  so  that  they  are  tempted  to  take  payoffs  for  loweri 
assessments.  The  recent  prosecutions  for  bribery  will  inspii\ 
certain  level  of  honesty  over  the  near  term,  but  the  problem 
sure  to  recur. 

Megasolution:  Retire  the  assessors  and  let  every  properi 
owner  in  Manhattan  determine  his  own  assessment.  Then  grai 
every  citizen  the  right  to  buy  any  piece  of  property  for  i 
assessed  value. 

You  might,  if  you  were  an  owner,  set  your  price  a  bit  abc 
what  you  consider  a  fair  value,  lest  you  be  forced  out  tc 
cheaply.  To  the  extent  other  owners  do  the  same,  this  cautic 
would  not  cost  you  anything  in  higher  taxes,  because  tax  rat 
would  come  down  proportionately.  Assemblage  would  cease 
be  a  chore. 

It's  been  done  before.  A  footnote  in  one  of  legal  theori 
Richard  Posner's  books  tells  us  that  the  ancient  Athenians  cr 
ated  a  self-assessment  system  just  like  this.  Maybe  that's  whe 
they  got  the  parcel  for  the  Acropolis. 
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327  destinations  in  89  countries. 

With  15*  U.S.  gateways  and  the  best  on-time  performance  at  our  hubs  in  Frankfurt 
and  Munich,  Lufthansa  is  your  ticket  to  the  world.  Add  our  75  years  of  experience 
in  providing  attentive,  award-winning  service  and  you'll  be  sure  to  get  wherever  you 
want  to  go  relaxed  and  on  time.  You'll  also  earn  miles  in  Lufthansa  Miles  &  More* 
or  United  Mileage  Plus.'^  No  wonder  we're  the  world's  number  one  choice  for 
international  travel.  See  your  travel  agent,  call  Lufthansa  at  800  645-3880  or  visit 
www.lufthansa-usa.com. 
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there's  no  better  way  to  fly. 
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Introducing 
Antimicrobial-Coated   Steel 


Lasf  year  people  spent  a  billion  dollars  on  all  sorts  of  antimicrobial  products^ 
con  haul  out  the  hard  stuff,  with  new  AglON™  antimicrobial-coated  steel.  It  j 
the  growth  of  bacteria,  molds  and  fungi  on  products  such  as  building  fixtu^ 


ents,  food  and  medical  equipment,  and  appliances.  And  customers  are 
to  pay  more  for  the  added  cleanliness.  To  learn  how  to  make  steel 
5  even  stronger,  call  1-866-571-6351  or  visit  v/wv^.akcoatings.com. 
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Currency  Devaluation 

Steve  Hanke's  "No  Greenback  Crash" 
(Nov.  11,  p.  180)  is  hopelessly  opti- 
mistic. He  ignores  that  the  dollar  has 
declined  sharply  about  once  per  decade 
for  the  last  30  years.  Hanke  understates 
the  current  levels  of  the  U.S.  current 
account  deficit  and  thus  our  need  to 
import  foreign  capital.  The  deficit 
reached  an  annual  rate  of  $520  billion, 
and  thus  5%  of  the  GDP,  in  the  second 
quarter.  Taking  into  account  American 
investments  abroad,  which  Hanke 
notes,  we  must  import  almost  $4  billion 
from  abroad  every  working  day  to  bal- 
ance the  books.  Our  net  foreign  debt 
has  thus  already  soared  to  $2  trillion 
and  is  climbing  by  another  25%  each 
year.  Such  a  dependence  on  external 
financing  is  unsustainable.  Hanke  extols 
the  virtue  of  dollar  purchases  by  foreign 
central  banks  but  ignores  how  these 
interventions  distort  the  currency  mar- 
ket and  keep  the  dollar  overvalued  in 
trade  terms,  adversely  affecting  large 
numbers  of  U.S.  workers  and  compa- 
nies. Our  external  deficit  is  the  largest 
unbalance  in  the  U.S.  economy  and  will 
become  the  final  bubble  to  burst. 

C. FRED  BERGSTEN 

Director,  Institute  for 

International  Economics 

Washington,  D.C. 

Den  of  Thieves 

I  write  in  response  to  "The  Great  Divi- 
dend Heist"  (Nov.  11,  p.  46).  If  there  was 
negligence  in  the  payout  of  the  divi- 
dends, it  seems  the  members  of  the 
board  of  directors  should  be  liable  for 
breach  of  fiduciary  responsibility,  negli- 
gence and  perhaps  even  malfeasance. 
Authorizing  payout  of  dividends  from 
funds  that  should  have  been  retained, 
and  perhaps  help  sustain  the  company, 
makes  it  appear  that  the  board  was  not 
acting  in  the  best  interests  of  the  corpo- 
rations and  its  owners.  If  it  was  done  to 
move  cash  out  of  a  sinking  company 
into  the  pockets  of  influential  investors, 
maybe  there  are  more  serious  motives 
behind  the  board's  decision. 

EUGENE  T.  QUAIL 
Weidman,  Mich. 


Oil  Reserves 

"Hitting  OPEC  By  Way  of  Baghdad" 
(Oct.  28,  p.  126)  might  be  myopic 
regarding  the  generous  allocation  of 
Iraq's  oU  spoils  on  the  market.  OPEC 
is  already  overproducing  on  its  quo- 
tas, and  a  flood  of  Iraqi  oil  would 
only  exacerbate  this  quasi-cartel's 
calibration  challenges.  Russia  threat- 
ens Saudi  Arabia's  traditional  role  as 
"supplier  of  last  resort"  for  voilnera- 
ble  net  importers.  The  impact  of 
accelerated  OPEC  and  non-OPEC 
production  would  pressure  U.S. 
independent  producers  who  drill 
about  85%  of  our  oil  and  natural  gas 
wells  despite  their  higher  costs. 
Balancing  ofl  supply  and  demand 
has  been  an  inexact  science,  and 
Iraq's  reserve  base  guarantees  a  role 
in  myriad  scenarios.  We  must  reduce 
our  import  dependence  and  main- 
tain our  domestic  producing 
industry's  sustainability. 

FREDERICK  J.  LAWRENCE 

Director  of  Economics, 

Independent  Petroleum 

Association  of  America 

Washington,  D.C. 


Rewarding  Risk 

Presumably  the  idea  behind  using  a  ris 
reward  ratio  to  measure  investment  p( 
formance  as  described  in  "Assess  Yo 
Risk"  (Oct.  28,  p.  338)  is  that  the  mc 
risk  the  manager  takes,  the  more  1 
return  will  depart  from  that  of  a  pass; 
benchmark.  Alas,  the  fund's  market  r 


NEC  can  help  take  your  business  to  new  levels  of  quality,  satisfaction  and  productivity.  With  innovative  technology  from 
NEC,  you  can  migrate  your  current  network  to  converge  voice  and  data.  Advanced  IP  telephony  from  NEC  means 
information  can  be  shared.  Access  and  security  controlled.  Service  enhanced.  And  costs  reduced.  All  while  protecting 
your  investment  in  your  current  infrastructure.  It's  just  one  more  way  NEC  innovation  can  empower  competitive 
advantages  for  your  enterprise.  From  networking,  systems  integration  and  custom  semiconductor  solutions,  we 
empower  people  through  innovative  technology.  Call  1.800.338.9549  or  visit  www.necus.com. 
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merely  reflects  the  kind  of  stocks  the  man- 
ager owns,  rather  than  how  aggressively  he 
trades  them.  Because  beta  measures  mar- 
ket risk,  it  is  the  wrong  risk  measure  to  use 
in  a  risk-reward  ratio. 

JACK  TREYNOR 
Palos  Verdes  Estates,  Calif. 

Investment  Incentives 

"Cockpit  Fight"  (Nov.  11,  p.  48)  is  wrong 
when  it  concludes  that  a  Honeywell 
patent  infringement  lawsuit  is  depriving 
aircraft  passengers  of  the  Terrain  Aware- 
ness &  Warning  System  (taws).  Without 
patents  and  the  means  to  enforce  them, 
TAWS  would  not  exist.  No  one  could  have 
invested  the  hundreds  of  millions  that 
enabled  Honeywell  to  invent  this  system. 
True,  some  aircraft  still  lack  TAWS,  but  it 
is  ridiculous  to  suggest  a  lawsuit  has  any- 
thing to  do  with  it.  The  U.S.  and  other 
leading  nations  have  given  aircraft  opera- 
tors until  2005  to  equip  their  fleets.  Most 
major  airlines  have  done  so.  Honeywell 
has  delivered  20,000  systems,  averting 
numerous  potential  crashes  and  saving 
lives.  Honeywell  accepts  fair  competition 
in  filling  the  remaining  need,  but  will  not 
tolerate  infringement.  It  is  up  to  competi- 
tors to  invest  in  their  own  technology. 

KYLE  HULTQUIST 

Vice  President, 
Honeywell  Aerospace  Electronic  Systems 

Phoenix,  Ariz. 

Copyright  Protection 

"Dr.  Seuss,  Meet  Milton  Friedman"  (Oct. 
28,  p.  132)  says  an  individual's  copyright 
protection  continues  for  life  plus  70  years. 
That  could  be  100  years.  Why  should  copy- 
right protection  be  greater  than  patent  pro- 
tection? If  Elvis  Presley's  daughter  uses  her 
wealth  to  enrich  our  society,  that  has  missed 
me.  Yet  the  law  dumps  millions  into  her 
bank  account.  But  if  a  company  develops  a 
lifesaving  drug — they  get  about  1 7  years.  A 
hundred  years  for  copyrights  compared  to 
17  years  for  patents.  Does  that  sound  fair? 
CARL  CHARBONNET 
Mountain  Brook,  Ala. 

Pen  Names 

Regarding  the  article  "Hungry  Heart" 
(Nov.  11,  p.  151):  While  it's  true  Harle- 
quin and  I  ended  our  active  professional 
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partnership  of  more  than  20  years  in' 
2002,  the  term  "ditched"  is  not  only  in- 
accurate but  also  insulting  to  both  the 
publisher  and  myself.  I  continued  to 
write  for  both  Harlequin  and  Putnam  foi 
a  decade  before  making  the  decision  to 
focus  solely  on  mainstream  fiction.  I  wa.' 
not  poached.  It's  also  inaccurate  to  sa) 
that  I'm  better  known  as  J.D.  Robb 
While  I'm  delighted  the  books  I  writ( 
under  this  name  have  generated  a  grow- 
ing audience  since  the  first  one  was  pub- 
lished in  1995,  sales,  volume  and  name- 
branding  weigh  much  more  heavily  or 
the  work  I  do  under  my  own  name. 

NORA  ROBERT; 

Keedysville,  Md 

Fair  Practices 

I  was  disappointed  by  "The  Man  Wh( 

Knows  Too  Much"  (Nov.  11,  p.  68).  Fail 

Isaac  does  not  compile  nefarious  profile 

on  consumers.  We  provide  tools  ant 

technologies  that  our  clients  use  to  maki 

effective  use  of  the  data  that  their  cus 

tomers  provide  to  them.  Tools  that  hel 

businesses  better  understand  their  cus 

tomers  and  develop  appropriate  offer 

based  on  consumer-provided  data  ar 

essential  if  companies  are  to  compete. 

W.  THOMAS  MCENER 

Vice  President,  Fair,  Isac 

St.  Paul,  Mint 

Faulty  Figures 

Due  to  faulty  information  from  a  databa; 
service,  "Right  Up  There  With  Some  Pe: 
sonal  Injury  Plaintiff  Lawyers"(Ocf.  2. 
p.  109)  erroneously  stated  that  Patric 
Nachtigal,  general  counsel  of  Ingerso 
Rand,  has  a  direct  and  indirect  holding  < 
715,424  shares,  worth  $24.6  million.  In  fac 
the  stake  is  only  18,852  shares,  worl 
$650,000.  Julian  Soshnick,  general  couns 
of  Aneilogic,  was  listed  as  directly  and  ind 
rectly  holding  4,462,290  shares,  worth  $1' 
million.  That  stake  is  in  a  charitable  r 
mamder  unitrust,  of  which  Soshnick  is  oi 
of  several  trustees.  Neither  he  nor  fami 
members  have  any  beneficial  interest. 
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SPECIAL  ADVERTISING  SECTION 


When  Nikon  Inc.  saw  the  next  big  trend  in 
photographic  technology  —  digital  cameras  — 
it  was  ready  to  deliver  with  some  of  the  most 
advanced  product  designs  in  the  marketplace. 


he  company's  reward?  The      centers  in  Korea,  Japan  and  Indonesia  to     with  accessories  such  as  batteries 


consunner  digital  camera 
sector  now  accounts  for 
Nikon's  fastest-growing  prod- 
uct line.  However,  keeping  retailers  well 
supplied  to  meet  the  demand  of  tech- 
hungry  consumers  and  professional 
photographers  meant  the  Nikon  distribu- 
tion network  would  need  to  be  reengi- 
neered  for  this  market  segment. 

"In  our  business,  it's  not  enough  just 
to  produce  leading-edge  products," 
says  Arnold  Kamen,  Nikon's  vice  presi- 


literally  thousands  of  distributors  or     chargers,  or  repackaged  to  in-store  dis 


specifications.  Finally,  the  packages 
be  distributed  to  retailers  across  the  li 
or  exported,  using  one  of  UPS's  numei 
worldwide  transportation  services. 
"By  combining  UPS  services,  we  I 


ers  and,  ultimately,  the  final  custome 

UPS  Supply  Chain  Solutions  is  forgi 

broad  spectrum  of  creative  solutions 


retail  stores  in  the  U.S.,  the  Caribbean 
and  Latin  America. 

This  allowed  Nikon  to  focus  on  its 
core  business  —  developing  and  market- 
ing the  world's  leading  precision  optics 

equipment  —  while  UPS  manages  air  the  ability  to  greatly  shorten  our  su 
and  ocean  freight,  related  customs  broker-  chain,"  says  Kamen.  "And,  although  w( 
age,  subsequent  small-package  deliver/  achieving  greater  speed,  we  have  hi 
and  other  supply  chain  needs.  visibility  of  our  products,  which  enable 

The  new  process  calibrates  the  move-     to  provide  a  higher  level  of  service  to  r 
ment  of  goods  and  information  by  pro- 
dent  of  Operations  and  Customer  Ser-     viding  SKU-level  visibility  within  very  corn- 
vice.  "Having  the  ability  —  and  visibility      plex  distribution  and  information  systems. 
—  to   predict   how 
merchandise  is  avail- 
able and  when  it  can 
be  distributed  makes 
the  difference  in  stay- 
ing   ahead    of    cus- 
tomers' needs." 

Outsourcing  the  distribution  of  an      UPS  also  provides  Nikon  advance  ship-      customers  like  Nikon,  including  logi 
entire  product  line  would  be  a  rare  and      ment  notifications  throughout  the  U.S.,      freight,  customs  brokerage,  mail  serv 
innovative  step  fot  a  leader  in  the  con-      Caribbean  and  Latin  American  markets,      consulting  and  even  financial  serv 
sumer  electronics  industry,  but  innovation      Talk  about  a  "snapshot"  view  of  your      Synchronizing  those  elements  of  ( 
is  Nikon's  forte.  So  who  better  to  leverage      supply  chain.  merce  gives  companies  a  signifi 

the  latest  developments  in  logistics         Nikon's  freight  is  directed  to  Louisville,      advantage  in  leveraging  their  strengt 
management  practices?  Ky.,  which  not  only  serves  as  the  all-points 

Nikon  turned  to  UPS  Supply  Chain  connection  for  UPS's  global  operations,  but 
Solutions,  which  implemented  a  plan  to  also  is  home  to  the  UPS  Supply  Chain 
synchronize  Nikon's  supply  chain  to  Solutions  Logistics  Center  main  campus, 
move  its  product  from  manufacturing      Here,  merchandise  can  either  be  "kitted" 


"We  have  better  visibility  of  our  products,  which  enables  us  to  prov 
a  higher  level  of  service  to  retailers  and,  ultimately,  the  final  custom^ 
—  Arnold  Kamen,  Vice  President  of  Operations  and  Customer  Service,  Nikon 


build  complex,  global  operations. 

For  more  information  about  UPS  Si 
Chain  Solutions,  visit  www.ups-scs.o 

PPSJ   WHAT  CAN  BROWN  DO  FOR  \ 


■'^n  i  ■.rj.i'gjuttta 


(YES,  WE'RE  TALKING  ABOUT  YOUR  SUPPLY  CHAIN.) 


i^ 


If 


Brown^streamlinesybur  supply  chain  from  top  to  bottom.  Gone  are  the  warehouses 
you  had  to  run,  the'|ulfillfnent  problems  you  had  to  solve,  the  transportation  you 
had  to  manage.  All'^^u  havejeft  is  a  lean,  fast  and  efficient  supply  chain  machine 
courtesy  of  UPS  Su^'pjy  ChaijIjiSolutioris.  And  you  thought  we  just  delivered  packages. 


ps-scs.com 
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ACT  AND  COMMENT 

y  Steve  Forbes,  Editor-in-Chief 

Vith  all  thy  getting  get  understanding" 


Time  to  Heave  Harvey 


TT  IS  IN  IT  NOW  FOR  FAILING  TO  NOTIFY  FELLOW  SEC  COM- 
issioners  of  potentially  serious  problems  with  his  pick  to  head 
le  new  accounting  oversight  board.  This  follows  Pitt's  going 
kVOL  last  summer  as  the  corporate/Wall  Street  scandals 


reached  their  peak  and  politicos,  responding  to  an  angry  public, 
felt  the  need  to  do  something  quickly. 

Pitt's  abdication  of  responsibility  gave  pillaging  trial  lawyers 
ample  new  opportunities  to  plunder,  and  clobbered  equities  as  well. 


IMF  Dashes  Brazil 


KXZAVS  INCOMING  PRESIDENT,  LLTZ  INACIO  LULA  DA  SILVA— ONCE 
fire-breathing  leftist — is  trying  to  reassure  the  International  Mon- 
ar\-  Fund,  bankers  and  investors  that  he  will  not  repudiate  Brazil's 
;bt,  stoke  inflation  or  go  on  a  government  spending  binge, 
though  the  President-elect  is  emphasizing  fiscal  responsibility,  he 
Ks  not  realize  the  IMF  has  prepared  a  sucker  punch  for  him  that 
ill  deef)en  Brazil's  already  serious  economic  crisis.  Brazil's  currency, 
e  real,  has  lost  more  than  30"/()  of  its  value  this  year,  the  economy  is 
ignant  and  Brazilian  bonds  and  equities  have  been  battered. 

The  IMF  doesn't  know  how  to  return  Brazil  and  other  troubled 

)untries  to  prosperity.  It  is  bleeding  these  countries  dry  in  the  name 

saving  them.  Brazil's  economic  policy  is  a  disiistrous  combination 

high  interest  rates,  high  taxes,  a  weak  currency  and  growth-suffo- 

iting  regulations,  subsidies  and  import  quotas.  Brazil  will  go  the 

ay  of  Argentina  unless  its  economic  course  is  drastically  altered. 


Brazil  should  start  by  changing  its  destructive  monetary  policy. 
The  central  bank  thinks  raising  interest  rates  is  the  way  to  strengthen 
a  currency.  Wrong.  The  bank  should  buy  up  reals  in  the  open  mar- 
ket until  the  real's  value  vis-a-vis  the  dollar  goes  up,  say,  25%.  The 
bank's  present  approach  is  ludicrous — it  uses  dollars  to  buy  reais, 
then  it  piunps  those  same  reais  and  more  back  into  the  economy. 
That's  sterilization:  Vv^at  one  hand  takes,  the  other  gives  back.  The 
policy  should  be  simple:  Reduce  the  supply  of  reais,  which  will 
increase  the  price  of  reais.  Voila!  The  currency  crisis  is  over.  Yet  the 
central  bank,  to  the  applause  of  the  IMF,  continues  to  chase  its  tail. 

Lula  should  also  cut  tax  rates,  a  la  Ronald  Reagan,  John 
Kennedy  and  Margaret  Thatcher.  If  Lula  increased  incentives  and 
reduced  barriers  to  entrepreneurial  activity,  the  economy  would 
grow — which,  in  turn,  would  mean  more  tax  revenue  to  fiand  Lula's 
desired  social  programs.  Growth  would  also  attract  foreign  capital. 


Push  Back  for  a  Monti-back 


r  LAST,  SOME  GOOD  ECONOMIC  NEWS  FROM  EUROPE:  THE 
uropean  Union's  Court  of  First  Instance  has  just  slapped  down 
Uitrust  czar  Mario  Monti  for  the  third  time  since  summer, 
verturning  yet  another  of  his  vetoes  of  a  major  merger.  Investors 
lould  cheer.  Monti's  high-handed,  disruptive,  capricious, 
rotectionist  behavior  had 
ecome  one  more  obstacle  to 
J  economic  growth. 

Until  these  setbacks,  Monti 
as  becoming  a  law  unto  him- 
;lf  Unlike  in  the  U.S.,  where 

le  government  has  to  prove  its  case  in  court,  Monti's  commission 
)r  competition  has  been  prosecutor,  judge  and  jury.  It  has  done 
'hatever  it  wants,  arrogantly  assuming  that  any  company  that 
ecided  to  challenge  its  decisions  and  take  a  case  to  court  would  be 
ymied  by  long  delays.  Arbitrariness  has  become  the  commission's 


trademark:  In  the  middle  of  an  investigation,  the  agency  has  blithely 
changed  the  grounds  on  which  it  was  objecting  to  a  merger. 

More  ominously,  Monti's  agents  have  developed  Stalinist 
tactics:  They  have  raided  corporate  offices  and  carted  off  docu- 
ments— copies  of  e-mails  and  supposedly  confidential  legal 

papers  (no  client-lawyer  priv- 
ileges here) — without  search 
warrants.  Executives'  lawyers 
haven't  been  present  while  the 
executives  were  questioned 
during  raids.  Monti  feigned 
surprise  that  anyone,  other  than  wrongdoers,  would  object  to  his 
expressed  desire  to  conduct  nighttime  raids  on  executives  in 
their  homes.  As  he  explained,  conducting  raids  in  homes  pre- 
vents suspects  from  having  time  to  hide  or  destroy  potentially 
damaging  documents.  He  won't  be  able  to  do  that  now. 


*  Court  Deals  New  Setback  to  ^ 
Europe  s  Antitrust  Policy^ 


— New  York  Times 


Taxing  Attitude 


HE  SARBANES-OXLEY  ACT  OF  2002,  PASSED  IN  THE  WAKE  OF  COR- 
orate  scandals,  bars  accountants  fi-om  providing  many  non-audit 
jrvices  to  their  audit  clients.  The  purpose  is  to  prevent  Enron-like 


conflicts  of  interest:  auditors  going  easy  on  dubious  bookkeeping 
for  fear  of  losing  lucrative  nonauditing  consulting  contracts.  Con- 
gress was  vague  on  the  details,  leaving  it  to  the  regulators  to  write 
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the  rules.  One  member  of  the  SEC's  new  accounting  oversight 
board,  which  Sarbanes-Oxley  created  to  churn  out  the  regs,  co- 
wrote — ^before  his  appointment — an  article  that  raises  the  possi- 
bility that  accounting  firms  may  no  longer  be  able  to  provide 
most  tax-related  services  for  companies  whose  books  they  audit. 


This  is  a'questionable,  wrongheaded  interpretation  of  the 
bill.  It  makes  sense  for  an  accounting  firm  to  provide  an  array  ol 
tax  services — tax  returns,  tax  advice,  actuarial  services  and  th( 
like.  This  kind  of  tax  work  is  closely  related  to  auditing  tht 
books.  Reform  is  one  thing.  Going  overboard,  quite  another. 


Two  Amazing  Men 


WALTER  ANNENBERG,  LIKE  HIS  HERO,  RONALD  REAGAN,  WAS  EASY 
to  underestimate.  That  suited  him,  as  he  spent  a  lifetime  moving 
fi-om  one  triumph  to  the  next.  When  his  father  went  to  prison  in  the 
1940s  for  tax  violations,  skeptics  wondered  if  the  young  Annenberg 
could  run  the  family  publishing  business.  Walter  did 
so  briUiantiy,  his  crowning  achievement  being  the 
founding  of  TV  Guide  in  the  nascent  days  of  televi- 
sion. When  President  Richard  Nixon  made  Walter 
Annenberg  ambassador  to  the  Court  of  St.  James's, 
critics  carped.  He  proved  them  wrong  again  by 
becoming  a  very  effective,  much-admired  diplomat. 

As  Annenberg  wound  down  his  business  activi- 
ties, he  focused  his  formidable  energies  on  philan- 
thropy and  the  arts.  A  generous  donor,  he  was  no 
pushover,  however.  When  he  proposed  to  fully  fluid 
an  annex  to  the  Metropolitan  Museum  of  Art,  certain 
activists  raised  a  ruckus.  Perhaps  some  of  them  antic- 
ipated that,  to  get  the  project  moving,  Annen- 
berg would  pony  up  money  for  some  of  their 
causes.  If  so,  they  had  misread  their  man. 
Annenberg,  in  effect,  said  that  life  is  short; 
there  are  great  things  to  be  done,  so  let's  move 
on.  And  he  walked  away  fi^om  the  project. 

Walter  took  palpable  pride  in  his  extra- 
ordinary collection  of  paintings.  When  I 
once  visited  him  and  his  wonderful  wife, 
Lee,  at  their  California  home,  Sunnylands, 
Walter,  with  great  relish,  gave  me  a  tour.  It 
became  evident  that  he  knew  as  much 
about  these  pieces  as  any  specialist. 

The  sense  of  honor  that  imbued  Annenberg's  life  stands  in  stark 
relief  against  that  of  certain  business  leaders  in  today's  headlines. 

LO<:e  Walter  Annenberg,  historian  Stephen  Ambrose  was  a 
man  of  passion  and  great  energy.  He  could  produce  scholarly 


Character  and  ability  enabled 
Annenberg  to  consistently 
confound  skeptics. 


Thanks  to  Ambrose  (with  Tom  Hanks  and 
Steven  Spielberg)  most  Americans  now 
appreciate  what  we  did  in  World  War  II. 


research  as  well  as  anyone  in  his  field.  His  book  on  Civil  Wa 
General  Henry  Halleck  deeply  impressed  former  Presiden 
Dwight  Eisenhower.  Ike  promptly  invited  the  young  man  to  hi 
home  in  Gettysburg  and  entrusted  Ambrose  with  the  task  o 
writing  his  biography.  The  resulting  two-voluni' 
work  won  praise  for  its  insight  and  depth. 

Ambrose  never  let  his  strong  opinions  fog  th 
evidence  he  uncovered.  No  fan  of  Richard  Nixor 
Ambrose  wrote  a  biography  that  objective  ob 
servers  believe  is  remarkably  fair  and  balancec 
He  admitted  that  some  of  his  views  on  Nixo 
changed  during  the  course  of  his  research. 

Ambrose  hit  his  stride  when  he  began  his  wor 
on  D-Dayjune  6, 1944:  The  Climactic  Battle  of  Won 
War  11.  He  quickly  realized  that  WWII  veterans  we) 
not  properly  appreciated  by  subsequent  generatior 
of  Americans.  That  book  and  his  later  works  exan 
ining  this  global  conflagration  helped  to  re* 
tify  that  lack  of  gratitude.  Ambrose  becarr 
the  moving  force  behind  the  creation  of  tl 
National  D-Day  Museum  in  New  Orlean 
No  mean  fundraiser,  he  quickly  persuade 
us  to  open  our  pocketbooks,  and  we  glad 
worked  with  him  to  enlist  others  in  the  cans 
Ambrose's  research  abilities  and  his  woi 
derful  way  of  writing  won  him  a  wide  auc 
ence.  That  may  account  for  the  spitefiil  gl 
with  which  some  critics  attacked  him  wh^ 
it  was  discovered  he  hadn't  put  quotatic 
marks  around  certain  passages  in  his  books  that  had  been  tak( 
from  other  works — even  though  all  those  passages  were  fill 
footnoted.  Stephen  Ambrose,  a  popular  contributor  to  our  sist 
publication,  American  Heritage,  was  part  of  a  great  line  of  Ame 
can  historians  that  includes  Bruce  Catton  and  Francis  Parkmai 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Roth's  Westside  Steakhouse— 680  Columbus  Ave.,  at  93rd  St. 
(Tel.:  280-4103).  An  old-fashioned  steak  house-cum-jazz-spot 
that's  comfortable  and  pleasant.  Porterhouse  steak  for  two  is 
delectable,  fried  calamari  is  wonderful,  and  the  crab  cakes  are 
truly  filled  with  crab.  Desserts  are  divine. 
»  Scalini  Fedeli-165  Duane  St.,  off  Greenwich  St.  (Tel.:  528- 
0400).  little  to  recommend  tlie  trip  here.  Service  is  both  inept  ajid 
condescending.  Though  the  food  is  decent  enough,  prices  are  so 
high  one  has  to  ask  why.  For  tliose  who  care,  portions  are  large. 


•  Mi  Cocina-57  Jane  St.,  off  Hudson  St.  (Tel.:  627-8273).  Charm 
ing  Mexican  restaurant  that  deserves  its  popularity.  Margaritas  ar^ 
made  to  special  order  from  an  extensive  and  sophisticated  tequil  I 
menu,  the  guacamole  is  spicy,  and  the  traditional  fare  is  tops. 

•  II  Giglio-81  Warren  St.,  near  West  Broadway  (Tel.:  371-5555;  I 
A  destination  of  choice  for  those  seeking  a  wonderful,  Italia)  I 
menu.  The  antipasti  are  robust  and  delicious,  the  pastas  ar 
mouthwatering  and  almost  every  main  course  is  first-rate.  Ad 
to  that  a  cheerful  ambience  and  delightful  service. 
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EMBRAER 

Corporate  Jets 


"X  *Mb 


iHERGER  OF  CAPABILITY  AND  COST,  unparalleled  in  its  of  Mach  .80.  Add  to  that  superior  payload  capabilities  and 

offering,  the  new  Legacy  by  Embraer  will  change  your  a  take-off  distance  of  under  6,000  feet.  And  deliver  it  all 

expectations  of  .what  a  business  jet  should  be.  Size.  with  a  completed  interior  for  only  $20.4  million.  The  result? 

Speed.  Power.  Range.  And  a  solid  answer  to  the  bottom  The  size  you  desire  and  performance  you  need  at  a  price 


line.  The  Legacy's  balance  of  strengths^ 
begins  with  a  1,410  cu  ft  cabin,  a  range  of, 
3,100  nm  with  ten  passengers,  and  as 


LEGACY 

BY      EMBRAER 


t  makes  good  business  sense.  Legacy. 
,  the  smart  approach  that  balances  cost 
i  benefit,  investment  and  return. 


iBRAER  CORPORATE  JETS    |    U.S,.(954)  353-JETS 


ROPE  (33  1)  49  38  44  40    I    MIDDLE  EAST  (973)  533  369 


It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen,  r 


.  In  1996,  after  three  years  of  explosive 
growth  but  few  changes  in  its  operations 
or  business  processes,  electronics-retailing 
giant  Best  Buy's  profitability  had  evaporated 
and  its  stock  price  was  plummeting. 
The  company  needed  a  major-and      '"■'■'* 
immediate-transformation.  I  am  Best  Buy's  idea,  delivered. 
Best  Buy  partnered  with  Accenture  to  engineer  one  of  the  most 
dramatic  success  stories  in  retailing  history  In  a  two-year 
program  applying  process,  methods  and  tools  that  Accenture 
calls  Scientific  Retailing,  Best  Buy  increased  net  earnings    '     '■''''^ 
138%  and  drove  its  stock  price  from  $2  to  $57,  increasing  its 
market  capitalization  from  $403  million  to  $11.4  billion. 


;  As  the  global  leader  in  enterprise     -^ 

■  information  storage  solutions,  EMC 
recognized  that  a  complete  overhaul 
of  its  existing  business  systems  was 

■  needed  to  sustain  future  growth.      ,. 
—       —         I  am  EMC's  idea,  delivered.  ;,-; 

Accenture  teamed  with  EMC  to  design  and  build  a 
massive,  scalable  information  infrastructure  to  integrate 
all  of  EMC's  systems  and  processes  globally,  accelerate 
new  product  introductions  and  give  management  more 
flexibility  in  responding  to  changing  market  conditions. 
Now,  design  changes  can  make  the  rounds  to  6,000  users 
around  the  world  in  minutes,  instead  of  days,      f  ,I7#  ^ 


To  develop  a  sustainable  competitive 
advantage  in  the  global  chemical 
:   industry,  Dow  sought  to  aggressively 
ll^  leverage  its  investment  in  information 
-nj  technology,  dramatically  improving 
..'     systems  productivity  and  significantly 
reducing  applicatioriVcosts  and  time  to  market. 
I  am  Dow's  idea,  delivered.  In  a  unique  outsourcing  *'• 
relationship,  Accenture  helped  Dow  consolidate  nearly 
all  of  its  IT  activities  into  |||r  regional  centers.  Jointly  Jtv"> 
staffed  with  professionals  frlm  both  companies,  the      ^'»  ■  * 
centers  have  accelerated  time  to  market  by  10%,  increased 
overall  productivity  by  30%  and  made  a  hefty  contribution 
to  $70  million  in  annual  IT  savings  since  1992.  |     - 


not  how  many  ideas  you  have.  It's  how  many  you  make 
jpen.  So  whether  it's  your  idea  or  Accenture's,  we'll  help  you 
rn  innovation  into  results.  See  how  at  accenture.com 


accenture 


nsulting  •  Technology  •  Outsourcing  ^Alliances 


Innovation  delivered 


OTHER  COMMENTS 


There  is  only  one  success — to  be  able  to  spend  your  life  in  your  own  way. 

—CHRISTOPHER  MORLEY 


BulFs-Eye  in  Melbourne  [last  month],  30,000  people 
demonstrated  against  Australian  support  of  American  plans  to 
invade  Iraq,  failing  to  connect  the  fate  of  some  of  their  country- 
men [in  the  bombings]  in  Bali  to  the  need  to  pre-empt  the 
actions  of  countries  that  support  terrorism.  But  such  naivete — 
the  failure  to  appreciate  who  the  bad  guys  really  are — can't  last 
long.  The  terror  battleground  has  just  extended  from  the  heart 
of  the  developed  world  to  what  until  last  [month]  was  a  tropical 
idyll.  There  is  no  choice.  Either  fuUy  commit  to  the  war  against 
terror,  or  risk  becoming  an  easy  mark. 

— Far  Eastern  Economic  Review 

Turning  Point?  if  [Brazil's]  president-elect,  [Luiz  Inacio 
Lula  da  Silva],  chooses  to  emphasize  policies  that  address  Brazil's 
poverty  and  inequality  without  jeopardizing  its  stability,  he  may 
blaze  a  trail  for  other  Latin  populists  who  seek  a  pragmatic  alter- 
native to  failed  statism.  Brazil's  inequality  is  indeed  shocking,  and 
it's  healthy  that  the  country  should  elect  a  candidate  who  vows  to 
do  something  about  it.  [However,]  if  Mr.  da  Silva  lashes  out 
against  economic  orthodoxy,  he  will  confirm  the  worst  fears  of 
investors,  who  will  drive  interest  rates  even  higher  than  they  are 
and  trigger  a  messy  debt  default.  This  would  be  a  disaster  for 
Brazil,  and  especially  for  Mr.  da  Silva's  supporters;  hyperinflation 
and  economic  disruption  usually  hit  the  poor  hardest.  But  if  Mr. 
da  Silva  announces  plans  to  fulfill  his  populist  mandate  by  con- 
centrating on  education,  land  reform  and  pensions,  Brazil's 
prospects  will  be  brighter.  There  is  no  reason  why  caring  about 
poor  people  should  involve  abandoning  sound  economic  poUcies. 

— Washington  Post 


"Tell your  assistant  it's  perfect." 


Holding  All  the  Cards  An  EU  level  merger  review  i 
a  regulatory  proceeding,  like  obtaining  a  building  permit.  Withoi 
regulatory  approval,  there  is  no  merger.  In  other  jurisdictions-l 
most  notably  the  U.S. — merger  review  is  a  legal  matter.  What  ihi, 
means  is  that  regulators  who  oppose  a  merger  must  take  thi 
matter  to  court,  where  the  presumption  of  innocence  prevails  an 
the  burden  of  proof  falls  on  the  regulators  to  show  cause  why  th; 
merger  should  not  be  allowed  to  go  through.  Under  EU  rule 
the  merging  companies  are,  in  effect,  guilty  until  proven  innocenl 
without  regulatory  approval,  there  is  no  "right  to  merge,"  whic! 
means,  under  certain  conditions  at  least,  there  is  no  right  to  bui 
or  sell  private  property  without  prior  consent  from  the  state. 
If  the  EU  wants  a  world-class  antitrust  enforcement  regim 
it  needs  world-class  procedures.  That  means  truly  independeij 
and  informed  oversight,  at  the  very  least.  Accountability  shoui 
be  built  into  the  merger  and  acquisition  review  process,  rathi 
than  coming  about  only  when  someone  goes  to  court  after  ajk 
unfavorable  decision  has  been  made. 

— Wall  Street  Journal  Euroj 

CrOOd  Recipe  Hospitality  consists  in  a  little  fire,  a  liti 
food,  and  an  immense  quiet. 

—RALPH  WALDO  EMERSO 

Simple  Solution  Most  of  the  accounting  issues  plag 
ing  corporate  America  can  be  traced  to  the  corporate  incon 
tax  and  the  complexity  of  the  code.  The  code  forces  many  con 
panies  either  to  relocate  to  foreign  jurisdictions  or  constru 
financial  structures  that  few  people  inside  or  outside  the  con 
pany  can  comprehend.  Corporations  are  only  as  complex  as  tl 
taxes  and  regulations  that  govern  them.  A  simple,  transpare 
tax  code  will  yield  simple,  transparent  corporate  structure 
Companies  will  be  easier  for  investors  to  understand.  Easier  f 
executives  to  run.  Gray  areas  of  the  law  will  largely  vanish.  A 
chicanery  will  be  obvious  and  easily  prosecuted.  The  then 
should  be:  Honest,  clear,  simple  accounting  in  business.  Hone 
clear,  simple  accounting  in  government. 

—GEORGE  GILDER  and  BRET  SWANSO 
Discovery  Institi 

Friday  WnUie  Generally  I  don't  socialize  with  my  [wor 
colleagues — no  special  reason,  except  that  I  much  prefer 
evening  watching  a  movie  on  television  at  home  to  arguii 
about  movies  or,  even  worse,  reviews  of  movies,  in  a  room  fill 
with  people  for  whom  altogether  too  much  is  at  stake  in  t 
rightness  of  their  opinions. 

—JOSEPH  EPSTEIN,  Commentary 
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'Can  I  buy  you  a  drink?"  is  just  one 
way  to  start  a  conversation. 
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The  Stylistic"  ST4000  Tablet  PC  Is  Here. 


Don't 
expect  our 
Tablet  PC  to  be 
like   all   the   rest. 
It's   not  some  OEM 
clone.    Or    a    PDA    on 
steroids.    Or    a    stripped 
down    notebook.   Instead,    it's 
powered    by    the    latest    InteT^ 
processor.     Runs     any     Windows 
application.  Thrives  with    or  without   a 
keyboard    and    slips   effortlessly    into    our 
optional  Tablet  Dock  for  instant  desktop  duty. 
It's  thin,   it's   light,   it's  flat.    In   other  words,   it's 
everything  12  years  of  industry-defining  experience 
said  It  could  be:   The  nnost  natural,  mobile,  productive 
^and  thoroughly  thought  out  PC  the  world  has  ever  seen. 


The  Stylistic  ST4000  is  powered  by  an  Ultra  Low  Voltage 
Mobile  Intel' Pentium  III  Processor  800MHz  -  M  which 
supports  Enhanced  Intel   SpeedStep  Technology 
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S^PT! 


12  YEARS. 

12  YEARS  OF  DESIGNING, 

TESTING  AND 

IMPLEMENTING  PEN 

COMPUTING  PRODUCTS. 

OUR  TABLET  PC  IS  HERE. 


12  YEARS  AWAY  FROM 
ORDINARY 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 


Learn  how  ourTablet  PCs  can  give  your  company  a  competitive  edge. 

Call  us  today  at  1-877-372-3473  or  visit  www.fujitsupc.com/12years 


Fujitsu  recommends  Microsoft®  Windows®  XP  Professional  for  IVIobile  Computing. 


Heritage  chronograph  in  18-carat  yellow  gold.  Self-winding  colurnn-wheel  chronograph  movement. 
Subdial  for  the  seconds  and  date  calendar  at  6  o'clock  30-minute  and  12-hour  totalizers.  Silvered 
gold  dial,  hand-engraved  on  a  rose  engine    Water-resistant. 
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Breguet   Boutique.    779   Madison   Avenue.    New   York,    (212)    288-4014   -   w/ww. breguet.com 
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Ridding  the  Arab  World  of  Intellectual  Poison 


THE  BUSH  ADMINISTRATION  IS  BEGINNING  TO  REALIZE  THAT 
destroying  Saddam  Hussein's  regime  in  Iraq  is  merely  the  first 
step  in  a  needed  general  reconstruction  of  the  Middle  East.  In 
approaching  this  task  it  is  important  the  Administration  realizes 
the  role  anti-Semitism  plays  in  the  area's  turbulence. 

Anti-Semitism  is  the  result  of  the  oldest  of  the  world's  irrational 
explanations  of  why  things  happen.  Like  Marxism  and  Freudianism, 
it  posits  one  big,  simple  cause  of  human  behavior  that  is  loosely 
defined  and  vague  enough  that  all  events,  especially  malign  ones,  can 
be  fitted  into  the  theory.  Where  Marxism  used  class  warfare  and 
Freudianism  infantile  experience  bottled  up  in  the  unconscious, 
anti-Semitism  uses  a  gigantic,  worldwide  conspiracy  of  Jews. 

Anti-Semitism  first  emerged  in  the  3rd  century  B.C.  in 
Alexandria,  where  the  ruling  Greeks  blamed  the  Jewish  minor- 
ity for  everything  that  went  wrong.  It  has  been  acquiring  new 
archeological  layers — with  constantly  updated  anecdotes, 
myths,  pseudo-facts,  hate  figures  and  folklore — ever  since. 

Source  of  Hitler's  Hatred 

Many  rival  and  conflicting  attempts  have  been  made  to  explain 
the  phenomenon  of  Adolf  Hitler.  The  most  convincing — and 
the  evidence  for  which  is  to  be  found  in  Hitler's  Mein  Kanipf — 
is  that  he  was  a  product  and  a  victim  of  anti-Semitism,  a  mental 
disorder  that  in  its  extreme  form  causes  human  beings  to  do 
quite  irrational  and  horribly  violent  things.  Hitler  was  perhaps 
the  most  virulent  anti-Semite  ever.  His  capacity  for  hatred,  com- 
bined with  his  remarkable  willpower  and  astuteness,  posed  an 
enormous  danger,  not  only  to  Jews.  Hitler  believed  the  German 
"master  race"  required  "living  space"  in  the  east.  His  willingness 
to  provoke  world  war  in  order  to  secure  such  space  was  height- 
ened by  his  belief  that,  under  cover  of  such  an  event,  his  plan  to 
exterminate  all  Jews  could  more  easily  be  carried  out. 

.  Hitier's  overpowering  hatred  came  from  many  sources,  prob- 
ably the  most  important  of  which  had  its  origins  in  a  political  satire 
published  in  1864  attacking  Napoleon  Ill's  regime  in  France.  It 
had  nothing  to  do  with  the  Jews.  Some  thirty  years  later,  however, 
the  Czarist  secret  police  translated  this  propaganda  pamphlet  into 
its  modern  form,  the  Protocols  of  the  Elders  ofZion,  making  Jews 
the  villains.  This  text  circulated  widely  before  World  War  I.  It  got 
a  second  lease  on  life  with  the  Bolshevik  revolution:  The  promi- 
nent role  played  b)'  Russian  Jews  such  as  Leon  Trotsky  made  the 
idea  of  an  international  Jewdsh  conspiracy  seem  more  plausible. 

Early  in  its  history  the  Protocols  was  shown  to  be  a  complete 
fraud.  But  those  who  fell  for  it  didn't  listen- to  the  truth;  the 


Protocols  provided  them  with  a  detailed  explanation  for  every- 
thing that  was  wrong  with  the  world  and  with  their  own  lives. 
They  wanted  to  believe  in  it,  and  they  did — utterly. 

Hitler  had  a  particular  reason  to  believe.  He  had  joined  the 
German  army  to  fight  for  the  cause  of  securing  that  living  space 
in  the  east — in  Poland  and  Russia.  He  had  fought  hard  and  gal- 
lantly. Germany  won  the  war  on  the  eastern  front  overwhelm- 
ingly, but  in  November  1918  the  new  German  Republic  negoti- 
ated an  armistice  with  the  Allies,  depriving  Germany  of  all  its 
eastern  gains.  Hitler  heard  this  dreadful  news  in  a  hospital, 
where  he  was  recovering  from  wounds.  In  a  flash  of  light  he  saw 
the  truth:  The  treacherous  peace  had  been  negotiated  by  the 
Jewish  conspiracy  to  undermine  the  German  race.  This  belief 
was  the  spur  to  all  his  subsequent  actions. 

New  Anti-Semitic  Epicenter 

One  of  the  consequences  of  World  War  I  was  the  increased 
immigration  of  European  Jews  to  Palestine.  This  ignited  the 
Arabs'  dormant  hatred  of  Jews,  making  them  natural  allies  of 
Hitler.  The  notorious  Grand  Mufti  of  Jerusalem,  godfather  of 
Arab  terrorism,  became  a  Hitler  disciple,  fomenting  pro- 
German  sympathy  and  unrest  throughout  the  region.  In  1941 
the  British  had  to  put  down  a  pro-Nazi  military  coup  in  Iraq. 

The  Middle  East  became  the  new  epicenter  of  Jew-hatred. 
For  the  last  half-century  key  texts  such  as  the  Protocols  and  Mein 
Kampf,  as  well  as  locally  manufactured  tales  of  Jewish  conspira- 
cies, have  circulated  in  all  Arab  countries.  State  publishing  firms 
and  state  radio  and  television  spew  a  steady  diet  of  poison  attack- 
ing the  Jews  and  anyone  else  who  can  plausibly  be  associated 
with  them.  In  recent  years  there  has  been  a  growing  output  of 
anti-American  propaganda  so  that  anti-Semitism  and  anti- 
Americanism  are  now  intertwined  in  the  minds  of  many  Arabs. 
This  is  the  poisoned  soil  from  which  suicide  bombers  and 
al  Qaeda  have  sprung.  (It  should  be  noted  that  even  in  Europe 
anti-Semitism  and  anti-Americanism  are  now  muddled  together.) 

Weapons  of  mass  destruction — whether  nuclear,  chemical  or 
biological — might  have  been  made  for  just  such  an  irrational  and 
senseless  fiary  as  Jewish  conspiracy  theory  generates.  Devising  an 
antidote  to  it  in  the  aftermath  of  Saddam's  overthrow  must,  there- 
fore, be  one  of  the  principal  aims  of  American  policy.  This  will 
require  careful  and  subfle  thought.  The  de-Nazification  of  post-war 
Germany  and  the  cultural  re-education  of  Japan  under  General 
Douglas  MacArthur  are  useful  precedents.  But  it  is  clear  that  mili- 
tary victory  and  political  reconstruction  will  not  be  enough.       F 
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Paul  Johnson,  eminent  British  t\istorian  and  author;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  director,  Yale  Center 
for  the  Study  of  Globalization,  former  president  of  Mexico,  are  now  periodically  writing  this  column  in  addition  to  Forbes  Chairman 
Caspar  W.  Weinberger.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 

FORBES"   November  25,  2002      45 


WIRELESS  E-MAIL 

BUILT  AROUND 


YOUR  BUSINESS. 


HOWEVER  BIG  - 


^^^^^M^^Jdi/^i    -i^^-A 


OR  SMALL  -C 


f% 


■     H  ^  •"'  :^  !S  ^ 


.^i 


■■■■■■■■■ni 

■■■■■■■■I 

HI.  lUHBIKIBI 

J_^_*-«       ■■■■■ 

■■■■■■■■■I 
»■■■■■■  iBHI 
"•■■■■■■■I 

.■■■■■■jL 

'»■■■" 


XPRESS  MAIL="  FROM  CINGULAR. 

Whatever  the  size  of  your  company,  Cingular  Wireless 
offers  a  robust  portfolio  of  Xpress  Mail  solutions  that 
offer  on-the-go  access  to  your  vital  corporate  informa- 
tion. The  best  part  of  our  solutions?  Each  one  is  simple 
to  use  and  easy  to  manage. 

Our  new  Xpress  Mail  GoodLink  Edition  provides  a  syn- 
chronized wireless  connection  with  Microsoft  Exchange 
Server"  so  you're  always  up  to  speed  with  the  ability  to 
read  and  view  attachments  on  the  go.  Additionally, 
with  our  "touch-it-once"  simplicity,  any  updates  on 
your  wireless  handheld  are  mirrored  on  the  desktop. 


Xpress  Mail  Network  Edition  is  also  easily  deployable, 
eliminating  the  need  for  software  or  hardware  installation 
while  maintaining  control  and  security.  The  solution 
works  over  a  wide  array  of  phones  and  devices  so 
you're  connected  to  your  corporate  e-mail  in  real-time. 

Cingular  provides  wireless  voice,  data,  e-mail  and 
interactive  services  to  almost  half  the  Fortune  1000. 
With  nearly  10  million  e-mails  securely  sent  over  the 
Cingular  network  each  day,  you  can  trust  Cingular  to 
handle  your  business  needs.  Call  1-877-330-7577  or 
visit  cingular.com/business. 
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Americans  Worst  C-Title  Job 


.HAT  ARE  THE  TEN  MOST  REVOLTING  JOBS  IN  AMERICA? 
enth-worst  is  issuing  tickets  at  an  airline  counter.  Ninth  is 
nvel-changer  at  a  sex  club.  Eighth  reports  to  Jerry  Jones, 
larvin  Davis  or  Martha  Stewart.  Seventh  is  the  nurse  who 
K>ks  for  colon  polyps.  Sixth  is  a  cab  driver  in  New  York  City, 
ifth  is  elephant-poop  scooper  for  Ringling  Bros.  Fourth  is  head 
f  tourism  for  North  Dakota.  Third  cuts  Donald  Trump's  hair, 
jiy  slaughterhouse  job  is  second. 

Holder  of  the  number  one  worst  job  in  America:  the  CIO. 
Pity  the  chief  information  officer.  In  corporate  crack-the- 

hip,  this  job  snaps  the  sound  barrier.  Let's  take  a  trip  down 
lemory  lane  and  review  the  last  1 2 
Tessful — no,  bitter — years  of  being 
CIO  in  America: 

1990.  Business  is  threatened  by 
;cession  and  Japan.  White  papers 
re  urging  nervous  CEOs  to  realize 
lat  salvation  lies  in  Deming  Prizes, 
lalcolm  Baldrige  Awards  and  just- 
i-time  inventory.  Clickety-clack, 
lickety-clack,  comes  the  sound  of 
Jlen  Edmonds  loafers.  The  CEO  is 
unning  down  the  hall — toward  you!  Breathless,  he  looms 
etore  you,  saying,  "What  are  you  doing,  my  narrowly  geeky  CIO, 
)  reengineer  our  corporation?  Forget  about  bits  and  bytes,  man. 
hop  everything  you're  doing.  Make  our  old  denture-breath  com- 
anv  iix-sigma  ...  and  lean  ...  and  fast!  Or  you're  fired!"     * 

1996.  Having  worked  like  a  mule,  you,  the  CIO,  have  not  seen 
our  family  for  six  years.  But,  by  golly,  you  have  successfully  re- 
ngineered  the  corporation!  You  now  can  deploy  laser  scanners 
nd  microcontrollers  to  detect  quality  gradations  as  minute  as 
ve  nines,  six  nines — seven  nines!  Inventory  now  moves  through 
our  supply  chain  like  prunes  through  a  goose.  But  hold  the 
hone:  Is  that  the  soimd  of  the  world  shifting?  Yes,  it  is.  Some- 
ling  called  Amazon.com  has  just  gone  public.  Its  market  cap  is 
lore  than  Barnes  &  Noble  and  Borders  combined!  Your  CEO  is 
1  a  panic.  Analysts  are  in  a  froth.  Shareholders  are  carping, 
lagazines  are  calling  you  a  dinosaur.  The  new  threat  to  your 
ompany  is  two  college  dropouts  with  $200  million  in  venture 
apital.  Clickety-clack,  clickety-clack,  it's  the  sound  of  J.  Lobb 
ustom  shoes.  The  overpaid  CEO  is  running  down  the  hall — 
jward  you!  Suddenly  he  looms  before  you,  saying,  "Wliat  have 
ou  been  doing,  my  culturally  deaf  CIO,  to  get  our  company  on  the 
Veb?  We  must  be  Web-sawy!  Drop  everything  you're  doing.  Make 
ur  old  denture-breath  company  look ...  cool!  Or  you're  fired!" 

1999.  Lord,  are  you  cool!  Your  Web  site  is  winning  awards,  and 
ou  lead  the  league  in  a  crucial  metric  of  the  late  millennium: 


nose  rings  per  IT  department.  The  new  hipster  image  is  having  a 
positive  effect  on  your  company's  business — ^Wall  Street  now  val- 
ues your  old  denture-breath  company  on  Web  site  hits  -I-  Mary 
Meeker  citations  -i-  number  of  black  mock  turtlenecks  in  the  cor- 
porate suite.  Everybody  in  your  company  is  getting  rich  from 
stock  options.  Happy  days!  But  what  is  that?  Thumpety-thump- 
ety,  pump-pump-pump,  it's  the  sound  of  Prada  squared-toed 
shoes.  The  fashionably  made-over  CEO  is  running  down  the 
hall — toward  you!  Suddenly  he  looms  before  you,  saying,  "What 
are  you  doing,  my  head-in-the-sand  CIO,  about  this  Y2K problem? 
My  God,  haven't  you  been  watching  CNBC?  The  world  is  going  dark 

on  January  1!  Ed  Yardeni  says  so.  Our 
insurers  say  so!  Drop  everything  you're 
doing.  Make  sure  we  are  in  business  on 
Jan.  1.  Or  it's  your  hide!" 
•  2002.  The  threats  to  your  business 
are  recession  and  Wall  Street  jitters. 
All  your  customers  have  applied 
Lomotil  to  their  cap-ex  spending. 
So  you  must,  too.  Of  small  consola- 
tion is  that  your  attention-deficit- 
disordered  CEO  will  not  be  pester- 
ing you  with  this  year's  fad,  because  he's  at  Lompoc  serving 
three  to  five.  What,  then,  is  it  that  you're  hearing?  Clickety-clack, 
clickety-clack,  it's  the  sound  of  Kmart  wingtips  with  cleats.  The 
CFO — the  CFO? — is  running  down  the  hall — toward  you! 
Suddenly  he  looms  before  you,  saying:  "What  are  you  doing,  my 
vendor-bribed  CIO,  to  save  our  company  money?  We  must  cut  IT 
budgets ...  cut,  cut,  cut!  Drop  everything  you're  doing.  Everything! 
Go  back  to  '98  budgets— 1898!  Or  you're  fired!" 
•  2004.  Saddam  is  pushing  up  tulips;  Paul  O'Neill  is  retired; 
and,  at  last,  the  economy  is  heating  up.  The  GDP  is  humming  at 
an  annual  growth  rate  of  5%.  The  Dow  is  over  12,000;  Nasdaq  is 
over  3000.  Animal  spirits  are  back.  Corporate  horizons  have 
expanded  from  three  days  to  three  years.  Whishity-whish, 
whishity-whish,  it's  the  sound  of  slippers  (prison  slippers,  per- 
haps); the  CEO — He's  out  already? — is  sliding  down  the  hall — 
toward  you!  Breathless,  he  looms  before  you,  saying,  "What  have 
you  been  doing  in  my  absence,  my  hesitant  CIO,  to  position  our 
company  for  growth?" 

"Not  a  darn  thing,  sir.  I've  been  cutting  budgets.  To  the  bone. 
To  make  our  numbers.  To  please  Wall  Street.  To  make  sure  you  had 
a  job  when  you  got  out  of  the  clink. " 

"Thank  you  very  much,  my  loyal  servant.  Of  course — this  time 
you're  really  fired!"  F 


T^Orllf*^  I  ^'^'*  ^''^^  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
^^I^^^i^  I  or  e-mail  him  at  publisher@forbes.com. 
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FOLLOW-THROUGH 


Places 


JANUARY  21.  2002 


No  Way  Out 

DUKE  ENERGY  SEEMED  TO  HAVE  A  WIN- 
ning  strategy  earlier  this  year.  Chief  Execu- 
tive Richard  Priory  was  acquiring 
pipelines  and  power  plants  outside  of 
North  Carolina  and  building  a  multibil- 
lion-dollar  trading  operation  around 
them.  But  even  Priory  couldn't  escape  the 
meltdown  in  the  energy  industry.  Duke 
took  a  $319  million  third-quarter  writeoff, 
some  of  it  in  its  merchant  power  business. 
The  Securities  &  Exchange  Commission  is 

Flashbacks 


investigating  its  trading 
desk,  and  Priory  is  now 
predicting  flat  earnings 
next  year  instead  of 
double-digit  growth. 
The  stock  is  down 
50%  this  year. 

— Daniel  Fisher 

APRIL  15,  2002 

Hire-Wire 
Act 

MAVERICK  GRAPHICS  CHIP  MAKER  NVIDIA 
has  had  a  rough  time  since  our  April  story. 
We  wrote  that  the  company  was  taking  a 
huge  risk  when  it  decided  to  pair  up  exclu- 
sively with  Advanced  Micro  Devices  rather 
than  hitel  for  its  new  chipset,  called  Nforce. 
Nvidia  had  been  counting  on  Nforce  to 
supply  30%  of  its  2003  sales.  Instead,  weak 
retail  sales  have  forced  the  company  to  take 
a  $21  million  inventory  writedown,  partly 
on  Nforce  chipsets. 

On  top  of  that,  the  little  Santa  Clara, 
Calif,  outfit  is  tangling  with  behemoth 
Microsoft  over  its  agreement  to  supply 
chipsets  for  the  Xbox  game  machines. 
Nvidia's  innovative  chipsets  buttress  a  com- 


puter's microprocessor,  helping  it  churi 
out  stunning  animation  and  rich  surround 
sound  audio.  Microsoft  argues  that  it  over 
paid  Nvidia  by  $46  million.  The  spat  is  v 
arbitration.  For  now,  Nvidia  is  counting  oi 
its  NV30  graphics  chip  to  rev  up  demanc 
and  help  it  gain  back  ground  lost  to  arch 
rival  ATI  Technologies.      — Elisa  William 

APRIL  16,  2001 


Briefed 


"MERINO  BIKINIS,  ANYONE?"  IS  HOW  W 
concluded  our  story  on  wool  sportswea 
maker  Ibex.  We  were  trying  to  be  furuiA 
but  Ibex  has  done  us  one  better.  Th 
Woodstock,  Vt.  outfit  now  offers  merint 
wool  jockey  briefs.  Called  "Roasters, 
they  retail  for  $28  a  pair  and  promise  t 
keep  you  warm  under  the  most  frigiij 
conditions. 

Claims  Ibex  founder  John  Fernsel 
"People  buy  six  or  eight  pairs  at  a  tim< 
Some  people,  that's  all  they  wear."  Ibex  i 
still  tiny,  with  revenues  of  just  $2  millior 
up  from  $  1  million  when  our  story  rar 
Not  bad  in  a  recession.  Distribution  i 
also  expanding — 160  retailers  now  carr 
Ibex's  wool  ski  clothes  versus  100  tw' 
years  ago.  — Daniel  Lyor, 


\ 


70  YEARS  AGO  IN  FORBES/APRIL  I,  1932        X'^i^^g^^ 

All  Tax,  No  Action  The  most  se 

rious  evil  besetting  this  nation  is  neither  pro- 
hibition nor  crime;  it  is  unbearable  taxation. 
Taxation  has  ruined  more  than  one  nation, 
ancient  and  modern.  Unless  arrested,  it  will 
ruin  our  own  nation.  Taxes  have  shamefully 
outrun  national  growth,  national  wealth,  na- 
tional prosperity.  Tax  eaters  have  multiplied  shockingly  faster  than  tax 
payers.  We  are  being  taxed  to  the  point  which  gravely  handicaps  the 
rebuilding  of  prosperity. 

20  YEARS  AGO  IN  FORBES/JANUARY  4.  1902 

ASnTray  LCOnOmiCS  Not  only  do  people  get  upset  when 
you  kill  the  goose  that  laid  the  golden  egg,  they  get  scared  when  you 
go  anywhere  near  it.  So  it  is  with  the  tobacco  industry's  fear  of 
Uncle  Sam's  proposed  new  tax  on  tobacco  products.  What  really 
worries  the  industry  is  the  principle  of  large  tax  increases.  But  ac- 
cording to  Peter  Enderlin  of  Smith  Barney,  "The  price  elasticity  of 
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demand  for  cigarettes  is  very  low.  Generally  a  1%  increase  in  pric 
will  reduce  demand  by  0.4%,  all  other  things  being  equal."  Usin 
those  calculations,  the  proposed  tax  would  at  most  reduce  deman 
by  4%  or  so.  Maybe  cigarette  company  executives  just  like  to  worr 
It's  good  for  business. 
With  the  price  of  a  pack  of  cigarettes  topping  $4  in  many  state 
cut-rate  cigarettes  now  command  8%  of  the  market,  up  from  3%jUi 
five  years  ago. 

IS  YEARS  AGO  IN  FORBES/JUNE  29,  1987 

Guarding  Against  Stock  Fraud  can  the  goverr 

ment  do  more  about  securities  fraud  without  tying  up  the  capiti 
markets  in  red  tape  and  hampering  their  efficient  functioning?  ( 
course  it  can.  Certainly,  much  of  the  deregulation  of  the  markel 
has  been  for  the  best  so  far  as  the  economy  is  concerned.  Anywa 
new  laws  are  not  what  is  needed.  More  vigorous  enforcement  ( 
existing  laws  would  do  the  trick.  There  is  something  wrong  with 
situation  wherein  rampant  fraud  is  practiced  with  impunity.  In  th 
area  of  protecting  the  small  and  the  not-so-small  investor  froi 
outright  con  men,  the  SEC  is  falling  down  badly.  J 


'Your  legacy  systems  have  helped  you  grow  strong. 


Why  uproot  them  now?  You  don't  have  to  start  over  to  get  ahead. 
Imagine  integrating  your  legacy  systems  easily,  adapting  to  changing 
customer  needs  faster,  even  receiving  an  early  ROI  —  all  without  uprooting 
existing  business  applications.  We're  already  doing  that  for  3  out  of  5 
Fortune  500  companies.  And,  WRQ's  software  is  rated  #1  in  service  and 
support.     For    case    studies    with     proven     ROI,     visit    www.wrq.com/info 

©2002  WRQ,  Inc.  All  rights  reserved. 
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ON  MY  MIND 


By  James  B.  Twitchell  professor  of  Advertising,  University  of  Florida;  author  forthcoming  book,  Branded  Nation 

The  Branding  of  Higher  Ed 

Universities  say  they  hate  magazines'  best  and  worst  rankings.  Oh,  really? 


IF  YOU  ARE  EXHAUSTED  BY  THE  FRANTIC  PACE  OF  THE 
for-profit  markets  and  yearn  for  the  tranquility  of  the  nonprof- 
its, yearn  again.  Nonprofits  are  experiencing  calamitous  times. 
And  not  because  money  is  short.  The  problem  that  colleges, 
churches  and  museums  are  experiencing  is  excess  supply.  There 
are  simply  too  many  college  classrooms,  too  much  gallery  space 
and  too  many  pews.  i 

A  central  doctrine  of  Market- 
ing 101  is  that  when  a  market  is 
oversupplied  with  interchangeable 
products,  branding  behavior  starts. 
If  you  can't  demonstrate  intrinsic 
differences  between  fungibles,  you 
have  to  concoct  differences.  Think 
bottled  water.  You  drink  Evian's  ad- 
vertising, not  the  fluid. 

Don't  believe  me?  Ask  the 
Guggenheim  Museum  and  Smith- 
sonian what  Armani  clothing  and 
Star  Wars  memorabiha  are  doing 
deep  within  their  hallowed  halls  or 
ask  your  local  minister  why  the 
nondenominational  megachurch 
down  at  the  mall  is  offering  shame- 
free  services  complete  with  support 
groups  for  soccer  moms. 

My  own  business — higher  ed- 
ucation— is  doing  the  same  sort  of 
thing.  But  there's  a  twist  here.  Most 
universities  are  sheep.  They're 
branding  themselves  in  only  one  way:  to  get  the  highest  ranking 
possible  in  the  annual  college  ratings  done  by  U.S.  News  &  World 
Report.  What  a  shame.  And  what  hypocrisy.  If  you  ask  academic  ad- 
ministrators about  the  rating  systems  they  will  become  apoplectic. 
"We  won't  pander  to  some  newsmagazine's  idea  of  what  \ve  should 
be  offering,"  they  will  say.  Then  they  will  furiously  try  all  kinds  of 
harmfiil  strategies  to  do  better  in  the  ratings,  especially  by  looking 
highly  selective.  It's  called  massaging  the  yield — the  percentage  of 
accepted  students  who  then  enroll.  To  ratchet  up  that  number  they 
adopt  early-decision  policies  (which  bind  kids  to  the  school),  ac- 
cept upper-level  transfers  and  even  refuse  qualified  candidates  who 
they  suspect  will  go  elsewhere. 

As  Rachel  Toor,  a  former  admissions  officer  at  Duke  University, 
says  in  her  book  Admissiom  Confidential:  "I  tra\'el  around  the  coun- 
try whipping  kids  (and  their  parents)  into  a  frenz\'  so  that  they  will 
apply.  I  tell  them  how  great  a  school  Duke  is  academically  and  how 
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'Most  universities  are  sheep.  They  are  branding 

themselves  in  only  one  way:  to  get  the  highest 

ranking  possible.  What  hypocrisy." 


much  fun  they  will  have  socially.  Then,  come  April,  we  reject  most 
of  them."  After  all,  the  best  kids  will  probably  go  elsewhere,  and  we 
can't  have  that  ruining  our  yield  number 

Meanwhile,  schools  will  overlook  funding  the  library  and 
teaching  staff  in  order  to  increase  spending  on  what  are  now 
called  "competitive  amenities"  Hke  deluxe  dorms  and  grandiose 

athletic  facilities.  Who  cares  if  mosi 
of  your  teaching  is  done  by  adjunci 
faculty  or  graduate  students?  Am 
who  cares  about  the  curriculum'; 
You  need  to  brand  by  looking 
good  in  those  ratings. 

Even  the  seemingly  endless 
pledge  drives,  essentially  perpetual 
begathons,  are  couched  in  terms  nol 
of  excellence  but  as  a  way  to  improve 
ranking.  So  the  University  of  Rich- 
mond named  one  of  its  campaign? 
Top  Tier  Initiative.  From  a  branding 
point  of  view  that  makes  sense — ^yot 
get  points  in  the  rankings  for  big  en- 
dowments, ff  you  want  to  see  when 
the  money  goes,  look  at  the  new  mu 
tant  of  the  college  catalog  sent  tc 
prospective  students.  It's  appropri- 
ately called  a  view-book,  a  gloss) 
brochure  that  often  costs  the  school' 
a  dollar  a  pop. 

If  universities  want  a  more  re- 
alistic way  of  branding  themselves 
they  should  release  statistics  gathered  by  the  National  Survey  o 
Student  Engagement  (called  Nessie  and  ftinded  by  the  Pew  anc 
Carnegie  foundations)  about  how  consumers — whoops! — stu- 
dents really  feel  about  their  higher  education  experience.  That  the 
elite  schools  keep  these  meaningful  figures  to  themselves  is  elo- 
quent acknowledgment  of  how  anxious  this  market  really  is. 

What's  the  solution?  Quit  providing  the  selectivity  numbers 
Spend  money  on  the  intellectual  plant — ^the  library,  medium-level 
professors'  salaries,  smaller  class  size.  Dramatically  shrink  expen- 
sive graduate  programs  when  their  only  purpose  is  to  provide 
cheap  teaching  assistants  and  maintain  high  rankings  in  fields  foi 
which  there  is  no  job  market.  Stop  the  arms  race!  There  are  plenty 
of  empt)'  seats  available  at  perfectly  good  schools  around  the  coun 
try.  If  the  upper-tier  universities  were  really  committed  to  educa 
tion  they  would  direct  our  attention  to  where  it  belongs:  K-12  i 
going  up  in  smoke.  I 


it^ 


Private  jet  travel  makes  a  lot  of  sense. 


Overpaying  for  it  doesn't. 

Fractional  ownership  designed  to  keep  amenities  up,  your  costs  down.  Imagine  riding  in  a  new 
best-selling  Cessna  Citation.  Everything  is  managed  for  you.  Fly  when  you  want,  arrive 
refreshed,  ready  punctual.  An  expensive  luxury?  Not  anymore.  Our  smarter  infrastructure 
affords  you  the  industry's  lowest  upfront  and  ongoing  costs.  Fly  wisely  spend  smartly  See 
specs  and  jets  at  citationshares.com.  For  a  free  cost  comparison,  call  1  800  340-7767,  ext  121. 


www.citationshares.com 
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ARK  YUSKO  GOT  SO  FED  UP 
with  the  "egregious"  fees 
he  was  paying  to  venture 
capital  firms  that  he  flew 
out  to  Silicon  Valley  earlier 
this  year  to  corner  a  bunch  of  them. 
Yusko,  chief  investment  officer  of  the 
University  of  North  Carolina  at  Chapel 
Hill,  had  watched  $130  million  in  venture 
money  sink  to  $85  million  since  March 
2000.  After  he  and  other  investors  com- 
plained, two  firms  trimmed  their  fees. 
Another  four  shrank  the  size  of  their 
funds,  which  reduced  their  fees,  as  well. 
"It  was  a  good  start,"  Yusko  says. 
And  now  it  is  accelerating.  The  ven- 
ture world  is  reeling  from  its  rotten 
investments.  Limited  partners  are  bailing 
out,  demanding  cheaper  fees,  insisting  on 
outright  refunds — and  even  violating 
nondisclosure  agreements  to  go  public 
with  just  how  bad  some  funds  have  per- 
formed. The  atmosphere  has  gotten  so 
poisonous  that  some  VCs  are  buying  lia- 
bility insurance  against  negligence  law- 
suits, says  James  Topinka,  a  San  Francisco 
lawyer  with  Coudert  Brothers.  No  high- 
profile  suits  have  been  filed — ^yet. 

Hordes  of  amateurs  converted  to  ven- 
ture capitalism  in  the  tech  boom,  joining 
hundreds  of  veterans  in  reaping  big  fees 
for  taking  big  risks.  VCs  Une  up  upfront 


commitments  for  a  big  pot  of  money 
from  their  limited  partners,  who  are  then 
obligated  to  dole  out  the  cash  in  stages, 
called  capital  calls,  over  the  life  of  a 
fund — up  to  ten  years.  In  the  meantime 
the  VCs  collect  management  fees  of  1%  to 


J 


Venture  Crunch 


Returns  are  way  down,  but  the  VC  population  hasn't  budged.  That  will  change. 
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Through  September.  Sources:  National  Venture  Capital  Association:  PricewaterhouseCoopers:  Thomson  Venture  Economics. 
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2.5%  of  the  huge  committed  total,  ev( 

though  the  VCs  invest  it  only  gradual))'. 

The  average  fund  has  doubled 

more  than  $130  million  since  1995.  Son 

firms    have    commanded    far    bigg 

increases:  Battery  Ventures  raised  a  $1  b 

lion  fund  early  last  year,  up  from  $i 

million  raised  in  1994.  Yet  VCs  ha 

continued  charging  the  same  fee  rat 

as  before,  reaping  hundreds  of  m 

lions  of  dollars  each  year — ev( 

though,  these  days,  many  VCs  do  litt 

more  than  twiddle  their  thumbs  at( 

a  pile  of  cash. 

Some  $90  billion  of  the  $252  b 
lion  under  management  today  is  si 
on  the  sidelines,  committed 
investors   but   not   yet   placed 


i 

4 

5 


OUTFRONT 


le  venture  firms.  New  investments 

1  startups,  which  peaked  at  $9  billion  in 

arly  2000,  totaled  only  SI. 2  billion 

in  the  second 
Mark  Yusko, 

chief  investment 

officer  at 

UNC-Chapel 

Hill,  wishes  the 

"tourist"  VCs 

would  pack  it  in 

and  let  the  pros 

take  over 


quarter 
2002.  Ir 


of 
the 


same  quarter 
VCs  raised 
SI. 8  billion, 
and  returned 
even  more, 
I  $2.7    billion, 

I  the  first  time  ever  this  has  hap- 
^^m  pened.  Portfolios  are  constantly 
^^M  being  written  down  with  no 
^^M  hope  in  sight  of  getting  their 
^^1  dogs  to  market.  In  1 999  annual 
^^^  returns  to  venture  funds  were 
166%.  This  year? -27%. 

But  precious  few  VCs  are 
packing  it  in.  Some  8,700  exist 
today,  up  ninefold  since  1980. 
"Less  than  a  third  of  them 
deserve  to  exist,"  says  Michael 
Gutnick,  who  manages  the  $1.7 
billion  endowment  for  Memo- 
rial Sloan-Kettering  Cancer 
Center  in  New  York  City,  which 
puts  10%  of  its  money  into 
venture.  He  got  ten  VC  pitches 
a  month  during  the  bubble, 
mostly  from  rookies.  "They 

rknow  they'll  never  get  another 
fund.  What  incentive  do  they 
have  to  return  the  annuity, 
other  than  ethics?"  he  says  sar- 
castically. "They'll  milk  it  till 
.    nd  for  the  fees." 

VC  results  have  long  been  secret,  but 
I  October  Robert  Boldt,  chief  of  the 
University  of  Texas  pension  fund, 
rvealed  returns  for  his  entire  $1.3  bil- 
an  private  equity  portfolio,  including 
243  million  in  VC  investments.  A  local 
ewspaper  demanded  the  data  under 
le  Freedom  of  Information  Act,  and 
le  pension  fund — who  had  fought 
ich  requests  before — finally  relented. 
oldt  even  posted  the  shameful  num- 
ers  on  the  pension  fund's  Web  site. 

A  sampling:  Austin  Ventures  VII 
26%;  Crescendo  Ventures  IV,  -46%. 
Cs  argue  the  figures  are  meaningless; 
inds  always  start  off  low  and  spike  up 
ter  when  companies  go  public  or  get 


acquired.  Boldt's  VCs  threw  a  fit;  a 
handful  of  them  blackballed  him, 
telling  him  his  money  wouldn't  be 
welcome  in  their  future  funds.  But  he 
makes  no  apologies:  "Venture  has 
always  been  a  very  clubby  industry.  We 
thought  we  should  reconsider  what  we 
disclose  to  the  public."  Charles  River 
Ventures  is  fighting  to  avoid  the  same 
kind  of  leak  by  the  Massachusetts  state 
pension  fund. 

Robert  Pavey,  a  33-year  veteran 
with  Morgenthaler  Ventures,  one  of 
the  funds  blasted  on  the  pension 
fund's  site,  says  such  stunts  are  to  be 
expected.  "If  younger  VCs  are  going  to 
brag  about  returns  when  they're  good, 
they  have  to  expect  people  to  throw 
them  in  their  faces  when  they  aren't." 

In  addition  to  pushing  for  fee 
reductions,  investors  also  are  trying  to 
recoup  the  far  bigger  "carry"  fees.  The 
biggest  payoff  for  venture  firms  comes 
when  the  upstarts  they  back  get  sold  or 
go  public;  the  VCs  pocket  20%  to  30% 
of  the  proceeds  and  distribute  the  rest. 

Now  limited  partners  are  invoking 
"clawback"  terms.  A  clawback  forces 
VCs  to  return  any  carry  fees  collected 
on  individual  home  runs  if  the  fund, 
overall,  ends  up  in  a  loss.  For  funds 
started  in  the  boom,  the  big  payouts 
came  early.  If  the  slump  continues, 
hotshot  VCs  are  looking  at  some  seri- 
ous claw  marts. 

VC  Kevin  Landry,  chief  of  Boston- 
based  TA  Associates,  already  is  digging 
into  his  pocket.  In  August  he  returned 
$38  million  to  limited  partners.  "We 
didn't  want  to  end  up  with  a  huge  pay- 
back if  the  world  should  end  in  ten 
years,"  he  says. 

Charles  River  Ventures  cut  its  fund 
size  from  $1.2  billion  to  $450  million 
in  May,  and  retroactively  adjusted  its 
2.25%  fee  to  apply  to  the  smaller 
amount.  Over  the  fund's  ten-year  life, 
the  firm  will  forgo  $170  million.  OVP,  a 
fund  in  Kirkland,  Wash.,  is  halting  all 
fees  for  its  current  Fund  V  until 
returns  are  positive  again.  Says  OVP 
investor  Joseph  Nelson,  who  manages 
the  $130  million  endowment  at 
Kenyon  College:  "This  was  the  right 
thing  to  do."  F 


Don't  Tn 
This  at 


The  surprise  box  office 

hit  of  the  fall  is  Jackass: 

The  Movie,  a  puerile        lO/^l/'CIC 

(and  profitable)  docu-        I      lh|5|^* 

mentary  of  senseless    I 11 

pranks  involving  alligators,  bottle  rockets  and 
other  items.  But  young  men  with  video  cam- 
eras are  not  the  only  ones  who  can  pull  off 
reckless  stunts.  You  may  soon  witness  these. 

AIRLINE  EXECUTIVES 

They  landed  a  $15  billion  federal  bailout  a  year 
ago.  Now  have  to  wring  another  $4  billion  from 
Congress— while  maintaining  it's  not  a  bailout. 
Degree  of  difficulty:  ^f^  ^(^ 

CHARLES  ERGEN 

He  failed  to  convince  federal  regulators  that 
combining  his  EchoStar  and  GM's  DirecTV 
wouldn't  create  a  monopoly.  Now  has  to  figure 
out  how  to  avoid  paying  a  $600  million 
breakup  fee  for  the  botched  deal. 
Degree  of  difficulty:  ^f^  ^^ 

STEPHEN  CASE 

After  ruining  Time  Warner  shareholders  by 
persuading  them  to  hook  up  with  his  not-so- 
profitable  AOL,  he  has  to ...  keep  his  job. 
Degree  of  difficulty:  ^f^  ^^  ^^ 

WORLDCOM  EXECUTIVES 

They  have  overseen  the  largest  bankruptcy  in 
history  Now  they've  got  to  distribute  $25  mil- 
lion in  bonuses— while  keeping  a  straight  face. 
Degree  of  difficulty:  ^(^ 

HARVEY  PITT 

Must  survive  an  SEC  investigation  of  charges 
that  his  choice  of  William  Webster  to  oversee 
accountants  was  completely  inept.  If  he  is 
cleared,  he  should  get  that  raise  he  wanted. 
Degree  of  difficulty:  ^)f^^i^^ 

—Peter  Kafka  and  Doug  Donovan 
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Spell 

Relief 


should  walk 
away  from 
his  failing  bet 
on  Chicago's 
Sears  Towei:. 


How  much  crow  can  one  man 
digest?  Over  the  last  two  years  ^ 
Peter  Munk  has  apologized  to  in-  ^ 
vestors  in  his  real  estate  invest-  J 
ment  trust,  Trizec  Properties,  for  a   ^ 
,   disastrous  $540  million  investment   J 
in  a  Hollywood  entertainment  com-   \ 
I   plex.  And  he's  admitted  to  $28  mil-   JJ| 
lion  in  mistakes  in  developing  shop-    ii,' 
ping  centers  in  Las  Vegas  and    k 
eastern  Europe.  Trizec's  share  price    ^' 
has  dipped  70%,  to  $10,  cutting  $70    '^ 
million  from  his  own  net  worth.  | 

_  -^  In  what  could  become  his  latest  hu- 

miliation, Munk  is  now  under  pressure   L 
to  let  go  of  Trizec's  flagship  invest-  | 
ment— and  America's  tallest  building- 
Chicago's  Sears  Tower. 

The  problem  is  leverage.  Munk's  1997    » 
investment  in  the  tower  was  made,  in  effect,    | 
on  90%  margin.  Betting  its  value  would  rise  pal. 
billion,  Trizec  paid  $70  million  up  front  for  control^ 
ing,  planning  to  become  its  owner  on  Jan.  1, 2003  by  assuming  ; 
an  $800  million  mortgage  owed  to  Metropolitan  Life  Insurance. 

Uh-oh.  While  most  skyscrapers  have  recovered  their  per-   ' 
ceived  pre-Sept.  II  value,  the  3.5-million-square-foot  Sears  ' 
Tower  is  struggling.  Rents— now  $25  a  square  foot— are  down, 
and  with  them,  the  building's  value.  James  Sullivan  at  Green 
Street  Advisors  in  Newport  Beach,  Calif,  figures  the  building  might 
be  worth  less  than  the  principal  Trizec  will  soon  owe.  ili 

A  modest  proposal:  Walk  away.  Or  threaten  to-maybe  that  will 
put  MetLife  in  the  mood  to  renegotiate.  The  9.2%  interest  rate  the 
insurer  is  charging  on  its  mortgage  is  usurious;  sub-7%  mortgages 
are  common  now.  If  MetLife  balks,  Munk  can  simply  hand  over  the 
keys  with  no  further  punishment.  By  ditching  the  28-year-old  build- 
ing, Trizec,  with  high  leverage  of  68%,  cuts  its  liabilities  to  63%,  edg- 
ing closer  to  the  industry  average  of  51%. 

Says  Trizec's  spokesman:  "It's  a  terrific  building,  but  we  expect  to 
look  at  oW  options. "  Right.  Take  the  hit-and  hold  that  order  of  crow. 

—Stephane  Fitch  with  Penelope  Patsuris 


Do  You  TiVo? 


TiVo  singlehandedly  created  the  market  for 
digital  television  recorders.  Profits  don't  go  witl^ 
that  accomplishment  i  by  dorothy  pomerantz 


t; 


Boxed  in:  TIVo's  founder, 
Michael  Ramsay. 


I  HANK  GOODNESS  FOR  Pio- 
neers. Someone  had  to  open 
the  West,  invent  FM  radio  and 
develop  the  digital  TV  recorder  mar- 
ket. But  the  hardy  souls  who  break 
new  ground  don't  always  fare  well. 
Read  the  despairing  disclosure 
statement  for  an  October  financing 
for  TiVo  Inc.,  the  Alviso,  Calif  pio- 
neer in  TV  recording.  The  11,200- 
word  confession  explains  that  the 
company  will  probably  continue  to 
lose  money  "for  the  foreseeable  fu- 
ture." The  stock,  once  at  $79,  is 
down  to  $4  and  change. 

TiVo's  gadget  allows  a  TV 
addict  to  digitaUy  capture  a  show 
for  later  playback.  The  system 
beats  the  old-fashioned  VCR 
because  (a)  it's  easy  to  program — 
it  knows  when  your  favorite  show 
is  on — and  (b)  it  lets  you  fast-for- 
ward through  annoying  ads.  Great 

idea,  but  TiVo  has  nearly  Idlled  itself  persuading  consumers  ji 
how  great.  So  far  the  company  has  racked  up  half  a  billion  doll< 
in  losses  while  winning  a  mere  464,000  subscribers.  It  takes  sor 
heavy  salesmanship  to  get  people  to  pay  $300  for  the  recordi: 
device  plus  $13  a  month  for  the  digital  signals  that  provide  pr 
gram  times  and  thus  tell  the  box  when  to  start  recording. 

"TiVo  did  the  heavy  lifting.  Now  I  think  they're  going ; 

flame  out,"  says  Manu  Mehta,  the  founder  of  Metabyte  N( 

works,  a  small  (less  than  $1  million  sales)  Silicon  Valley  out 

that  has  big  plans  to  knock  TiVo  off  its  perch.  Metabyte,  fund 

in  part  by  Scientific-Atlanta,  sells  software  that  helps  TV  view< 

digitally  record  from  an  on-screen  menu,  much  like  Ti\ 

Metabyte  has  a  deal  with  Scientific- Atlanta  to  put  his  software 

new  boxes  that  AOL  Time  Warner's  cable  unit  is  alrea 

installing  in  Rochester,  N.Y.,  Green  Bay,  Wis.  and  Austin,  Tex. 

The  greater  problem  confronting  TiVo,  like  other  consuir 

electronics  pioneers  before  it,  is  that  by  working  so  hard  to  pi 

mote  its  brand  while  also  educating  consumers  about  whal 

does,  it  sowed  the  seeds  of  its  own  destruction.  Upstart  coi 

petitors,  including  Sonicblue's  ReplayTV,  Paul  Allen's  Dig 

and  a  digital  recorder  offered  by  the  EchoStar  satellite  servi 

have  been  able  to  throw  their  knockoffs  into  the  market  tl 

TiVo  spent  so  dearly  to  create. 

Since  its  inception  in  1997,  TiVo  has  spent  $178  million 
sales  and  marketing,  more  than  twice  the  $79  million  it  spent 


( 
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MONEY  MANAGEMENT   IS  WHAT  WE   DO 


Although  some  would  tell  you  we  also  specialize  in  futures. 

ike  investment  banks,  Neuberger  Berman  wasn't  created  to  underwrite  stocks.  For  over  60  years, 
ve  specialized  in  one  thing:  managing  money.  Why  is  that  important?  It  means  there  are  no  hidden 
indas  when  we  buy  or  sell  stocks  for  you.  It  means  there  are  no  distractions,  either:  we  spend  all  our 
e  sweating  every  detail  of  your  portfolio,  whether  it's  $500,000  or  $50  million.  And,  mostly,  it  means 
can  help  you  realize  your  dreams.  Not  to  mention  your  children's  dreams.  If  you  have  a  minimum  of 
0,000  to  invest  in  a  customized  portfolio,  and  would  like  a  free  brochure  on  money  management,  call 
.232.4859.  Or,  for  more  information  and  a  list  of  our  offices  across  the  country,  visit  us  at  nb.com. 
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NOW  AVAILABLE 


NEUBERGER    BERMAN 


Private  Asset  Management 


Wealthy  &  Wise.  Secrets  about  money  from  the  money  experts.  Buy  it  at  any  bookstore  or  go  to  nb.com. 

"Money  management  is  what  we  do"  is  a  service  marl<  of  Neuberger  Berman,  LLC.  ©2002.  Ail  rights  reserved.  Member  NYSE/NASD/SIPC.  11/02. 
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R&D  during  the  same  period.  The  money  went  into  such  things 
as  the  "TiVo,  TV  Your  Way"  2000  national  advertising  bhtz. 

The  good  news  is  that  direct  marketing  outlays — meaning 
rebates  and  some  television  advertising — have  dropped,  from  a 
peak  of  $102  million  in  2000  to  $29  million  last  year.  The  bad 
news  is  that  something  else  called  "sales  and  marketing — related 
parties,"  jumped  41%,  to  $76  million  last  year.  Add  it  up,  and 
TiVo  has  spent  $767  to  win  each  of  its  464,000  subscribers. 

The  related  parties  are  the  myriad  partners  TiVo  has  aligned 
itself  with  to  help  promote  its  brand:  AOL  Time  Warner, 
DirecTV,  Philips,  Sony,  Creative  Artists  Agency  and  so  on.  But 
these  folks  don't  do  anything  for  free.  In  the  past  TiVo  has  had  to 
expense  the  cost  of  the  cobranding,  either  in  the  form  of  direct 
subsidies,  or  as  a  noncash  charge  to  amortize  stock  and  warrants 
issued  in  return  for  services. 

As  a  model  for  fiature  deals,  TiVo  has  agreed  to  give  up  a  sub- 
stantial chunk  of  its  subscription  fees  to  its  largest  partner, 
DirecTV,  in  exchange  for  hyping  the  service.  These  fees  are  the 
company's  largest  source  of  revenue  and  second-most-profitable 


business,  behind  technology  licensing,  and  are  expected  t 
account  for  62%  of  $61  million  in  sales  for  the  fiscal  year  endin 
next  Jan.  3 1 ,  according  to  Matthew  McCormack,  an  analyst  wit 
Friedman,  Billings,  Ramsey  &  Co. 

But  these  revenues  are  especially  shaky  if  TiVo  finds  itself  i 
a  price  war  with,  the  upstarts.  The  company  has  to  share  th 
same  percentage  of  subscription  revenues  with  its  partners,  irrt 
spective  of  whether  it's  practically  giving  the  service  away. 

For  now  at  least,  TiVo's  52-year-old  Scottish  chief  executiw 
Michael  Ramsay,  is  nonchalant  about  the  competitive  threat  an: 
the  price  he  has  paid  for  creating  a  new  service. 

"It's  nonsense  that  the  pioneers  are  the  ones  who  get  th 
arrows  in  their  backs,"  says  Ramsay.  "Like  many  small  compe 
nies,  we've  had  our  challenges  with  growth  and  all  the  thinj 
that  have  impacted  companies  because  they  can't  raij 
capital.  But  we've  weathered  the  storm  and  become 
higher-profile  company  than  when  we  came  in."  Investor 
though,  don't  want  profiles.  They  want 
profits.  F 
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Good  Walk 
Spoiled 

Insurance  giant  Nationwide 
must  wish  it  never  heard  of 
Jack  Dean  Franks  and  his  golf 
course  I  by  rishawn  biddle 


WHEN  HE  WAS 
arrested  in  October 
by  agents  from  the 
Federal  Deposit  Insurance 
Corp.  and  the  FBI  for  his 
role  in  the  collapse  of  a  $100 
million,  1,000-acre  golf 
course  development  in  ritzy 
La  Quinta,  Calif.,  Jack  Dean 
Franks  had  already  loaded 
his  white  SUV  with  suitcases 
and  his  wallet  with  pesos,  the  better  to 
make  a  quick  run  across  the  border  to  his 
Mexican  hacienda.  Instead  of  entertain- 
ing guests  in  his  32-seat  dining  room,  he 
now  awaits  trial  in  a  Santa  Ana  jaU. 

Franks'  arrest  brings  an  end  to  his  lat- 
est attempt  to  shake  his  past  as  a  twice-con- 
victed white-collar  felon  (FORBES,  Oct.  29, 
2001).  But  it  couldn't  have  happened  soon 
enough  for  Nationwide  Corp.,  the  mutually 
owned  insurance  giant  whose  publicly 
traded  affiliate.  Nationwide  Financial  Ser- 
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Sand  trap:  Franks  in  happier 
times  before  liis  desert  golf 
course  project  collapsed. 


vices,  sank  $29  million  into 
Franks'  development. 

Now  Nationwide  Corp., 
which  has  taken  over  most  of  its  affiliate's 
interest  in  the  project,  is  putting  another 
$27  million  into  reviving  the  deal.  But 
even  as  it  tries  to  salvage  its  investment, 
Franks  casts  a  long  shadow.  Besides  the 
embarrassing  admission  that  it  failed  to 
turn  up  Franks'  past  misdeeds.  Nation- 
wide is  trading  accusations  with  the  home 
builder  who  hooked  it  up  with  Franks. 

Nationwide  accuses  Grant  Hornbeak, 
whose  daughter  is  married  to  the  son  of 
a  Nationwide  executive,  of  conspiring 


with  Franks  to  siphon  off  $6  million  : 
investor  funds  for  his  own  improper  us 
Nationwide's  fraud  charges  are  echoe 
in  part  in  a  separate  lawsuit  filed  again 
the  pair  by  68  limited  partners.  Amoi 
other  allegations,  the  lawsuits  claim  th 
Hornbeak  overspent  his  golf  course  bui 
get  on  an  additional  hole  so  as  to  boo 
the  value  of  some  of  the  120  adjacei 
home  lots  he  controls. 

Turning  the  tables  on  Nationwid 
Hornbeak  filed  a  countercomplaint  th 
accuses  the  insurer  of  "deceit"  and  "m< 
ice."  He  claims  Nationwide  agreed 
indemnify  him  against  any  liabili 
related  to  $69  million  in  loans  and  sure 
bonds  he  personally  guaranteed,  th( 
reneged  in  "a  fit  of  chutzpah." 

Retorts  Nationwide's  attorney,  A 
thony  Ciasulli:  "This  is  such  b.s." 
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Tod^y  we're  fl^SS5fgr5ffHlflf  eMr^es.  In 
the  U.S.,  we're  one  of  the  largest  producers  of 
solar  panels  and  the  largest  producer  of  natural 
gas,  the  cleanest  burning  fossil  fuel.  And  we're 
investing  in  the  new  energy  sources  of  the 
future— hydrogen  and  wind. 

It's  a  start. 


beyond  petroleum" 


bp.com 


Family  Affair  ^ 


David  Dunn's  technology  bets 
have  made  a  small  fortune 
for  himself  and  the  Bass 
brothers.  Now  he  may  get  a 
little  richer— from  a  side  bet 
on  his  son   by  seth  lubove 


A 


17,000-SQUARE-FOOT  MANSION 
perched  on  six  acres  of  cliffside 
I  property  in  La  Jolla,  Calif.  Sweep- 
ing views  of  the  Pacific  Ocean.  A  collec- 
tion of  Rodin  bronzes.  Three  wives,  all 
named  Marilyn.  Such  are  the  rewards  of 
venture  capital  success  for  David  Dunn, 
72.  Beginning  with  just  $8  million  in 
1971  from  the  Bass  brothers — still  his 
only  outside  investors — Dunn's  Idanta 
Partners  has  returned  over  $600  million 
to  the  Basses  and  his  firm,  while  retaining  another  $200  million  in 
capital.  His  big  hits  include  Storage  Technology,  Prime  Computers 
and  Iomega,  where  he's  still  chairman. 

His  golden  touch  extends  even  to  his  La  lolla  mansion.  Dunn  is 
asking  $41  million  foi'  the  property,  ten  times  the  amount  he  paid 
for  it  in  1989  when  the  land  and  a  since-demolished  house  were  un- 
loaded by  the  federal  government  as  part  of  the  savings  and  loan  fi- 
asco. If  the  home  sells  at  the  asking  price,  it  would  be  tlie  most  ever 
paid  for  a  residential  property  in  San  Diego  County. 


Dunns,  with  customer; 
early  baby  soda  bottles, 
new  teether  ball. 


Now,  public  markets  witling,  he  stands  to  score  again  oi 
one  of  the  more  unusual  investments  he's  ever  made:  h 
his  son  Steven,  45.  Investing  $500,000  of  his  own  money  b 
1991  for  what  is  now  a  20%  stake,  Dunn  took  a  flier  on  hi 
son's  ambitions  to  start  a  baby  products  company.  TaL 
about  high  risk.  With  a  flat  birth  rate  and  fierce  competitioi 
from  Gerber,  Playtex  and  the  handful  of  big  companie 
that  make  bottles,  sippy  cups  and  assorted  infant  sundrieii 
upstarts  have  their  work  cut  out  for  them. 

But  despite  Steve  Dunn's  lack  of  experience  in  manui 
facturing,  much  less  baby  products,  the  Dunns'  Munchkiji 
Inc.  has  become  a  rare  success  in  a  tough  business.  With  inl 
vestment  bankers  knocking  on  their  door  and  outside  ven 
ture  capitalists  angling  to  provide  more  financing  (includ 
ing  the  VC  firm  founded  by  Starbucks'  Howard  Schultz),  th 
Dunns  are  talking  about  cashing  out  and  taking  the  firn 
public.  Although  the  markets  haven't  exactly  been  kind  t 
new  issues,  Munchkin  would  be  a  strong  contender. 

Following  the  acquisition  in  April  of  lohnson  &  John 

son's  Healthflow  brand  for  an  undisclosed  amount,  Stev 

Dunn  expects  the  company  to  earn  $5.5  million  in  preta: 

income  this  year  on  sales  of  $36  million,  a  34%  increas 

I    from  last  year.  He's  now  expanding  into  pet  supplies. 

"The  only  thing  that  drives  sales  is  innovation,  and  that's  whf 

they  do  best,"  says  Christine  Link,  a  former  buyer  for  Wal-Mar 

the  Dunns'  largest  account,  followed  by  Target  and  Kmart. 

The  younger  Dunn,  a  tennis  nut  and  eclectic  art  collector  wit 
an  M.B.A.  fi^om  Harvard,  had  an  inauspicious  start  as  a  fixture  sipp) 
cup  mogul.  After  his  infant  daughter  kept  trying  to  grab  his  ubic 
uitous  Diet  Coke  bottles,  Dunn  had  the  inspiration  to  attach  a  nif 
pie  onto  an  empty  bottle.  That  led  to  licensing  deals  with  Peps 
Seven-Up  and  Dr  Pepper  to  slap  their  logos  on  plastic  baby  bottle 
Self-appointed  nutritional  watchdogs  complained  that  the  faux  po 
bottles  would  inspire  dim-wdtted  parents  to  feed  soda  to  their  k 
bies,  but  Dunn  took  the  criticism  in  stride  and  expanded  into  otht 
baby  knickknacks. 

Now  Dunn  offers  80  items  ranging  fi"om  inflatable  bathtubs  t 
toothbrushes,  six  of  which  lead  their  categories  against  Playtex,  Gei 
ber  and  other  entrenched  competitors.  He's  the  top  seller  of  bab 
utensils  at  Wal-Mart,  thanks  mostly  to  his  use  of  a  thermochromi 
chemical  that  changes  tlie  color  of  baby  spoons  to  white  if  the  terr 
perature  of  the  food  reaches  103  degrees,  a  welcome  feature  for  ar  I 
parent  who  has  accidentally  scalded  a  kid. 

Dunn,  who  dabbled  in  real  estate  development  and  investmei  j 
banking  before  founding  Munchkin,  has  become  a  tireless  inventc 
and  now  boasts  of  3 1  patents  on  such  items  as  bottle  brushes  an 
teething  blankets.  On  one  recent  day  at  the  company's  Van  Nuy 
Calif  headquarters  he  shows  off  his  newest  creation:  corncob  hole 
ers  that  slide  into  each  other  when  not  in  use. 

The  elder  Dunn  is  not  slacking  off  either.  After  helping  to  stei 
a  streak  of  red  ink  and  falling  sales  at  Iomega,  Dunn  continues  t 
oversee  a  portfolio  of  investments  in  seven  companies  while  lool 
ing  for  new  opportunities.  But  he's  mostiy  bearish  tor  now. 

"Frankly,  I  don't  see  a  lot,"  he  says,  soaking  up  the  La  Jolla  siu 
shine.  "I'm  negative  on  the  market.  It's  still  overpriced." 
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If  You  Can' 
'Em ...  Indemnify 

r.  Joel  Hochman  says  he's  fed  up 
with  what  he  calls  "pharmacologi- 
'  cal  McCarthyism."  He  complains 
that  law  enforcement  authorities  are  over- 
zealously  cracking  down  on  pain  medicine 
specialists  because  of  the  illegal  use  of 
controlled  substances  like  OxyContin. 

So  Hochman,  a  Houston  psychiatrist, 
is  fighting  back— by  getting  into  the  in- 
surance game.  He  wants  to  peddle  legal 
cost  insurance  for  pain  practitioners.  The 
insurance,  apparently  the  first  of  its  kind, 
would  cover  up  to  $250,000  for  criminal 
defense  or  defense  against  losing  a  med- 
ical license.  Annual  premium:  $1,500. 
Hochman  says  a  London-based  company 
he  won't  name  has  agreed  to  underwrite 
the  insurance.  He  still  needs  regulatory 
approval  before  offering  it. 

Hochman  has  more  than  a  passing  in- 
terest in  all  this,  in  1997  he  surrendered 
his  medical  license  and  Drug  Enforcement 
Administration  registration  in  New  Mex- 
ico, amid  allegations  by  the  state  he  over- 
prescribed  oxycodone  (a  narcotic)  and 
anxiety  reliever  diazepam  (a.k.a.  Valium). 
He  then  moved  to  Texas,  where  he  is  a 
pain-management  specialist. 

Hochman  says  he  did  nothing  wrong. 
"What  we're  trying  to  do  is  make  med- 
ical expertise  meaningful  again,  A 
instead  of  abandoning  it  to 
criminal  prosecu-  **■ 
tions,"  he  says. 

—Aliya  Sternstein 


The  Man  With  Nine  Lives 

Under  fire  from  accounting  scandals  and  charges  of  self-dealing, 
Barry  Melancon  is  hanging  on  as  head  of  the  American  Institute 
of  Certified  Public  Accountants  by  Elizabeth  macdonald 


i  OR  BARRY  MELANCON,  THE  44-YEAR- 
^^  old  chief  executive  of  the  accounting 
2  industry's  self-regulatory  body,  it's 
been  a  terrible  year.  A  wave  of  accounting 
scandals  has  damaged  the  AICPA's  image. 
On  his  watch,  the  AICPA  has  been  accused 
of  giving  short  shrift  to  the  auditing  rules 
it  sets,  which  are  supposed  to  protect  in- 
vestors. And  under  Melancon,  the  AICPA 
has  set  up  a  Web  site  that  ignited  a  barrage 
of  conflicts-of- interest  charges  against  him. 
Some  160  member  accountants  have 
signed  a  petition  asking  him  to  resign. 
BDO  Seidman,  the  fifth-largest  accounting 
firm,  has  sued  the  AICPA  over  the  site,  al- 
leging Melancon  is  trying  to  enrich  him- 


CPAs  boring? 
Not  Melancon, 
chief  of  the  top 
accountants  group 
He's  got  folks 
all  riled  up. 
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self  and  that  the  AICPA  is  wrongfully  com 
peting  with  accounting  firms.  An  AlCP 
member  has  filed  an  ethics  violation  ac 
cusing  him  of  self- dealing.  (None  of  th 
AICPA's  chiefs,  including  Melancon,  hs 
ever  had  a  finding  against  them.)  Nov 
Congress  has  yanked  the  AICPA's  auditin 
oversight  duties  away  from  it  and  give 
them  to  a  new  federal  board.  Some  wor; 
der  how  Melancon  can  hold  on  to  his  joli 
"I  think  the  AICPA  under  Melanconi 
leadership  has  been  the  least  effectivd 
most  backward,  most  obstructionir 
group  that  I  encountered  in  my  eigh 
years  running  the  SEC,"  says  Arthil 
Levitt,  former  Securities  &  Exchang 
Commission  chairman.  Lynn  Turner,  fol 
mer  SEC  chief  accountant,  agrees. 
Melancon  were  a  CEO  of  a  company,  he'i 
be  fired  by  now,"  says  Turner,  wh 
recently  received  a  big  round  of  applauj 
in  a  speech  before  700  accountants  whe: 
he  called  for  Melancon  to  step  down. 

Part  of  Melancon's  problem  is  th; 

he's  a  Ughtnrng  rod  at  the  worst  time  ft 

accountants.  "Unfortunately,  tf 

actions  of  a  few  bad  ones  n 

*-   fleet  negatively  on  all  of  us 

he  says.  But  during  h 

term,  the  things  the  AlCf 

let  slide  when  tl" 

markets    were    ; 

giddy  heights  are  bi 

lieved  to  have  hurt  ii 

vestors.  For  instanc 

Melancon  fought  tl 

SEC  over    auditc, 

independenc 

rules  that  Levi 

and    Turner    s; 

would  have  stopp< 

conflicts  involving  audito 

selling  consulting  services 

their   audit   clients.  Tl 

AICPA  also  didn't  tight< 

rules  for  simple  things,  lil 

forcing  auditors  to  pn 
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tion  for  an  audit  or  to  query  lower-level 
management  for  problems  or  even  to  look 
at  journal  entries,  says  Douglas 
Carmichael,  director  of  the  Center  for  Fi- 
nancial Integrity  at  Baruch  College  in  New 
York.  Instead  the  rules  get  lazy  auditors  off 
the  hook  by  simply  letting  them  obtain  a 
letter  from  a  company  that  says  it  isn't  fak- 
ing its  numbers,  says  Carmichael,  who 
notes  auditors  like  weak  rules,  since  they 
can  use  them  as  a  defense  when  sued. 

So  why  doesn't  the  AICPA  boot  Melan- 
con?  Because  he's  a  business  builder  intent 
on  making  a  buck — and  that's  what  its 
board  wants  him  to  do.  "Barry  brought  to 
the  AICPA  what  the  profession  wanted:  a 
business  approach,"  says  board  member 
Michael  Mountjoy.  Melancon  adds  the 
AICPA  has  "not  reduced  one  iota  the 
resources"  that  it  puts  into  standards. 

To  turn  a  profit,  Melancon  launched 
the  site,  called  CPA2Biz,  in  February  2001. 
As  chairman  of  the  Web  site,  he  got  CPA2Biz 
the  exclusive  rights  to  sell 
the  nonprofit 


AICPA's  products,  such  as  auditing  manuals. 
The  products  brought  in  $64  million  out 
of  the  institute's  $165  million  in  2001  op- 
erating revenue.  The  AICPA  raised  $70  mil- 
lion from  investors  such  as  Microsoft, 
Thomson  and  Aon,  which  bought  half  the 
site;  the  institute  invested  just  $900  for  its 
50%  stake.  While  the  site  has  never  made  a 


nated  it  to  an  accounting  foundation. 

Even  so,  Melancon  has  morphed  th 
once-venerable  AICPA  into  a  pai 
endorser  of  its  financial  backers'  proc 
ucts,  some  of  which  were  denounced  i 
inferior  by  accountants,  like  Microsoft 
small  business  accounting  softwani 
which  was  eventually  killed.  And  thl 


"If  Melancon  were  a  chief  executive  officer 

of  a  company,  he'd  be  fired  by  now," 


profit,  Melancon  says  the  companies  are  at 
risk  for  losses.  "In  other  environments  peo- 
ple would  be  lauded  for  that,"  he  says. 

An  initial  public  offering  (at  a  possi- 
ble $10  a  share)  was  planned  for  the  site. 
That  meant  Melancon's  personal  $100,000 
investment  in  the  site  could  have  been 
worth  $12  million.  Though  no  IPO  has  oc- 
curred, accountants  fumed  over  his  stake, 
which  he  says  won  board  approval. 
To  quell  his  critics,  Melancon  an- 
nounced in  March  that  he  do- 


AICPA  gave  a  contract  worth  mOlions  to 
Thomson  unit  for  exclusively  administe^ 
ing  an  electronic  version  of  the  CPA  exan 
Though  that  raised  the  ire  of  the  Texa 
State  Board  of  Public  Accountancy,  it  no" 
says  Melancon  has  since  convinced  it  th; 
the  unit  was  the  best  outfit  for  the  job. 
While  the  board  says  it  is  behind  i 
man,  Melancon  hedges  whether  he  wi 
renew  his  five-year  contract  when  his  set 
ond  term  expires  in  2005.  "We  wei 
through  a  hard  year,"  he  says.  ' 


Open  Season  on  401  (k)s 

Lawyers  are  lining  up  to  sue  employers  with  thrift  plans 
You  can  thank  Enron— and  the  Department  of  Labor. 

BY  BRETT  NELSON 
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EVER  SINCE  ENRON'S  RANK  AND  FILE  WATCHED  $  1 .4  BILLION  C 
Enron  stock  held  in  its  401  (k)  plans  go  up  in  smoke,  liabilin 
claims  under  the  Employee  Retirement  Income  Security  A- 
(ERISA)  have  caught  fire.  Lawyers  have  filed  115  suits  against ': 
companies  claiming  employees'  401  (k)  plans  got  shafted. 
Now  it  looks  like  the  corporate  suite  has  even  more  to  won 
about.  At  least  22  new  cases  are  in  the  works  against  big  companies- 
including  AOL  Time  Warner,  Qwest  and  Procter  &  Gamble — buoyt 


by  a  61 -page  legal  brief  filed  by  the  Labor  Department  in  support  of  { 
class  action  by  Enron  employees.  A  critical  issue  is  whether  defer 
dants,  including  former  chairman  Kenneth  Lay,  had  an  obligation  1 
warn  the  savings  plan  members  of  Enron's  troubles.  The  DOL  did  n( 
mince  words,  stating  that  fiduciaries — compensation-committt 
members  and  the  officers  who  appoint  them — are  indeed  responsib 
for  failing  to  adequately  monitor  their  plans. 

The  brief,  which  clarifies  existing  law,  is  red  meat  to  plainti 
lawyers.  Most  vulnerable  are  companies  that  offer  their  own  stock' 
employees  in  a  401  (k)  plan.  At  the  end  of  2000,  19%  of  all  401(1 
assets  were  in  company  stock,  according  to  the  Employee  Benel 
Research  Institute.  Corporate  lawyers  worry  that  executives  will  g 
sued  merely  because  their  stock  falls  hard  after  a  weak  quarter.  Con 


,0    R    B    E   S   •   November  25, 2002 


I  moved  my  money  to  Charles  Schwab  because: 

THEY  DON'T  PRESSURE  ME. 
THEY  ADVISE  ME. 

I  like  the  fact  that  my  Schwab  consultant  isn't  paid  on  commission. 

I  like  not  feeling  like  I'm  being  hustled  on  a  regular  basis.  I  used  to  get 

phone  calls,  and  it  was  my     >^^^^^^k^^      stockbrok( 

"Oh,  what's  he  going  to 

Debbie  is  helping  me  map  ^^^M^F"\  II     out  a  stratei 

that  fits  my  changing  needs. 


was 


Sarah 

moved  her  money 
to  Charles  Schwab 
in  July  2002. 


s  year,  individual  iitvyi;iur!>  IliJV^  IIIUVUU  lllore  than  $30  billion  in  assets  to  us. 

Come  see  why  there's  never  been  a  better  time  for  Charles  Schwab? 


char/es  SCHWAB 


Call 

1-800-335-2264 

Click 

schwab.com 

Visit 

370  locations  nationwide 

js  Schwab  &  Co..  Inc.  is  proud  to  feature  its  brokerage  clients  in  advertising,  and  their  testimonials  reflect  their  actual  experiences  with 
lb.  Clients  gave  their  testimonials  before  being  compensated.  Their  comments  are  their  own  and  may  not  be  representative  of  other 
.  Sarah  is  a  client  of  Schwab  Private  Client,  which  is  a  fee-based,  nondiscretibnary  Schwab  service  available  to  clients  who  meet  certain 
rt  minimums.  and  advice  about  securities  in  her  securities  portfolio  is  part  of  Schwab's  brokerage  services.  Net  new  assets  as  of  the  end 
ttember  2002  consist  of  Schwab's  Retail  individual  investor  assets  and  individual  investor  assets  custodied  at  Schwab  and  managed  by 
fendent  Investment  Advisors.  ©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1002-10584).  ADS24559B. 
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panics  that  don't  offer  stock  are  exposed,  too.  One  scenario 
offered  by  Mark  Ugoretz,  president  of  the  ERISA  Industry 
Committee,  a  lobbying  group  for  120  publicly  owned  firms:  A 
company  offers  a  mutual  fund  in  its  40l(k)  that  performs 
badly;  employees  sue  the  employer  for  failing  to  monitor.  Or, 
how  about  a  case  in  which  two  companies  merge  and  drop  the 
less  generous  of  the  401  (k)  plans?  "You've  got  a  recipe  for 
more  litigation,"  says  Washington  lawyer  Stephen  Saxon. 
An  idle  scare?  Maybe  not  Lynn  Sarko,  lead  counsel  for  the  Enron 


suit,  points  out  that  a  plaintiffs  burden  of  proof  is  much  lower  unde 
ERISA  than  under  securities  law:  "You  don't  have  to  prove  [fiduda 
ries']  evil  intent;  you  just  have  to  prove  they  didn't  do  their  job."  , 
Yet  more  reason  for  fiduciaries  to  sweat:  A  new  bill  in  the  Sen 
ate  could  put  them  on  the  hook  for  covering  additional  damageaJ 
say,  the  pain  and  cost  of  going  back  to  work.  Insurance  companie 
see  what's  happening,  says  broker  Willis  Group.  The  annual  pre 
mium  for  fiduciary  liability  insurance  for  a  company  with  $1  hi] 
lion  of  its  stock  in  its  plan  is  $750,000 — up  200%  in  one  year.    I 


What  the  Royals 
Are  Reading 

Hint:  It  costs  $2,900  and  a  seabird  is  the 
main  character  by  susan  adams 

What  book  do  Prince 
Charles,  the  Grand 
Duke  of  Luxembourg, 
Princess  Patricia  von 
Hohenberg  of  Austria, 
Her  Majesty  Queen  Noor 
of  Jordan  and  Prince 
Bernhard  of  the  Nether- 
lands all  have  in  their 
libraries?  No,  it's  not 
Who  Moved  My  Cheese?  It's  Antarctica,  an  oversize,  limited-edi- 
tion (950  copies)  volume  with  330  vivid  photos,  like  a  shot  of  Arc- 
tic seabirds  soaring  over  angular  ice  floes  that  looks  like  an  ab- 
stract etching. 

You  needn't  be  a  royal  to  buy  the  book,  though  some  discre- 
tionary income  would  help:  It  costs  $2,900.  But  this  is  really  a 
charity  play.  All  profits  go  to  BirdLife  International's  Save  the  Alba- 
tross campaign.  Which  is  how  the  royals  got  involved.  It  seems  a 
flock  of  them  are  in  the  Rare  Bird  Club,  an  offshoot  of  Cambridge, 
England- based  BirdLife,  whose  members  each  adopt  an  endan- 
gered bird  species. 

Authors  Pat  and  Rosemarie  Keough  are  veterans  of  coffee-table 
book  publishing  in  Canada,  having  put  together  six  previous  brisk- 
selling  volumes  (like  The  Ottawa  Valley  Portfolio) .  According  to  Rose- 
marie, production  costs  are  about  $1,800  per  book.  That  pays  for  the 
high-tech  printing,  hand-binding  and  a  goatskin-and-linen-covered 
presentation  box.  After  paying  a  commission  to  sellers,  the  charity 
gets  an  average  $450  for  each, sale.  The 
Keoughs  get  nothing.  ,,.s  okay  to  buy  it  for 

Before  sending  in  a  buy  order,  rein-  the  pictures:  Emperor 
force  your  coffee  table.  Box  and  book  penguins;  a  glacier 

,.  .  ,  .  ■      , ,  in  Victoria  Land; 

together  weigh  as  much  as  a  pair  of  fur     abandoned  British  base 

seal  pups:  27.6  pounds.  F  on  Deception  Island. 
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I  moved  my  money  to  Charles  Schwab  because: 


BEFORE  I  VERY 

RARELY  HEARD  A  SELL 

RECOMMENDATION. 

I  feel  that  Schwab  has  my  interests  at  heart.  I  was  heavy  into  tech  and 
large-cap  stocks.  They've 

r,        allocation. 


and  improve  my  asset 
feel  good  that  their 
commissions.  Now 
the  right  place. 


advice  isn't  driven  by  their  brokers' 


my  portfolio  is  in 


Joh 


n 


moved  his  money 
to  Charles  Schwab 

in  August  2002. 


year,  individual  investoK*  llUVy  IllUVyu  IIIUIU  llldll  ^30  billion  in  assets  to  us. 
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Bucking  for  a  Solo  Gig? 

David  Pottruck,  the  unabashed  co-chief  executive  of  giant  dis- 
count brokerage  Charles  Schwab  &  Co.,  was  asked  during  a 
recent  presentation  at  the  National  Press  Club  in  Washington 
how  he  would  reform  corporate  boards  to  protect  investors. 
"The  one  thing  I  would  probably  vote  for  is  the  requirement  that 
the  chairman  of  the  board  and  the  CEO  not  be  the  same  per- 
son," said  the  man  who  shares  chief  executive  duties  with  Chair- 
man Charles  Schwab.  Even  Pottruck's  own  company?  "All  cor- 
porations," his  flack  later  confirmed.  — Janet  Novack 

But  It's  Not  Too  Hard  to  Figure  Out  Why 

Research  in  Motion  Ltd.,  the  publicly  traded  firm  in  Waterloo, 
Ont.  that  makes  the  hot  BlackBerry  handheld  e-mail  device,  cites 
on  its  Web  site  a  newspaper  report  that  one  user  is  Microsoft 
Chairman  BUI  Gates.  However,  Toronto's  Financial  Post  recently 
quoted  Gates,  number  one  on  The  Forbes  400  list,  as  saying  he  has 
never  used  the  gizmo.  A  Research  in  Motion  flack  won't  say  why 
that  story  isn't  referenced.  — William  P.  Barrett 


Buy  Big,  Cheap  Art 

"A  new  academic  study  of  art  as  an  investme 
says  that  "contrary  to  the  view  of  the  art  tradi 
high-priced  contemporary  artworks  classified 
masterpieces  underperform  lower-priced  co 
temporary  artworks  by  a  significant  5%  a  ye 
No  such  gap  exists  among  impressionist  paii 
ings.  Orley  Ashenfelter  of  Princeton  Univers 
and  Kathryn  Graddy  of  England's  Oxford  Ui 
versity  also  conclude  that  when  estimating  t 
price  an  artwork  will  bring,  auction  house  e 
perts  consistently  underestimate  the  demand  1 
big  paintings.  The  paper  was  published  by  t 
National  Bureau  of  Economic  Research.  — ■/. 

Your  New  Adviser:  Columbo 

Given  all  the  wrongdoing  being  found  in  c( 
porate  America  these  days,  a  deal  sporting  synergies  like  th( 
was  probably  inevitable:  High-end  detective  agency  KroU  1" 
acquired  Zolfo  Cooper,  the  corporate  restructuring  advi; 
whose  boss,  Stephen  Cooper,  is  running  bankrupt,  scand 
damaged  Enron.  Zolfo  Cooper  is  also  keeping  busy  handli 
turnarounds  at  Laidlaw,  Metromedia  Fiber  Network  a 
Maiden  MUls.  The  transaction,  which  closed  in  September,  v 
valued  at  $  1 53  million.  — Katarzyna  More 

Our  Question:  Why  Isn't  He  in  Jail? 

A  used  car  salesman  set  up  a  nonprofit  ostensibly  to  acc( 
donated  vehicles,  sell  them  and  give  the  proceeds  to  chari 
According  to  a  very  colorful  internal  memo  the  Internal  R< 
enue  Service  just  released  with  names  omitted,  he  (l)  gave  < 
donors  valuations  way  beyond  fair  market  value;  (2)  kept  c 
for  family-member  use;  (3)  took  a  leased  car  from  the  nonpro 
(4)  gave  relatives  jobs  seOing  and  towing  the  cars;  and  (5)  wn 
checks  to  himself  from  the  nonprofit  "when  he  needed  mone 
labeling  them  "loan  payable."  The  memo-writer  recommenc 
substantial  monetary  penalties  for  the  nervy  salesman.     — ■/. 


U[.Ui!l:!4IMmMUi;tllMJ.IL<kU[.M- 


There's  no  shortage  of  dubious  jurisdictions  peddling  governmental  trappings  without  legitimacy.  They  are  generally  no  morel 
a  Web  site  and  maybe  a  bank  account.  Below,  a  sampling  of  "micronations,"  as  they  fancy  themselves. 


NAME 

Great  United  Kistwui  K,,: 
Kingdom  of  EnenKio 
Kingdom  of  Kerguelon 
Kingdom  of  Landrcili 
Dominion  of  Meichizedek 
Princip^iiitv  of  New  Utopia 
Wessex  Principality 


ALLEGED  TERRITORY 

:    Finland  &  Romania 
oft  Marshall  Islands 
>  Mthem  Indian  Ocean 

'.liliU'i' 

— ..  .aioiuiJ 
(  ai  ibhcin 


CREATED    FOUNDER  OR  LEADER 


1992 

1994 

1995 

1950s 

1990 

1^)98 


King  John-Lucas  I 
Robert  Moore 
King  Zachariah 
KingTheron  Paid 
David  Korem 


notewortM 

offers  free  citizeiM 


uiJaiown 


sold  deep-discount  "gold  bond 
sells  citizenships,  bank  chaiters  from  Arizona  ad 
contact  address  is  in  Grand  Rapids,  I 
Korem  served  U.S.  jail  sentences  for  | 
Hon'ard  Turney  U.S.  autliorities  won  antifraud  court  order  against  Tu 
Prince  Brian      tees  for  passports  sent  to  P.O.  box  in  Roseland 


I 

Turn 
.4 
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Paper  Trail 

Two  Iranian  immigrants  assembled  the  nation's  fourth-largest  tissuemaker  i 

by  buying  distressed  mills.  But  when  their  company  collapsed,  creditors 

couldn't  find  most  of  the  assets.  What  kind  of  shell  game  is  this? 


BY  NATHAN  VARDI 


THERE  ARE  PLENTY  OF  REASONS  WHY  MEHDI 
Gabayzadeh  and  Nourollah  Elghanayan,  the  former 
chiefs  of  Hauppauge,  N.Y.-based  American  Tissue, 
made  enemies  from  Main  Street  to  Wall  Street.  Log- 
gers in  northern  New  Hampshire  developed  a  keen 
antipathy  for  Gabayzadeh  after  he  told  them  last  year  that  he 
would  pay  them  whenever  he  wanted  for  their  lumber  because 
they  needed  him  more  than  he  needed  them.  The  residents  of 
tiny  Berlin,  N.H.,  started  plastering  bumper  stickers  on  their  cars 
that  declared  "Mehdi  go  home,"  after  American  Tissue  stopped 
payroll  payments  to  workers  and  idled  the  town's  pulp  mill  in 
September  2001. 

A  millworker,  however,  has  no  wrath  like  a  banker  scorned. 
A  year  ago  lenders  to  American  Tissue  seized  the  now-bankrupt 
company  and  are  currently  funding  a  $100  million  lawsuit  on 
behalf  of  the  paperniaker  against  Gabayzadeh  and  Elghanayan, 
alleging  fraud.  According  to  the  civil  complaint,  the  duo  inflated 
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American  Tissue's  assets  so  they  could  borrow  large  sums 
money  to  finance  other  paper  companies  they  controlled  se]J 
rately,  draining  cash  from  American  Tissue — and  leaving  ere 
tors  with  little  hope  of  collecting  much  of  the  $422  million  oi ' 
they  were  owed. 

The  allegations  have  gotten  the  attention  of  law  enforcem 
officials.  The  Federal  Bureau  of  Investigation  is  investigat 
Gabayzadeh  and  Elghanayan,  and  the  U.S.  Attorney's  Office 
the  Eastern  District  of  New  York  is  presenting  evidence  rela 
to  companies  they  controlled  to  a  grand  jury.  Gabayzadeh  i.' 
helping:  He  pleaded  the  Fifth  540  times  in  American  Tissi 
bankruptcy  proceedings  last  April,  making  it  even  harder 
creditors  to  track  down  their  money.  "We  simply  don't  kn 
where  the  money  went,"  says  Andrew  Rosenberg,  lawyer 
American  Tissue's  bondholders. 

The  creditors  don't  know  much  about  the  life  historic! 
Gabayzadeh,  58,  and  Elghanayan,  86,  beyond  the  fact  that  t 


I 


Ill  migrants  from  Iran  and  that  Elghanayan  has  been  a  suc- 

ul  developer  of  commercial  real  estate.  (His  three  sons  run 

ihattan-based  Rockrose  Development,  whose  properties 

idt"  Carnegie  Hall  Towers  and  the  Cast  Iron  Building;  there 

'  e\  idence  the  sons  have  been  involved  with  American  Tis- 

he  pair  set  up  American  Tissue,  a  producer  of  paper 

s,  in  1981,  with  Elghanayan  furnishing  much  of  the  ini- 

ital  and  Gabayzadeh  responsible  for  running  the  daily 

i>ns.  The  families  of  the  two  men  split  ownership  50-50. 

sing  mainly  bank  loans,  they  bought  distressed  mills  on  the 

1  strategy  that  dramatically  escalated  in  the  late  1990s. 

mpany's  biggest  acquisition  came  in  1999,  when  it 

I  the  pulp  mill  in  Berlin  and  a  paper  miU  in  nearby 

nam,  N.H.  for  $45  million  in  cash  and  assumed  debt  from 

vn  Vantage,  which  later  filed  for  Chapter  11.  By  2000  Amer- 

Tissue's  empire  stretched  from  Oregon  to  New  York  and 

1  ided  eight  mills  capable  of  producing  919,000  tons  of  pulp 


and  paper  annually,  8  product-producing  plants  and  12  distrib- 
ution centers.  Securities  &  Exchange  Commission  filings  show 
the  company  earned  $24  million  on  $494  mOlion  in  sales  for  the 
fiscal  year  ended  Sept.  30, 2000.  With  6%  of  the  North  American 
tissue  market,  the  company  trailed  only  Georgia-Pacific,  Kim- 
berly-Clark and  Procter  8c  Gamble. 

The  owners  apparently  were  not  content  with  being  the 
fourth-largest  tissue  company  in  the  U.S.  Gabayzadeh  built  a 
Byzantine  holding  structure  around  the  operation.  American 
Tissue  held  its  assets  through  26  subsidiaries  that  had  40  differ- 
ent bank  accounts.  The  company  itself  was  owned  by  an  entity 
called  Middle  American  Tissue,  which  had  no  other  assets  and 
which,  in  turn,  was  owned  by  Super  American  Tissue,  a  holding 
company  controOed  by  the  Gabayzadeh  and  Elghanayan  fami- 
lies {see graphic,  p.  72).  The  financing  needed  to  run  this  sprawl- 
ing network  was  significant.  By  2000  American  Tissue  secured  a 
$145  million  credit  fine  with  a  syndicate  led  by  ABN  Amro- 
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AMERICAN  TISSUE 


owned  LaSalle  Bank  and  placed  $165  million  of  bonds  yielding 
12.5%  and  rated  B  by  Standard  &  Poor's,  increasing  interest 
expenses  83%  to  $31  million  that  year. 

But  in  order  to  raise  those  funds,  American  Tissue  had  to 
bolster  its  balance  sheet.  The  bond  deal,  led  by  Donaldson,  Lufkin 
&  Jenrette,  required  Middle  American  Tissue  to  kick  in  $20  mil- 
lion to  American  Tissue,  which  it  raised  by  placing  bonds  and 
warrants  (with  "a  nominal  exercise  price")  with  DLJ  Merchant 
Banking  Partners,  the  private  equity  arm  of  the  investment 
banker.  To  further  solidify  the  balance  sheet  American  Tissue  of- 
floaded liabilities,  too,  transferring  $24  million  in  debt  owed 
largely  to  Elghanayan  and  his  family  to  Super  American  Tissue. 


million  by  selling  bonds  with  coupons  as  high  as  12.75%, 
another  $200  million  in  bank  credit.  He  almost  pulled  it  < 
Standard  &  Poor's  gave  the  new  bonds  a  B+  rating  in  July  2C 
and  UBS  Warburg  prepared  to  manage  the  deal. 

But  at  the  last  moment  the  deal  was  shelved.  S&P  blamer 
on  market  conditions.  Perhaps  someone  figured  out  that 
numbers  at  American  Tissue  did  not  add  up.  Indeed,  t 
months  later  in  September,  the  company  announced  that 
financial  statements  for  the  first  three  quarters  of  200 1 ,  togetl 
with  fiscal  years  2000  and  1999,  contained  material  inaccu; 
cies.  Edward  Stein,  the  company's  chief  financial  offic 
resigned,  and  American  Tissue,  which  had  by  then  default 


on  its  loans,  filed  for  bar 

Money  had  a  habit  of  sloshing  around  companies  ruptcy protection 

American  Tissu 
lenders  lost  their  patiei 
with  Gabayzadeh  at 


—and  away  from  creditors—the  suit  alleges. 


At  the  same  time  Gabayzadeh  set  up  a  labyrinth  of  45  com- 
panies with  100  bank  accounts  described  as  affiliates  of  Amer- 
ican Tissue,  but  held  apart  from  it  by  the  Gabayzadeh  and 
Elghanayan  families.  As  a  result,  the  affiliated  companies  were 
not  liable  for  American  Tissue's  debt — even  though,  creditors 
claim,  the  affiliates  benefited  by  receiving  financing  from 
American  Tissue.  These  affiliates  owned  paper  mills,  machin- 
ery and  two  divisions  of  American  Pad  &  Paper,  a  bankrupt 
Dallas-based  stationery  supplier,  bought  for  $67  million  in 
cash  and  assumed  debt  in  2000.  The  fact  that  there  were  so 
many  separate  affiliates  also  meant  that  a  single  entity  could 
declare  bankruptcy  without  dragging  all  the  affiliate  companies 
down  with  it. 

Money  had  a  habit  of  sloshing  aroimd  all  these  companies — 
and  away  from  creditors,  the  suit  alleges.  American  Tissue's  SEC 
filings  show  that  by  Sept.  30,  2000  the  affiliated  companies, 
together  with  the  Gabayzadeh  and  Elghanayan  families,  owed 
American  Tissue  $23.9  million  in  non-interest-bearing  loans 
carrying  no  maturity.  American  Tissue  claims  in  court  docu- 
ments that  the  loans  remain  outstanding. 

Court  documents  also  allege  that  at  least  $15  million  was 
siphoned  from  American  Tissue  to  Super  American  Tissue,  its 
ultimate  parent,  when  customers  made  cash  advances  to  Super 
American  Tissue  for  inventory  shipped  to  them  by  American 
Tissue.  In  a  separate  lawsuit  funded  by  creditors,  American  Tis- 
sue accuses  Elghanayan  of  constructing  a  transaction  that  saw 
the  company  buy  machinery  for  $3.3  million,  then  turn  around 
and  sell  it  to  Elghanayan  for  $  1  tv^'o  months  later. 

Inevitably  American  Tissue's  balance  sheet  became 
stretched,  making  interest  payments  difficult.  With  only  $4  mil- 
lion left  on  its  bank  credit  line,  American  Tissue  needed  an  infu- 
sion of  $5  million  fi-om  its  parent  to  make  a  January  2001  inter- 
est payment  of  $10.3  million  to  bondholders.  In  order  to  keep 
paying  bondholders  and  creditors,  Gabayzadeh  moved  to  refi- 
nance the  whole  operation  in  the  summer  of  2001.  His  plan  was 
to  combine  the  assets  of  American  Tissue  and  the  affiliated  com- 
panies to  create  a  larger  (and  supposedly  more  viable)  company, 
called  American  Paper,  and  to  use  that  entity  to  borrow  $400 
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October  2001  meeting  where  he  refused  to  work  with  them 
selling  assets  to  pay  back  an  unspecified  portion  of  the  de 
They  thought  they  had  negotiated  the  resignation  of  be 
Gabayzadeh  and  Elghanayan,  but  after  the  two  refused  to 
quietly  the  banks  filed  for  a  court  order  to  wrest  the  comp;i 
from  their  control.  With  the  help  of  Kugman  Associate; 
Chicago  restructuring  firm,  lenders  tried  to  revive  Ameri( 
Tissue,  but  ran  into  all  sorts  of  obstacles. 

Kugman  says  it  found  at  least  $10  million  in  accounts  rect 
able  based  on  fraudulent  invoices  for  goods  customers  nc 
received.  It  uncovered  customer  payments  diverted  to  Sui 
American  Tissue,  as  well  as  inventory  that  should  have  b( 
written  down  and  damaged  equipment  that  couldn't  operat( 
break-even  volume  levels.  "The  more  we  investigated,  the  m 
fraud  we  uncovered,"  says  Dale  Marcus,  a  Kugman  senior  p; 
ner.  "It  would  have  been  too  much  economically  for 


A  House  of  Cards? 

Federal  officials  and  creditors  are  still  trying  to  piece  togetl 
the  Gabayzadeh  and  Elghanayan  empire,  which  consisted  < 
74  companies.  American  Tissue  and  its  26  subsidiaries  rais 
$305  million  from  banks  and  bondholders.  Lenders  claim  t 
money  disappeared  into  affiliates,  leaving  them  little  once 
American  Tissue  filed  for  Chapter  II.  Many  affiliates  are  als 
in  bankruptcy  courts. 


Mehdi  Gabayzadeh 

Nourollah  Elghanayan 

and  their  familes 


Super  American 
Tissue 


Middle  American 
Tissue 


26 
subsidiaries 
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Jan.-Nov.  2000  The  company  draws 
$142  million  on  new  credit  facility. 
Affiliates  buy  assets  in  Tennessee, 
Maine,  Vermont  and  Texas. 

Jan. -July  2001  American  Tissue 
gets  $5  million  from  its  parent 
to  make  an  interest  payment. 
Affiliates  acquire  three  more  mills. 

Aug.-Dec.  2001  Bid  to  combine 
American  Tissue  with  affiliates  and 
raise  $600  million  in  debt  fails.  The 
company  says  financial  statements 
are  bogus;  files  for  Chapter  II. 
Gabayzadeh  and  Elghanayan  are 
forced  out. 

Aug.-Sept.  2002  Backed  by 
creditors  who  seize  the  company, 
American  Tissue  sues  Gabayzadeh, 
Elghanayan  and  Arthur  Andersen. 

Sources;  Court  documents:  SEC  tilings:  Standard  &  Poor's. 


cured  creditors  to  finance  the  reorganization." 

Creditors  decided  to  sell  the  assets  of  American  Tissue,  listed 
1  its  last  quarterly  filing  as  being  $569  million,  to  recover  as 
uch  as  they  could.  But,  after  selling  almost  all  the  mills  and 
ventory,  they  have  not  recovered  much — an  estimated  $61 
illion.  Unsecured  creditors,  owed  at  least  $73  million,  are  out 
the  cold.  Bondholders,  including  Credit  Suisse  First  Boston 
id  Foothill  Capital,  a  unit  of  Wells  Fargo  &  Co.,  owed  $165 
illion,  have  been  paid  10  cents  on  the  dollar.  The  LaSaUe  Bank 
ndicate,  owed  $140  million,  has  been  relatively  lucky,  getting 
'■  cents  on  the  dollar. 

Creditors  are  placing  some  of  the  blame  on  Arthur  Ander- 
n,  American  Tissue's  auditor.  They  are  funding  an  $800  mil- 
m  lawsuit  by  American  Tissue  against  the  crippled  accounting 
m,  charging  professional  malpractice.  In  essence,  they  allege, 
rthur  Andersen  put  its  stamp  of  approval  on  inflated  asset 


numbers  and  ignored  insider  self-dealing.  The  suit  claims 
the  company's  collateral,  such  as  inventory,  was  over- 
stated by  $39  million,  and  that  accounts  receivable  were 
overblown  by  millions  more.  Separately,  the  U.S.  Justice 
Department  is  investigating  Andersen  for  its  alleged  role 
in  shredding  American  Tissue  documents. 

Says  Patrick  Dorton,  an  Arthur  Andersen  spokesman: 

"This  is  the  most  egregious  example  of  the  blame-the- 

auditor  tactic  that  we  have  seen  this  year."  He  says  his 

firm  shouldn't  be  held  responsible  for  decisions  made 

by  Gabayzadeh  and  Elghanayan. 

What  are  they  now  up  to?  Losing  control  of  those 
mills  they  held  separate  from  American  Tissue  under  the 
banner  of  American  Paper — and  leaving  even  more  cred- 
itors in  the  lurch.  Their  American  Paper  Mills  of  Vermont 
was  forced  into  bankruptcy  court  in  July  by  employees 
owed  back  wages.  A  court  auction  of  the  company's 
assets  is  not  expected  to  recoup  more  than  $5  million;  its 
labilities  are  $17.6  million.  One  of  their  mills  in  Memphis, 
Tenn.,  with  liabilities  of  at  least  $28  million,  was  sold  for  $24 
million  through  foreclosure  and  a  bankruptcy  court  in  August 
over  Gabayzadeh's  objections.  Their  mill  in  Augusta,  Me.  has 
been  idle  since  the  summer  and  owes  $350,000  in  overdue  prop- 
erty taxes.  They  have  also  lost  management  control  of  the  divi- 
sions they  bought  from  American  Pad  &  Paper,  and  are  on  the 
verge  of  losing  their  grip  on  three  mills  in  Georgia,  Tennessee 
and  Wisconsin.  In  October  the  FBI  raided  the  Hauppauge,  N.Y. 
offices  of  American  Paper. 

Benjamin  Brafman,  Gabayzadeh's  lawyer,  insists  his  client 
has  done  nothing  wrong.  "He  is  a  successful  man  involved  in  a 
variety  of  complicated  business  ventures,"  says  Brafman.  "I  was 
never  active  into  business,"  Elghanayan  said  in  a  deposition  dur- 
ing American  Tissue's  bankruptcy  last  July.  "I  was  a  partner — 
50-50  with  Mehdi's  family,  my  family  50-50 — but  I  was  not 
responsible." 

There  was  one  loan  that  Gabayzadeh  and  Elghanayan  made 
a  point  of  repaying.  In  July  2001  Super  American  Tissue  made 
its  last  installment,  $11.6  million,  to  retire  bonds,  held  by  DLJ 
Merchant,  that  had  warrants  which  could  have  been  converted 
into  a  1 2%  stake  of  Middle  American  Tissue,  the  direct  parent  of 
American  Tissue.  So  apparently  eager  were  Gabayzadeh  and 
Elghanayan  to  retain  control  of  Middle  American  that  they  were 
willing  to  give  DLJ  Merchant  a  60%  return  ($32  million  for  the 
$20  million  it  had  invested  less  than  two  years  earlier). 

CoincidentaUy,  perhaps,  the  same  month  the  final  payment 
on  the  bonds  was  made.  Super  American  Tissue  took  out  an  $  1 1 
million  loan,  guaranteed  by  Gabayzadeh  and  Elghanayan,  from 
Atlantic  Bank  of  New  York.  After  Super  American  defaulted  on 
the  loan  in  August  2001  by  missing  a  principal  payment,  Atlantic 
Bank  sued  Gabayzadeh  and  Elghanayan,  and  won  a  $12  million 
judgment  last  April. 

The  catchphrase  "maximizing  shareholder  value"  is  heard 
everywhere  these  days.  This  pair  of  businessmen  seems  to  have 
pursued  a  variation  you  might  call  "minimizing  creditor  value." 
You  can  get  away  with  it  in  this  country — up  to  a  point.  F 
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Hollywood  and  risky 
investments  have 
always  gone  hand  in 
hand,  but  here's  one 
company  that  gives 
new  meaning  to  the 
connection.     I 


Lien  on  inc:  AmcriDrcam  boss 
Lang  Elliott  is  promising 
riches  from  taxlicns. 


OV'll  FIND  THE  HEADQUARTERS  OF  AMERIDREAM 
Entertainment  in  the  dusty  desert  town  of  Bermuda 
Dunes,  C^alit.,  east  of  Palm  Springs.  Nearby  is  an  engi- 
neering turn  whose  pipe  inventory  lies  haphazardly 
around  the  parking  lot.  Freight  trains  rumble  across 


the  street.  A  roadrunner  perches  on  the  hood  of  a  truck. 

hiside,  the  company's  ambitions  far  exceed  its  humble  s 
roundings.  AmeriDream,  which  went  public  in  June,  has  pi. 
to  not  only  produce  a  series  of  movies  featuring  Carol  Burni. 
old  sidekick,  Tim  Conway,  but  also  create  television  shows  .1  I 
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In  a  world  where  there's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

New  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
helps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
award-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
attacks  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-775-2362.  Or  visit  www.iss.net/ad/forbes. 
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AMERIDREAM  ENTERTAINMENT 


build  a  $200  million,  12-acre  studio  com- 
plex in  the  desert.  The  grandiose  project  is 
supposed  to  include  underground  sound 
stages,  a  five-star  hotel,  a  theme  park,  golf 
course,  trade  school  and  its  own  magnetic 
monorail  system.  Oh,  and  the  little  firm — 
which  has  yet  to  report  any  sales  and  is 
valued  at  just  $26.5  million — also  has 
plans  to  rescue  Social  Security  and  health 
care  and,  while  they're  at  it,  pay  for  your 
kid's  college  tuition. 

"We're  now  at  the  stage  of  being 
a  minimajor,"  brags  the  company's 
bearded  chief  executive  officer,  Lang 
Elliott,  53,  a  producer  and  director  who 
claims  to  have  been  the  "founder"  of 
TriStar  Pictures  before  selling  it  to  the 
troika  of  Columbia  Pictures,  HBO  and 
CBS.  That  may  come  as  news  to  Victor 
Kaufinan,  vice  chairman  of  Barry  DUler's 
USA  Interactive  and  TriStar's  first  chief 
executive  and  "founding  chairman." 

Hollywood  is  full  of  dreamers  and 
schemers.  Some  of  them  even  succeed. 
But,  for  sheer  audacity,  few  can  match 
Elliott  and  the  cast  of  characters  he's 
assembled  at  AmeriDream.  It  turns  out 
that  the  company's  other  business  is  ped- 
dling tax  lien  certificates,  a  speculative 
investment  with  a  reputation  for  rapidly 


separating  the  guUible  from  their  money. 
To  help  run  the  company,  Elliott  has 
recruited  such  notables  as  Reb  Brown  as 
chief  operating  officer — a  B-list  actor 
whose  star  turns  include  a  forgettable  role 
as  Captain  America  in  a  TV  movie.  Tim 
Conway,  who  wUl  be  making  movies  for 
AmeriDream  featuring  his  stub-legged 
"Dorf  character,  is  a  "consultant." 

Just  as  in  Hollywood,  not  everything 
meets  the  eye  when  it  comes  to  this  com- 
pany. AmeriDream's  little  office  in 
Bermuda  Dunes  has  been,  or  stiU  is,  the 
address  for  14  other  public  and  private 
companies,  going  by  such  names  as  Spe- 
cialized Leasing,  HerbaHst  and  Cyber  Vit- 
amin. Behind  the  scenes  is  a  small  group 
of  stock  promoters  and  one  very  prolific 
Santa  Barbara  attorney,  Kenneth  Eade, 
who  have  put  together  companies  that 
typically  float  in  the  nether  regions  of  the 
over-the-counter  Bulletin  Board  system. 
In  1998  one  of  the  promoters,  Russell 
(Skip)  Nordstrom,  of  something  called 
National  Investors  Council,  was  slapped 
by  the  Securities  &  Exchange  Commis- 
sion with  a  cease-and-desist  order  for  fail- 
ing to  disclose  that  he  was  receiving  pay- 
ments from  companies  to  issue  glowing 
research  reports.  Nordstrom  consented  to 


As  in  Hollywood,  not 
everything  meets  the 
(Bye  with  this  company. 


Company  player 
Tim  Conway  as  "Dorf. 


the  order  without  admitting  or  denyii 
guilt.  He  was  recently  the  head  of  invest 
relations  of  AmeriDream. 

Elliott  came  into  this  bunch  whi 
Eade — whose  Russian  wife  dabbles 
Hollywood  and  wdU  be  acting,  if  you  c 
call  it  that,  in  Conway's  latest  Dorf  flick- 
brought   him    into    an    outfit    calL 
McSmoothies,  which  was  supposed 
develop  a  chain  of  stores  selling  fri 
shakes.  But  without  whipping  up  a  sinj 
smoothie,  the  shell  company  morph 
into  AmeriDream  by  June.  "We  said  tl 
is  clean,  it  doesn't  have  a  skeleton  in  t 
closet,"  says  Elliott.  But  Elliott  didi 
dream  up  AmeriDream  overnight.  T 
company  is  a  reincarnation  of  a  compa 
he  created  in  1996,  Sierra  Entertainmei 
Like  AmeriDream,  Sierra  was  going! 
be  a  movie  studio  that  would  builc 
"$150  mUlion  ultramodern  technoloj 
cal"  studio  complex  in  Las  Vegas,  "n 
unlike  Universal  Studios  in  Hollywooc 
blares  its  old  Web  site.  The  compa 
never  built  anything  beyond  the  Web  s 
and  a  press  release,  but  the  architectui 
drawings  didn't  go  to  waste.  WTien  Ellii 
announced  his  latest  studio  project, 
simply  lifted  Sierra's  renderings  of  a  tei 
like  complex  ("It  takes  you  back  to  t 
Barnum    &    Bail 
Circus,"  he  smiU 
and    pasted    thf 
into  the  plans  for  t 
new  desert  studio. 
Also  like  Ame 
Dream,  Sierra  h 
another      busini 
that  Elliott  was  e\ 
more  excited  abo 
tax     liens.     Elli' 
claims    he    "stu:i 
bled"  on  the  idea 
investing  in  tax  li< 
in  1996  after  atter 
ing  seminars  or} 
nized  by  Ned  Bar 
Majors,    a    Myr 
Beach,  S.C.  law 
and  promoter  of 
lien-buying  conc« 
Smitten    with 
idea,  Elliott  brou; 
Majors  aboard  a 
director  of  Siei 
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Start  planning 
now  to  save 

on  taxes  later 


kighten  your 
tax  burden  with 
the  help  of 
Prudential's  tree, 
sasy-to-understand 
In  Planning  Guide. 

Vbur  finances  are 
constantly  changing. 
lax  laws  have 
changed,  too.  That 
could  be  a  recipe 
for  confusion-or 
(or  some  money- 
saving  opportunities. 
Prudential's 
Tax  Planning  Guide 
can  help  simplify 
complex  laws. 
Keep  you  abreast 
of  new  rules,  and 
explain  strategies 
to  help  you  keep 
more  of  your 
hard-earned  dollars. 


What  You  Should  Know  About  Minimizing  Your  Tax  Hit. 


Make  new,  higher  contribution  limits  to 
retirement  accounts  work  to  your  advantage. 

If  you  haven't  heard  about  IRA  "catch-up" 
provisions  for  those  50  and  over,  or  kept  track 
of  new  higher  yearly  contribution  limits  to 
401  (k)s.  403(b)s,  and  IRAs,  you  could  be 
missing  opportunities  to  boost  your  retirement 
savings.  Our  guide  lays  it  all  out  for  you, 
complete  with  contribution  deadlines. 

Align  your  portfolio  with  your  tax  bracket. 

Prudential  can  help  you  create  an  asset 
allocation  that  helps  manage  your  income 
tax  liability.  Working  with  your  tax  advisor, 
we  can  help  you  avoid  investments  and 
transactions  that  may  expose  you  to  more 
liability  through  the  Alternative  Minimum  Tax. 

Use  improved  college  savings  plans  to 
increase  your  children's  education  assets. 

Section  529  plans  continue  to  provide  one 
of  the  best  tax-advantaged  vehicles  for 
long-term  college  savings.  And,  with  their 
new  flexibility  and  higher  contribution  limits, 
Coverdell  Education  Savings  Accounts  have 
also  become  an  option.  Prudential  can  help 
guide  you  to  which  plans  are  right  for  you. 


Keep  your  estate  plan  current.  If  you  already  have  an 
estate  plan,  great.  But  if  you  think  you're  done,  think  again. 
Keep  tabs  on  your  plan  to  make  sure  ongoing  changes  in 
tax  laws  are  not  defeating  the  purposes  for  which  your  plan 
was  created.  Then,  Prudential  can  work  with  you  and  your 
tax  advisor  to  explore  ways  to  lower  taxes  and  increase  how 
much  of  your  estate  ends  up  in  the  hands  of  your  family. 

Take  steps  to  lower  potential  capital  gains  taxes. 

Selling  stocks  or  mutual  funds  can  have  unforeseen  tax 
consequences.  Prudential  can  help  you  identify  when 
and  where  it  may  be  appropriate  to  take  losses  and 
offset  gains.  We  can  zero  in  on  sources  of  capital  gains 
and  recommend  tax-efficient  inve.stment  strategies. 

Utilize  strategic  gifts  to  your  advantage.  Tax-efficient 
gifting  remains  the  untold  story  for  many  affluent 
investors.  Prudential  can  explain  the  tax  benefits  of 
gifting,  and  show  you  how  to  achieve  your  philanthropic 
and  family  wealth  goals  while  maximizing  tax  savings. 

Get  a  head  start  on  easing  your  tax  burden. 

Call  today  for  Prudential's  free  Tkc  Planning  Guide, 
and  speak  with  one  of  our  financial  professionals 
about  mistakes  to  avoid — and  moves  you  can 
make  to  help  safeguard  your  future. 

Call  1-800-THE-ROCK  ext.  9273 
prudentlal.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth® 


dentiol  is  not  a  legal  or  tax  advisor.  Securities  products  ond  services  are  offered  through  Prudential  Securities,  a  Prudential  Financial  company  and  a  member  SIPC.  Under  a  'sunset  provision/the  changes  to  tax 
under  The  Economic  Growth  and  Tax  Relief  Reconciliation  Act  of  2001  are  scheduled  to  expire  on  December  31,2010,  and  do  not  apply  for  tax  years  after  this  dote  unless  action  is  taken  by  Congress.  Therefore, 
important  to  confer  v»ith  your  tax  odvisor  as  to  the  potential  impact  of  the  sunset  provision  on  your  tax  decision.  A070398 


AMERIDREAM  ENTERTAINMENT 


After  Sierra  was  folded  into  AmeriDream, 
Elliott  recruited  Majors  to  help  run  the 
tax  lien  business. 

What  exactly  are  these  things?  When 
a  homeowner  falls  behind  on  his  prop- 
erty taxes,  the  municipal  tax  collector 
puts  a  lien  on  the  property.  Many  towns 
and  counties,  looking  for  quick  cash,  auc- 
tion off  these  liens  in 
the  form  of  certificates 
that  entitle  the  holder 
to  future  payments  of 
the  delinquent  taxes, 
plus  penalties  and 
interest,  which  can  run 
up  to  18%  annually.  If 
the  property  owner 
never  pays,  the  owner 
of  the  tax  Uen  has  the 
senior  claim  on  the 
property,  even  ahead 
of  the  first  mortgage 
holder.  If  the  lien 
holder  undertakes 
some  legal  expense, 
he  can  take  over  the 
property  and  evict 
the  former  owner. 

What  the  pro- 
moters don't  say  is 
that  the  tax  lien  mar- 
ket is  illiquid,  unreg- 
ulated and  infested 
with  scams.  In  July 
the  feds  packed  off 
one  Ernest  Frank  Cos- 
sey,  the  former  chief  executive  of  TLC 
America,  to  serve  a  57-month  jail  sentence 
for  overseeing  a  Ponzi  scheme  that  raised 
$146  milhon  from  1,850  mostly  elderly 
investors,  ostensibly  for  the  purchase  of 
tax  liens.  Instead  the  San  Diego  U.S.  Attor- 
ney's office  says,  the  money  was  squan- 
dered on  Thoroughbreds,  racing  dogs  and 
the  refurbishment  of  the  football  stadium 
at  Cossey's  son's  high  school. 

"One  of  the  largest  investment  frauds 
in  the  history  of  this  district,"  the  U.S. 
Attorney  said,  which  is  quite  an  accom- 
plishment, considering  the  region's  nick- 
name (Scam  Diego).  SBM  Certificate  Co., 
one  of  the  few  public  companies  that 
invests  in  this  stuff,  posted  interest 
income  of  just  6%  last  year  on  $2.6  mil- 
lion of  tax  lien  certificates. 


But  Elliott  doesn't  mention  any  of 
these  risks  in  his  sales  banter.  Instead  he 
breezily  claims  that  tax  liens  allow  an 
investor  to,  say,  acquire  a  $100,000  prop- 
erty for  just  $1,000,  or  1%  of  the  assessed 
value,  if  the  property  reverts  to  the  tax 
lien  holder.  Put  $50  million  into  tax  liens', 
he  says,  and  you  can  expect  a  return  of 
$1.1  billion,  or  "$742  mil- 


1 


►  By  the  Numbers 

Dream  On 

AmeriDream  has  plenty  of  plans  to  spend  money,  but  not  much  money 
ot  Its  own  in  the  bank. 


$5  million  Budget  for  AmeriDream's  first  movie,  DorfUSMC,  starring 
^'"i  Conway  in  his  familiar  role  as  a  stub-legged  doofus. 


$200  million  Planned  cost  of  AmeriDream's  studio  complex  on 
12  acres  in  the  California  desert,  including  hotels,  shops  and  restaurants 


5Z  million  Total  assets  of  AmeriDream,  including  existing  film  library. 


Sources:  AmeriDream  Entertainment:  financial  filings. 
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lion  on  the  low  side." 

He  goes  on:  "With  $2,000  invested 
over  18  years  in  tax  liens,  your  child  could 
go  to  any  college  he  wants  to,  buy  a  condo 
and  get  a  Porsche." 

Elliott  takes  a  15%  cut  of  the  princi- 
pal amount  invested,  which  would  be  a 
minimum  of  $3,600.  That  covers  his  cost 
of  acquiring  the  tax  liens  and  inspecting 
the  underlying  properties.  If  the  prop- 
erty goes  into  foreclosure,  Elliott 
demands  50%  of  the  proceeds  when  the 
property  is  sold.  "Any  way  you  look  at  it, 
it's  tremendously  profitable,"  he  beams. 

For  him  it  is.  Potential  investors  in 
Elliott's  tax  liens  may  want  to  talk  with 
Williain  Ford,  a  retired  state  worker  li\'ing 
in  Ontario,  Calif  Ford  figures  he  lost  as 
much  as  $9,000  investing  in  one  of  Ned 


Majors'  prior  companies.  Tax  Lien  Acqui 
sitions  of  Roswell,  Ga.  Majors',  promo 
tional  material  at  the  time  promised  "89 
Jo  40%  Government  Guaranteed  Intere; 
with  almost  No  Dov«i  Side  Risk  of  Prin 
cipal,"  and  "the  perfect  tax  loophole  solu 
tion."  But  the  company  tumbled  int 
receivership  in  1999,  leaving  Ford's  an 
more  than  1,000  other  investors'  tax  lie 
investments  in  dii 
array.  Meanwhile 
Majors  is  tangle 
up  in  a  lawsu 
with  his  forme 
partner  in  the  firr 
"  S  o  m  e  h  o ' 
they  spent  $2,00 
of  my  money  o 
a  lien,  and  whe 
I  eventually  gc 
some  documem 
from  the  county, 
showed  an  assesse 
value  of  $250 
seethes  Ford. 
was  probably  di: 
sitting  next  to  th 
edge  of  a  cliff."  Tb 
receiver  has  so  fi 
returned  $2  millio 
to  investors,  bv 
much  of  the  undo 
lying  real  esta 
Majors  bought  h; 
turned  out  to  be  "i 
little  value." 
Elliott  says  he'll  avoid  such  problen 
by  training  a  nationwide  staff  of  on-si 
inspectors  to  check  out  the  propertii 
before  buying  the  liens.  But  that's  ju 
housekeeping.  The  real  challenge,  he  coi 
tends,  is  helping  investors  manage  all  tl 
money  they'll  be  piling  up. 

In  fact,  he's  so  convinced  that  t< 
liens  are  the  path  to  riches  that  he  clain 
he's  lobbied  the  Bush  Administratic 
and  Congress  to  consider  allowii 
investors  to  plow  their  Social  Securi 
funds  into  tax  liens.  "Say  you  put 
$20,000  over  the  life  span  of  work,"  1 
says.  "In  just  ten  years  that  $20,000  w 
multiply  into  such  huge  profits  yc 
won't  even  need  insurance." 

"Caveat    emptor,"    sighs    invest 
Ford. 
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Pressing  for  Change 


RON  DALY  has  overcome 
some  mean  obstacles  in 
life.  Now  he's  got  a  handful 
at  R.R.  Donnelley. 

BY  STEPHANE  FITCH 

SOME  DAYS  RONALD  DALY  MEA- 
sures  out  his  life  in  pills.  "I  need 
muscle  relaxants,"  he  tells  his  doc- 
tor over  his  cell  phone.  It's  his  back — 
still  a  torment  after  two  surgeries  on 
herniated  disks  in  his  spine.  Other  ex- 
ecutives at  R.R.  Donnelley  are  used  to 
seeing  him  avoid  the  cushy  chairs  in 
meeting  rooms  at  the  Chicago  head- 
quarters. Still,  it's  not  a  great  way  to  start 
his  road  trip  to  Donnelley's  modernized 
500,000-square-foot,  14-printing-press 
plant  in  Dwight,  lU.  "I  used  to  ask:  'Why 
me?' "  he  recalls  with  a  weary  smile.  Daly 
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RR.  DONNELLEY 


has  learned  to  live  with  the  pain. 

So,  too,  has  Donnelley.  Daly,  55,  is  pres- 
ident of  its  core  printing  business,  and  the 
business  is  hurting  badly.  As  a  middle  man- 
ager rising  through  Donnelley's  ranks  in 
the  1980s  and  1990s,  Daly  earned  a  repu- 
tation as  a  fiery  leader  who  likes  to  shake  up 
the  status  quo.  Now  he  is  the  linchpin  in 
Chief  Executive  William  Davis'  plan  to  re- 
make the  138-year-old  company.  A  lot  of 
pain  still  lies  ahead. 

A  consistent  grower  in  the  1970s  and 
1980s,  Donnelley  feU  asleep  at  the  presses 
through  the  technology-driven  efficiency 
boom  of  the  1990s,  and  now  it  is  in  its 
worst  slide  ever.  Under  Davis,  revenues 
have  fallen  from  $5.8  billion  in  2000  to 
an  estimated  $4.8  billion  this  year  and 
could  head  lower  in  2003.  Profits,  per- 
haps no  more  than  $1.35  a  share  this 
year,  are  off  40%  from  the  $2.20-a-share 
high  of  1999.  At  $20,  Donnelley's  shares 
are  down  $10  from  a  decade  ago,  even  as 


mail  rooms  for  law  firms  and  the  Uke.  But 
those  were  minor  fixes  at  a  company  that 
got  92%  of  its  sales  from  printing;  as  Davis 
settled  into  his  job  and  studied  the  printing 
business,  he  saw  real  problems. 

To  outsiders,  Donnelley's  15%  operat- 
ing margin  seemed  sound.  Visitors  to  Don- 
nelley's plants  saw  lots  of  high-speed,  full- 
color  Heidelberg  and  Cerutti  presses, 
folding  machines  and  bindery  gear,  paid 
for  with  capital  expenditures  averaging 
$400  million  a  year — 10%  of  revenues  and 
well  above  the  $300  million  average  annual 
depreciation.  But  Davis  noticed  what 
wasn't  there:  serious  cost-control  and 
process-control  systems.  "I  came  here  in 
1997  and  saw  1982  all  over  again." 

No  company-wide  computer  system 
monitoring  processes  or  inventory.  No  soft- 
ware to  tell  Donnelley  what  kinds  of  re- 
turns it  was  making  on  its  printing  jobs  or 
how  to  price  new  contracts.  Most  of  the  29 
printing  plants  operated  as  personal  fief- 


mark  for  civil  rights  than  by  protesting : 
the  streets.  While  his  friends  and  neighbo 
on  the  West  Side  rioted  the  night  Mart 
Xuther  King  was  assassinated  in  April  196 
Daly  worked  late,  then  drove  his  branc 
new  silver  Chevy  Nova  home  along  bat 
streets  to  avoid  trouble. 

Donnelley  wasn't  terribly  hospitable  ; 
a  city  kid  with  a  high  school  diploma.  Da 
endured  some  ribbing  from  white  c* 
workers  who  joked  that  he  looked  like  a  c 
thief  in  that  Nova.  ("Some  of  those  gu' 
work  for  me  now,"  he  says.)  And  whe 
after  five  or  six  years  at  Donnelley,  1 
wanted  to  step  up  to  the  managerial  trao 
Daly  recalls  that  "the  human  resources  d 
partment  here  told  me  I  didn't  have  t) 
skills. ...  I  took  it  as  a  challenge." 

He  entered  night  school  and  earned 
bachelor's  degree  from  Governors  Sta 
University  in  1977  and  an  M.B.A.  frO' 
Loyola  University  in  1980.  He  became  ge; 
eral  manager  of  Donnelley's  typesettu 


He  figured  a  black  man  moving  up 
the  ranks  could  notch  a  bigger  marl 

for  civil  rights  than  by  proYesting. 


the  market  has  better  than  doubled. 

It's  not  hard  to  see  why.  Magazine  ad- 
vertising pages  were  off  15%  last  year  and 
are  headed  9%  lower  this  year.  The  collapse 
of  securities  offerings  from  Wall  Street  has 
cut  the  financial  documents  business  by 
40%.  Overall,  print  shipments  in  the  U.S. 
have  fallen  11%  after  nine  straight  years  of 
3%  average  annual  growth.  That  long 
boom  financed  the  purchase  of  too  many 
new  presses;  about  30%  of  capacity  in  the 
$166  billion  industry  is  unused. 

Still,  Donnelley's  problems  are  largely 
self-inflicted,  says  Davis.  An  outsider  who 
arrived  in  1997  after  modernizing  produc- 
tion at  Emerson  Electric  Co.  and  reviving 
its  Skil  Power  Tool  division,  the  59-year- 
old  Davis  came  to  Donnelley  expecting  to 
shed  distracting  businesses.  Among  the  first 
to  go  were  Metromail,  a  direct-mail-data- 
base company,  and  Donnelley  Enterprise 
Solutions,  which  ran  copy  departments  and 


doms;  if,  say,  the  book-printing  plant  in 
Harrisonburg,  Va.,  was  overbooked,  there 
was  almost  no  way  it  could  hand  off  work 
to  Crawfordsville,  Ind. 

Then  Davis  found  Ron  Daly,  at  the 
time  president  of  Donnelley's  directory- 
printing  business.  Engaging  and  garrulous, 
the  33-year  veteran  of  the  company  had 
proven  to  be  a  perfectionist  with  raging 
ambition.  Measured  by  profitability  and 
revenue  growth,  Daly's  plants  were  Don- 
nelley's best.  He  was  leading  a  controversial 
drive  to  standardize  production  and  mar- 
keting practices. 

Daly  had  been  raised  in  a  six-room 
apartment  on  the  destitute  West  Side  of 
racially  divided  Chicago.  When  he  gradu- 
ated fi-om  high  school  in  1964,  he  took  a 
job  as  a  proofreader  at  Donnelley  because 
he  "had  a  choice  of  that  or  the  Air  Force." 
He  figured  that  a  black  man  moving  up 
through  the  ranks  could  notch  a  bigger 


business  in  1984,  got  his  first  job  runnin! 
printing  plant  in  1987  and  his  first  po 
tion  running  an  entire  region  for  Donn^ 
ley  in  1993.  "Every  time  I  got  restless  a 
swore  1  was  going  to  leave,"  says  Da 
"Donnelley  would  come  back  and  give  i 
what  I  needed  to  stick  around."  And 
1995  he  was  named  president  of  t 
telecommunications  printing  group,  whi 
focuses  on  phone  books  and  industr 
catalogs. 

The  boom  in  Yellow  Pages  ads  was  > 
in  the  mid-1990s.  Daly  made  the  best  of 
unsexy  business.  He  hired  scientists  skill 
in  tracking  eye  movements  to  prove  tl 
yeUow-page  readers  flipping  through 
rectories  were  drawn  to  full-color  ads.  ] 
had  Donnelley  artists  put  the  findings  ii 
fancy  brochure  and  offered  all  his  directc 
customers  (phone  companies  and  so  c 
ftee  seminars  on  how  to  sell  the  expens 
ads  to  small  businesses.  He  went  oversi 
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he  More  Brilliant  Value  is  Clearly  Flight  Options. 

The  Citation  X  is  the  world's  fastest  business  jet  and  Flight  Options  has  it  at  the  lowest  fractional  cost.  No  wonder 

we're  the  fastest-growing  fractional  provider.  But  share  cost  is  just  part  of  our  story.  Flight  Options  was  just  rated 

highest  in  service,  flight  crew,  reliability,  scheduling  and  timeliness  in  the  prestigious  ARG/US  Fractional  Aircraft 

Ownership  Study.  Call  us  today  and  we'll  share  with  you  why  our  Citation  X  may  be  the  perfect  jet  for  you. 


tel:  877.703.2348  fax:  216.797.6024  www.flightoptions.com 


Selected  new  and  pre-owned  models  available:  Gulfstream  IV,  Challenger  601,  Citation  X,  Falcon  50,  Hawker  800XP,  Citation  650,  Citation  V,  Beechjet  400A  and  CitationJet. 

FRB  2  1363 


The  only  thing  you  miss  out  on  is  the  office  gossip. 


With  Express  Networkr  being  out  of  the  office 
doesn't  mean  being  out  of  touch  with  the  people 
and  information  you  rely  on  every  day. 

Access  the  Web  or  corporate  intranets.  Read  and  send  e-mails.  Download 
complex  files  and  attachments  effortlessly.  Nobody  has  faster  wireless 
technology  for  Internet  connections  available  nationally  in  over  300 
cities.  And  at  speeds  bursting  up  to  144  kbps,  you  can  connect  to  the 
Internet  from  your  laptop  or  PDA  with  maximum  speeds  faster  than  dial- 
up.  All  so  you  can  work  faster  and  be  more  produrtive.  And  all  with  no 
wires,  phone  jacks,  or  separate  ISPs.  Just  another  way  Verizon  Wireless  is 
taking  wireless  Internet  to  the  next  level-and  everywhere  else. 


^ 


sk  Free  Trial 


Ask  how  to  get 
month  of  access 


the  1st    I 
waived!  J 


1.800.2  JOIN  INverizonwireless.com 


VOtUOnwireless 

We  never  stop  working  for  your 


Requites  compaiible  PC  caid  m  phone  wlih  connecting  cables,  lo  I  v  iiurchased  sepaiatety.  Express  Nework  is  nol  as  fast  as  802 . 1 1  service.  Expect  avg.  speeds  of  40-60  l<bps.  Not  available  in  all  areas.  Only  available  witti  digital 
seivice.  See  btochute  fot  details.  With  I  0(  2  year  agieement.  Subie>-i  to  Ctistomoi  Agieemenl  and  Cjlling  Plans.  Aftet  trial,  monihly  access  of  $  35.00-$99.99  and  odier  charges  S  lestiictions  may  apply.  ©2002  Veiizon  Witeless 


R.R.  DONNELLEY 


nd  ^N^bn  long-term  contracts  from  direc- 
Dry  publishers  in  the  U.K.  and  China, 
sing  proceeds  to  help  finance  new  plants 
1  both  places.  During  Daly's  six  years  at 
le  helm,  the  dixision  grew  from  S466  mil- 
on  to  S834  million  in  sales. 

He  spent  a  lot  of  time  rationalizing  the 
usiness.  Daly  had  coaxed  plant  managers 
3  develop  standard  colors,  paper  weights 
nd  printing  practices  so  that  U.S.  directory 
ublishers  wouldn't  know  the  difference  be- 
wen  a  job  done  in  Dwight,  111.  and  one  in 
Jreeley,  Colo.  "We  wanted  everybody  to  use 
le  industry  standard  yellow,  then  we  found 
ut  there  wasn't  one,"  says  Daly. 

He  had  no  tolerance  for  the  old  print- 
ig-is-an-art  culture.  Printers  look  at  their 
resses  "the  same  way  an  infantryman 
)oks  at  his  rifle,"  says  Davis.  "It's  their 
fie."  As  an  outsider  trying  to  promote 
hange,  Davis  saw  that  Daly,  a  longtime  in- 
ider,  was  the  ideal  person  to  get  Donncl- 
y's  pressmen  to  loosen  their  grip  on  old 
lachines  and  methods.  "If  certain  people 
ot  in  the  way,"  says  Daly,  "we  found  a  way 
)  get  rid  of  them." 

Davis  leaned  on  Daly  in  developing  a 
structuring  plan  announced  in  March 
001 — an  ambitious  effort  to  trim  pro- 
uction  without  decreasing  capacity.  Daly 
.as  since  overseen  the  closure  of  five  plants 
mploving  about  3,000  people.  Also  gone 
re  investments  in  newfangled  gear  like  su- 
erfast  folding  machines  or  presses  that,  in 
)avis'  view,  give  "just  incremental  im- 
rovements"  in  profitability.  Capital  ex- 
enditures  have  been  slashed  30%  to  $280 
lillion.  Much  of  that  goes  into  systems 
lat  tabulate  everything  from  the  quality 
f  the  color  on  the  pages  flying  off  Don- 
eiley's  presses  to  the  time  spent  getting  a 
ew  print  run  going. 

In  Donnelley's  directory  plant  in 
Hvight,  for  example,  new  computers  alert 
perators  feeding  14  presses  when  a  roll  of 
aper  is  about  to  run  out — a  process  they 
/eballed  until  six  months  ago.  Under  the 
Id  s)'stem,  if  an  operator  misjudged  a  roll, 
losing  a  sheet  break,  it  could  take  15  min- 
tes  to  get  going  again.  Operators  tended  to 
rr  on  the  side  of  switching  rolls  too  soon, 
waste. 

The  computers  are  watching  the  print 
utput,  too,  for  quality  and  quantity.  If  a 
JStomer  gripes  that  its  telephone  book  is 


An  ambitious  effort 
to  remake  Donnelley: 
Chief  William  Davis 
leaned  on  Ron  Daly. 


light  on  ink,  Daly  can  look  at  a  report  on 
the  print  run  and,  if  he  sees  that  the  last 
1%  of  the  run  wasn't  dark  enough,  tell  the 
client  to  open  another  box  because  the  rest 
of  the  run  was  fine.  By  2003  Daly  and  Davis 
expect  to  be  getting  print-quality  and  cus- 
tomer-satisfaction reports  from  across  the 
company  ev&ry  day. 

If  Donnelley  is  a  bit  late  to  the  au- 
tomation age,  this  may  be  an  opportunity 
for  investors  to  play  the  new  efficiencies. 
Says  Christopher  Curtis,  Donnelley 
investor  relations  director:  "Money  man- 
agers say  stuff  like,  'You  guys  generate  a 
ton  of  cash — what  do  you  think  you  could 
do  if  you  got  your  act  together?' " 

They're  beginning  to  find  out.  Since 
1997  the  slowdown  cut  the  operating 
margin  in  Donnelley's  print  business  by  a 
third.  Yet  in  2002,  with  the  printing  busi- 
ness weaker  and  Donnelley  sales  down 
from  a  year  ago,  the  margin  has  improved 
to  10.1%  in  the  first  nine  months,  up 
from  9.8%  the  previous  year.  Goldman 
Sachs  analyst  Timothy  Newington 
believes  the  changes  put  in  place  by  Davis 
and  Daly  wiD  save  the  company  $160  mil- 
lion a  year  by  early  next  year — a  fact  not 


yet  reflected  in  the  share  price. 

Cost-cutter  that  he  is,  Daly  still  bristles 
at  the  suggestion  that  there's  nothing  for 
him  to  do  but  wring  efficiencies  from  a 
wasteful  old  organization.  "I  couldn't  live  in 
a  world  where  all  I  do  is  try  to  squeeze 
nickels  out  here  and  there,"  he  says.  "I'm 
here  to  grow  something." 

Example:  providing  printing  on  de- 
mand via  what  you  might  call  Franken- 
books — new  volumes  made  up  of  differ- 
ent chapters  from  previously  published 
works.  (Donnelley  works  out  the  copyright 
difficulties  in  advance  with  publishers.)  A 
professor  who  once  required  students  to 
buy  three  texts  can  now  order  up  a  single 
book  that  includes  excerpts  from  each. 
Under  a  new  inventory-management  sys- 
tem, Donnelley  keeps  digital  files  of  books 
for  publishers  so  they  can  easily  reissue  out- 
of-print  titles.  Daly  is  also  offering  new  ser- 
vices like  computer-aided  proofreading 
and  galley-checking  to  magazine  publish- 
ers, which  would  likely  pay  dearly  to 
offload  such  headaches. 

These  days  you  would  almost 
recognize  Donnelley  as  a  21st-century 
manufacturer.  F 
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A3A0-horsepower 
V8  engine, 

rear-wheel  drive, 

voice  recognition, 

and  supple  Sojourner 

leather-appointed  seats 
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it  does  not  have 
a  ladies  room. 


The  new  Infiniti  M45 

The  muscle  car  with  brains 

0-60  in  6.1  seconds' 

Intelligently  priced  around  $45,000 

infiniti.com/M45  %_, 
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Accelerating  the  future'        INFINITI 
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Y JOANNE  GORDON 

DON'T  KNOW  .\N\'  OF  YOU.  BUT  I  KNOW 
you  hate  us."  With  those  words,  R. 
Michael  Rouleau  stood  in  front  of  two 
dozen  angry  arts-and-crafts  suppliers 
to  Michaels  Stores  at  the  hobby  trade 
now  in  Chicago  and  challenged  them  to 
if  their  complaints.  They  obliged, 
lichaels,  they  griped,  didn't  communicate 
rith  them;  rumors  of  bankruptcy  and  in- 
estor  short-selling  had  them  worried 
bout  getting  paid.  "It  was  a  very  tense 
ay,"  recalls  Rouleau.  "If  we  went  down, 
'e'd  take  many  suppliers  with  us  and 
robably  kill  the  crafts  industry." 

That  was  in  lanuary  1997,  several 
lonths  after  Rouleau  arrived  as  chief  ex- 
nitive  officer  of  the  broken  29-year-old 
ampany,  by  far  the  largest  in  the  business, 
he  vear  before,  the  Irving,  Tex. -based 
lain  had  lost  $3 1  million  on  $  1 .4  billion  in 
lies,  and  was  running  out  of  cash.  No 
'onder:  It  was  impossible  to  track  opera- 
ons,  since  its  systems  dated  to  the  earliest 
ays  of  the  personal  computer;  no  one 
)uld  tell  how  long  supplies  had  been  on 
le  shelf  or  what  was  moving.  Michaels  had 
ne  thing  going  for  it:  the  undeserved  loy- 
ty  of  customers — typically  suburban 
omen — who  were  obsessed  with  deco- 
ding their  homes  or  finding  yet  one  more 
reject  for  their  already  overscheduled  kids. 
Rouleau,  now  64,  went  to  work  drag- 
ng  the  crafts-supply  business — a  $26  bil- 
3n-a-year  industry,  growing  at  11%  — 
ito  the  late-20th  century.  First  he  raised 
125  million  in  junk  bonds,  yielding 
).9%,  to  keep  the  company  running.  He 
eaned  up  stores,  met  with  hundreds  of 
nidors,  spruced  up  the  custom  framing 
jsiness  (see  box,  p.  92)  and  installed  a  $22 
lillion  point-of-sale  system  to  keep  track 
"who  was  buying  what.  He  hired  experi- 
iced  retail  executives  from  places  like  Tar- 


get and  A.C.  Moore  Arts  &  Crafts,  replaced 
buyers,  updated  systems  in  four  ware- 
houses and  built  a  fifth.  In  all,  he's  spent 
$116  million  on  new  technology,  much  of 
it  to  get  inventory  imder  control. 

All  to  impressive  effect.  Since  1997  rev- 
enues and  profits  have  risen  at  an  average 
15%  and  35%,  compounded  annually  (the 
company  earned  $89  million  on  $2.5  bil- 
lion last  year);  for  the  26  weeks  ended 

Michaels  Stores 

had  no  idea  what  its 

customers  were 

buying  or  what  it 

had  in  stock.  Then 

MICHAEL  ROULEAU 

showed  up. 

Aug.  3,  sales  were  up  17%,  net  profits 
252%.  Same-store  sales  have  increased  in 
each  of  the  past  four  years  and  in  Septem- 
ber— while  the  nation's  comparable  retail 
chain-store  sales  rose  just  1.5% — they 
jumped  10%.  Shares  of  Michaels,  trading  at 
a  recent  $45,  have  increased  elevenfold 
since  Rouleau  took  over  in  April  1996. 

The  key  is  inventory  management. 
Drawing  from  40  years  of  retailing  experi- 
ence at  Target,  ShopKo,  Lechmere  and 
Lowe's,  Rouleau  set  about  reorganizing 
Michaels'  200  different  craft  categories — 
from  candle-  and  jewelrymaking  to  knit- 
ting and  fabric  painting — 40,000  different 
SKUs  in  all.  Today  those  categories  are 
overhauled  every  one  to  three  years  at  each 
of  753  stores  during  a  38-week,  120-step 
process.  It's  working.  As  of  October  only 
759  items,  less  than  2%  of  all  merchandise, 
were  completely  out  of  stock.  Michaels  is 


on  track  to  shave  1 5%  off  its  inventory 
costs  ($900  million  last  year)  by  2005 
without  having  to  send  customers  home 
disappointed. 

You  can  see  the  system  at  work  in  the 
new  75-foot  wedding  section,  with  1,000 
different  items,  to  be  unveiled  the  week  of 
Feb.  17.  Last  May  buyers  spent  weeks  eval- 
uating past  sales  data.  They  decided  which 
duds,  several  styles  of  wedding-cake  tops 
among  them,  to  discontinue.  To  find  new 
products,  they  checked  out  competing 
hobby  stores,  visited  bridal  salons  and  read 
wedding  magazines.  They  invited  vendors 
to  pitch  their  matrimonial  wares.  Eventu- 
ally buyers  identified  300  new  products,  in- 
cluding boxes  of  fake  rose  petals  and  cus- 
tom-designed fabric  flowers.  How  much  to 
order  was  a  bit  of  guesswork.  In  July  new 
wedding  vendors  gathered  in  Irving  for  a 
how-to-do-business-with-Michaels  class — 
a  primer  in  forecasting  sales,  filling  orders 
and  shipping  their  merchandise. 

By  early  September  buyers  and  mer- 
chandisers met  at  a  mock  store  setup  to  cre- 
ate the  new  wedding  display.  Using  product 
samples  and  signs,  they  spent  hours  recon- 
figuring place  cards,  invitations,  flowers  and 
ribbon  on  shelves  and  pegs.  The  product 
mix  must  help  meet  per-store  sales  goals — 
$5  million  by  2006.  Finally,  on  Oct.  11, 
Michaels'  chief  of  merchandising,  Robert 
Spencer,  signed  off  on  the  layout. 

Back  at  the  stores,  managers  are  purg- 
ing discontinued  wedding  items  to  make 
room  for  February's  shipments.  They'll 
mark  down  stuff  until  it  sells,  through  suc- 
cessive monthly  discounts,  starting  at  50% 
off  in  November  and  ending  in  late  January 
on  a  90%-off  clearance  table.  By  trying  to 
avoid  markdowns.  Rouleau  has  managed 
to  lift  the  operatmg  margin  from  4.7%  in 
1997  to  a  current  7.5%. 

In  warehouses  around  the  country, 
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Picture  This 

Custom  frames  are  a  big  draw  for  Michaels  Stores,  ac- 
counting for  about  9%  of  overall  revenues— 3  million  or- 
ders just  last  year.  One  reason:  Michaels  undercharges 
and  outdelivers  the  mom-and-pop  outfits.  (More  upscale 
frames  are  sold  through  Aaron  Brothers,  its  wholly  owned 
148-store  chain.)  Since  Michael  Rouleau  took  charge  in  1996, 
custom-framing  sales  have  grown  84%  to  $230  million. 

Framing  is  labor-intensive.  At  Michaels  it  used  to  take 
about  75  minutes  to  sell,  cut  and  assemble  a  frame.  It 
couldn't  outsource  the  work  because  no  supplier  was  large 
enough  to  assemble  and  quickly  deliver  daily  orders. 

Rouleau  solved  this  by  creating  Artistree,  consolidating 
Michaels'  five  small  frame-assembly  factories  into  the 
wholly  owned  company  that  sells  exclusively  to  the  chains. 
Its  three  factories  and  distribution  centers  can  assemble 
and  ship  about  4,500  frames  a  day.  Rouleau  also  bought  a 
frame-molding  manufacturer,  Carolina  Art  &  Frame.  Last 
year  Artistree  bought  25%  of  all  its  frame  molding— 6  mil- 
lion feet  of  popular  styles  like  light  oak— from  Carolina. 

Aaron  Brothers  is  still  assembling  its  own  frames,  but 
that  will  change  next  year,  when  Artistree  starts  putting 
them  together.  That  means  more  profits  for  Artistree 
and  more  time  for  Aaron  Brothers  salespeople  to  sell 
more  frames.  —J.G. 


workers  coordinate  shipping  schedules 
with  suppHers  and  trucking  companies. 
Some  products  will  be  dropped  off  at  dis- 
tribution centers;  others  will  ship  directly  to 
stores.  The  West  Coast  port  work-stoppage 
has  caused  some  delays,  but  since  Michaels 
orders  so  far  in  advance,  the  February 
deadline  is  not  at  risk. 

Come  January  each  store  will  receive  a 
copy  of  the  new  wedding  display's  layout 
and  the  exact  positioning  of  each  product. 
New  sale  posters  will  arrive  in  early  Febru- 
ary, along  with  all  the  wedding  stuff.  "It's 
amazing  how  sales  pop  once  a  new  display 
goes  up,"  says  Jeffrey  Wellen,  head  of  strate- 
gic planning.  Comp  sales  for  a  particular 
category  often  jump  an  average  30%  after 


By  the  Numbers 


a  new  getup  hits  stores. 

After  February  the  trick  is  to  keep 
enough  stock  without  overordering.  Every 
week  the  salesclerk  army  of  10,000  will  pass 
a  radio-frequency-scanning  gun  over  each 
product.  The  device  is  tied  to  an  ordering 
system  that  crunches  historic  and  recent 
sales  to  calculate  a  suggested  reorder 
amount,  which  is  left  to  the  discretion  of 
each  salesperson.  Few  have  learned  to  get 
that  balance  just  right.  One  other  draw- 
back: The  average  Michaels  sales  staffer  still 
spends  more  time  placing  orders  than  wait- 
ing on  customers. 

Help  will  arrive  next  August  with  the 
start  of  Rouleau's  most  challenging  project 
yet:  automatic  replenishment  based  on  a 


perpetual  inventory  program  that  will  t; 
the  guesswork  out  of  reordering.  Each  ti 
an  item  is  bought,  the  system  subtract  t 
from  the  in-stock  inventory;  if  that 
gets  too  low  to  meet  sales  estimates,  the  j 
tern  checks  warehouses  for  the  item.  If 
out  of  stock,  the  vendor  is  contacted  i 
the  order  electronically  placed.  So  far  2,- 
items  are  reordered  this  way.  Bringing 
other  37,600  online  is  a  mammoth  t 
that  requires  Michaels'  1,000  vendor; 
have  compatible  computer  systems  in 
than  a  year. 

With  Rouleau's  overhaul,  Mich; 
seems  poised  for  steady  growth.  The  ch 
has  finally  figured  out  what  people  likt 
buy — and  how  to  keep  it  on  the  shelves 


Keep  'em  in  Stitches  ^^\  ^ 

Thanks  to  knitting,  home-decor  painting,  scrapbook  making  and  the  like,  the  crafts-supply  industry  is  growing  itehy^y  item.  ■ 

^>Lf<^vU  What  the  avid  llill/o   Michaels' share  of  dl   The  average  number  ^l,OM\\e  average 

craft  hobbyist  spends  total  annual  sales  of  craft  of  projects  intense  hob-  onaFrime  ticket  sale 

each  year  on  supplies.  supplies  in  the  U.S.  byists  pursue  each  year.  g/f/a  Michaels  store 


Sources:  Hobby  Industry  Association:  Laura  Richardson  of  Adams.  Harkness  &  Hill:  Michaels  Stores. 
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BUSI 


ew  regions  can  boast  the  one-of-a-kind  mix  of  accessibility,  pro- 
business  attitude  and  extraordinary  quality  of  life  that  Charlotte  USA 
can.  But  the  16-county  region,  which  spans  North  and  South  Car- 
olina, has  achieved  just  such  a  balance  —  and  then  some. 


A  shining  symbol  of  Sunbelt  opportunity,  the 
by  Lawrence  Bivins  Charlotte  Region  is  now  building  on  its  pre- 
eminence as  the  nation's  second-largest  finan- 
cial center  and  embracing  next-generation 
industries  such  as  aerospace,  photonics,  infor- 
mation technology  and  more.  "We've  always 
been  a  community  that  knows  business,"  says 
David  Cline,  chairman  of  the  Charlotte  Region- 
al Partnership,  an  organization  of  public  and  pri- 


vate leaders  dedicated  to  the  region's  contin- 
ued economic  vitality.  "From  distribution  and 
manufacturing  to  technology  and  finance,  we 
understand  what  companies  need  in  order  to 
be  successful" 

Considering  its  impressive  roster  of  corpo- 
rate residents,  it's  fair  to  say  that  business  also 
knows  Charlotte.  The  region,  which  nearly  2.2 
million  call  home,  is  headquarters  to  eight  of 


Rick  Priory 
Cliief  Executive  Officer 


DUKE  ENERGY 

Duke  Energy  is  a  diversified  multi- 
national energy  company  with  an 
integrated  network  of  energy  assets 
and  expertise.  The  company  man- 
ages a  dynamic  portfolio  of  natural 
gas  and  supply,  delivery  and  trading 
businesses  —  meeting  the  energy 
needs  of  customers  throughout 
North  America  and  in  key  markets 
around  the  world. 

Headquartered  in  Charlotte,  N.C., 
Duke  Energy  is  deeply  rooted  in 
Charlotte  and  the  Piedmont  Caroli- 
nes as  the  areas'  provider  of  elec- 
tricity for  almost  100  years. Today, 
nearly  5,000  Duke  Energy  employ- 
ees reside  and  work  in  Charlotte. 

Duke  Energy  is  traded  on  the  New 
York  Stock  Exchange  under  the 
symbol  DUK.  For  the  second  straight 
year,  Duke  Energy  was  recently 
named  one  of  the  world's  leading 
companies  in  a  measurement  of 
financial,  environmental  and  social 
performance  by  being  included  in 
the  2003  Dow  Jofies  Sustainability 
World  Index. 

526  S.  Church  Street 

Charlotte,  NC  28201 

TELEPHONE:  1-800-873-OUKE 

INTERNET:  www.duke-energy.com 


t^Duke 
r9Energy 


THE  BLUE  RIDGE  MOUNTAINS  ARE  A  SHC  ' 
DRIVE  WEST,  AND  ANY  NUMBER  OF  BEACHES  CJ 
BE  FOUND  WITHIN  A  THREE-HOUR  DRIVE  EA 


® 


we  generate  what's  next 


the  nation's  largest  corporations  and  an 
operations  center  for  hundreds  more. 

"There's  a  lot  of  energy  here  that  rubs 
off,"  says  Steve  Muggins,  senior  vice  presi- 
dent for  strategic  resources  and  informa- 
tion technology  for  Goodrich  Corporation. 
The  130-year-old  company,  now  a  world- 
wide supplier  of  aerospace  components, 
systems  and  services,  relocated  its  head- 
quarters to  Charlotte  from  Ohio  in  1999  as 
part  of  a  broader  transition  to  a  new  corpo- 
rate direction.  "Coming  here  allowed  us  to 
rejuvenate  ourselves." 

Striking  such  a  delicate  balance  in  a  busi- 
ness environment  was  also  what  the 
Hearst  Corporation  sought  when  the  media 
giant  moved  a  large  back-office  contingent 
from  Manhattan  to  Charlotte  in  1990.  "We 
were  regrouping  and  reorienting  our  oper- 
ations," explains  Tom  Hughes,  the  compa- 
ny's vice  president  and  controller.  Above  all, 
the  firm  wanted  a  location  where  its  work- 
ers could  enjoy  easier  commuting  times 
and  a  lower  cost  of  living  but  not  give  up 
big-city  amenities  such  as  professional 
sporting  events,  fine  dining  and  cultural 
attractions.  "Charlotte  has  been  a  great  city 
for  us,"  says  Hughes,  whose  workforce  of 


500  includes  employees  who  moved 
New  York  and  Ohio.  "Our  productivity 
way  up." 

OPPORTUNITIES  TAKING  FU 

Nature  granted  Charlotte  USA  imn^ 
geographical  advantages,  all  of  whic 
luster  to  the  region's  appeal  as  a  pic 
live  and  work.  It  sits  within  a  day's  dr 
Chicago,  New  Orleans,  New  York,  St. 
and  Miami.  Three  interstates  and  a  v 
four-lane  highways  put  area  busines 
close  touch  with  millions  of  North  fi 
can  consumers,  as  do  several  rail  con 
Global  markets  and  suppliers  are  \ 
easy  reach  via  nearby  deepwater  p( 
Charleston,  S.C,  Savannah,  G.A. 
Wilmington,  N.C.The  Blue  Ridged 
tains  are  a  short  drive  west,  an 
number  of  beaches  can  be  found  w 
three-hour  drive  east.  World-class  g 
including  Pinehurst  and  other  renc 
resorts,  is  never  far  away.  And  the 
moderate,  four-season  climate  mear 
most  outdoor  recreation  can  be  er 
throughout  the  year.  "I  really  like  th' 
round   sunshine    here,"    says    H< 
Hughes,  a  native  New  Yorker. 


we  generate   promise. 


rtMMIK^ 


We  have  all  made  promises.  Spoken.  Unspoken. 

We  may  have  stood  cm  our  sleeping  children  and  said  silently 
I  will  give  you  better  than  I  was  given. 

I  will  make  a  clean  path  to  fake  you  forward, 
'will  help  make  this  world  a  better  place." 

,,,3,,,  '^'"^^'"^^^^'^^^^-^^'^P— With  others  around  the  world 

And  all  of  us  have  committed  that  we  will  be  leaders  - 

creative  thinkers,  careful  planners,  and  honest  partners 

B"t,  most  Of  all,  we  have  vowed  to  be  true  to  our  word  and  to  ourselves- 
to  be  keepers  of  promises. 


^^e  Energy  generate  for  you'  V,s,t  us  at  www.duRe-energy.cor.  or  1-800- 


use-duke. 


f^Duke 

^e  generate  what's  next" 
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Michael  Almond 
President  and  Chief  Executive  Officer 

CHARLOTTE  REGIONAL 
PARTNERSHIP 

Michael  Almond  is  a  believer  in 
balance. 

"Balance  is  good  for  business," 
says  Almond,  president  and  chief  exec- 
utive officer  of  the  Charlotte  Regional 
Partnership.  "Our  region,  known  as 
Charlotte  USA,  is  a  great  example. 
We  have  a  unique  balance  of  busi- 
ness strength,  accessibility  and  qual- 
ity of  life  that  is  very  appealing." 

The  Charlotte  Regional  Partnership 
is  a  nonprofit,  private/public  organi- 
zation dedicated  to  the  planned 
growth  and  prosperity  of  Charlotte 
USA,  a  region  comprised  of  12  coun- 
ties in  North  Carolina  and  four  coun- 
ties in  South  Carolina. 

Using  independent  research, 
the  staff  of  the  Charlotte  Regional 
Partnership  collaborates  with  gov- 
ernment and  industry  to  market 
Charlotte  USA  and  communicate  its 
advantages  to  new,  relocating  or 
expanding  businesses  nationally 
and  internationaily. 

"Our  region  is  made  up  of  many  dif- 
ferent communities  —  urban  and  rural, 
small  and  large  —  and  many  differ- 
ent industries,"  Almond  says.  "This 
diversity  contributes  greatly  to  the 
balance  we  enjoy  in  Charlotte  USA." 

800-554-4373  /  www.charlotteusa.corp 
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Charlotte 
USA. 


But  for  many  companies  in  the  region, 
Charlotte  USA's  accessibility  begins- 
and  ends  with  its  excellent  air  service. 
With  nonstop  flights  to  104  cities, 
Charlotte/Douglas  International  Airport  is 
now  one  of  the  Southeast's  busiest  air- 
ports. Destinations  include  Frankfurt, 
London  and  Toronto,  in  addition  to  San 
Francisco,  Los  Angeles,  Seattle  and  other 
western  cities.  The  facility  averages  550 
daily  flights  and  23  million  passengers 
annually,  according  to  Jerry  Orr,  the  air- 
port's director,  making  Charlotte/Douglas 
number  one  in  the  nation  in  terms  of  flights 
per  capita.  "We  have  a  lot  of  room  to 
grow,"  Orr  says,  noting  that  construction 
will  begin  soon  on  a  third  parallel  runway. 

High-quality  air  service  was  a  top  priority 
for  Muzak,  LLC,  the  provider  of  "audio 
architecture,"  when  it  sought  a  new  home 
for  its  corporate  headquarters.  "In  addition 
to  good  weather,  we  knew  we  had  to  have 
a  good  airport,"  says  Bill  Boyd,  president 
and  chief  executive  officer  of  the  company, 
which  moved  from  Seattle  to  Rock  Hill, 
S.C,  in  2000.  "This  is  a  national  company, 
and  we're  on  planes  all  the  time." 

Others  cite  not  just  the  air  service  at 
Charlotte/Douglas,  but  its  convenience. 
"Getting  into  and  out  of  the  airport  is  very 
easy,"  says  Goodrich's  Huggins,  whose 
company  maintains  140  facilities  in  20 
countries  around  the  globe.  "Air  service 
was  something  we  looked  at  pretty  hard." 

THE  BUSINESS  OF 
EDUCATIONAL  INNOVATION 

Firms  settling  in  the  region  are  greeted  by 
a  solid  lineup  of  educational  assets.  In 
recent  years,  ambitious  efforts  have  been 
under  way  to  ready  local  workers  for  the 
demands  of  the  Knowledge  Age,  starting 
at  the  earliest  years.  In  mid-2000,  educa- 
tors in  Gastonia,  N.C.,  unveiled  the  High- 
land School  of  Technology  a  state-of-the-art 
magnet  school  offering  instruction  and 
mentoring  across  three  academies:  bio- 


medical technology,  communications! 
information  technology,  and  manufacti 
and  engineering  technology.  "We  beli« 
that  in  order  for  the  region  to  compei 
the  high-tech  economy,  we  needed  a 
tech  school,"  says  Don  Warren,  a  re' 
textile  industry  executive  who  helped 
the  idea  to  fruition. 

With  technical,  curricular  and  other 
port  from  IBM,  BellSouth  andTime-W/ 
—  each  of  whom  have  an  extensive  p 
ence  in  the  region  —  local  educators  d 
oped  a  model  that  is  now  being  replici 
in  neighboring  counties.  "The  criterJ! 
admissions  are  extremely  select 
Warren  says,  "but  there's  also  a  long  J 
ing  list  for  faculty  who  want  to  teach  th 

Across  the  region,  excellent  K-12: 
cation  has  caught  the  attention  of  arrii 
businesspeople.  "The  school  systen'i 
passed  our  expectations,"  says  Mu 
Boyd,  who  relocated  90  employees 
their  families  from  Seattle.  "Many  c 
kids  were  actually  behind  when 
enrolled  in  the  schools  here." 

Charlotte  USA  is  equally  well  serv-  '•^ 
its  10  community  colleges.  To  ma\ 
education  and  training  resources,  re  jn 
al  leaders  have  created  the  Cha  tt< 
Regional  Workforce  Developmen 
nership,  which  is  leveraging  currl 
expertise,  federal  grant  funds  ancl 
reach  efforts  to  meet  workforce  cl 
fives.  "Our  mission  is  to  be  the  na 
leader  in  regional  workforce  de\ 
ment,"  says  Tony  Zeiss,  president  o1j 
tral  Piedmont  Community  College. 

The  group  is  organizing  a  regie  I 
consortium  that  is  collaborating  i 
design  of  a  common  two-year  tedl 
gy  curriculum.  It  has  ironed  out  ar 
tion  agreements  with  area  universit 
that  students  may  seamlessly  cor 
their  studies  at  the  baccalaureate  k 
they  choose.  " It's  a  great  model,' 
Zeiss,  who  anticipates  replicatir| 
approach  for  other  fields  that  are  i 


iness  strength.  Accessibility.  Quality  of  life. 

\  the  right  balance  of  all  three  in  Charlotte  USA.  America's  second  largest 

I'.  .  ■ 

ial  center.  More  flights  per  capita  than  any  other  U.S.  region.  Number  one 

'  nation  in  flindraising  for  the  arts.  Looking  to  relocate  or  expand  your 

Call  800.554.4373  or  visit  us  at  charlotteusa.com. 


Charlotte 
USA. 

Life.  In  Balance. 


WACHOVIA 

Wachovia  is  dedicated  to  becoming 
the  indispensable  source  of  finan- 
cial services  for  our  20  million  cus- 
tomers. Our  vision  is  to  be  the  best, 
most  trusted  and  admired  company 
in  the  financial  services  industry. 

As  the  fourth-largest  bank  holding 
company  in  the  U.S.  based  on  assets, 
Wachovia  has  the  depth  of  resources, 
the  expertise,  the  geographic  reach  and 
the  leading-edge  products  and  services 
to  help  customers  manage  their  assets, 
facilitate  transactions,  grow  their  com- 
panies and  build  their  communities. 

Wachovia  provides  customers  the 
best  solutions  to  meet  their  needs  — 
whether  it's  a  traditional  loan  or  a 
sophisticated  corporate  financing 
option,  a  simple  international  pay- 
ment or  complex  trade  outsourcing 
solutions. 

With  corporate  headquarters  and 
nearly  19,000  employees  in  Charlotte, 
we  know  firsthand  that  Charlotte  is 
a  great  place  to  live  and  work.  Just 
as  Charlotte  offers  us  excellent 
business  resources  and  quality  of 
life,  we  give  back  to  the  community 
through  charitable  giving  and  the 
time  and  talents  of  our  employees 
who  volunteer  for  community  ser- 
vice. Come  and  visit  us  in  Charlotte. 
We  think  you'll  like  what  you  see. 

www.wachovia.com 


LOWE'S  MOTOR  SPEEDWAY  \i 

BOON  TO  THE  REG lOr 

MULTIBILLION-DOLLAR  TOURISM  ECONOP 


WACHOVIA 


demand  across  the  region. 

Few  destinations  can  match  the  depth 
and  breadth  of  educational  support  offered 
by  Charlotte  USA's  universities.  "We  look 
constantly  at  what  this  community  needs," 
says  Jim  Woodward,  chancellor  of  the  Uni- 
versity of  North  Carolina  at  Charlotte 
(UNCC).  "That  drives  our  planning  from  a 
strategic  perspective."  In  practical  terms,  it 
has  meant  top-quality  degree  offerings  in 
business,  engineering,  health  services, 
urban  studies  and  more.  "We've  added  40 
programs  in  the  last  eight  years,"  Wood- 
ward says,  including  doctorates  in  engi- 
neering, information  technology  and  edu- 
cational leadership. 

The  university  is  also  an  ambitious  facili- 
tator of  research  and  technology  transfer 
Its  emergence  as  a  force  in  applied 
research  is  evidenced  by  the  development 
in  early  2002  of  the  Charlotte  Institute  for 
Technology  Innovation,  a  100-acre  research 
campus  being  funded  with  the  help  of  an 
unprecedented  $10  million  donation  from 
Duke  Energy. 

"The  Charlotte  Institute  may  be  the  most 
exciting  thing  I've  seen  happen  here,"  says 
Mac  Everett,  senior  executive  vice  presi- 


dent for  corporate  and  community  affat 
Wachovia  Bank.  Everett,  a  resident  of  ( 
lotte  for  the  past  25  years,  calls  UNCC 
of  the  region's  best-kept  secrets. 

Also  recently  created  at  UNCC 
eBusiness Technology  Institute,  a  par 
ship  between  local  universities,  Bat 
America,  Wachovia  and  Dell  Compute' 
institute,  which  draws  heavily  from  U^ 
College  of  Information  Technology,  pro 
IT  professionals  with  access  to  facilitie 
expertise  to  help  them  develop  new  e 
ness  solutions  across  numerous  indus 
"I  frankly  think  the  institute  will  driv 
growth  of  this  region  over  the  co 
decades,"  says  Everett. 

Much  of  UNCC's  support  for  reg 
industry  is  embodied  at  3,200-acre 
versify  Research  Park,  which  emi 
more  than  22,000  workers.  Witl- 
addition  in  2001  of  TIAA-CREF's  Sou 
Service  Center,  University  Research 
is  now  approaching  capacity.  "UNCi 
been  one  of  our  partners,"  explains 
Ann  Werner,  president  of  shared  ser 
for  the  company,  which  provides  i 
ance  and  investment  services  to  e 
tional  professionals.  "It's  been  a 
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WHAT    CAN    A 

CANOE 

TEACH    US    ABOUT 

PARTNERSHIP? 


It's  best  if  jou  go  with  someone  who's  done  it  before 
You  cover  more  distance  when  jou  work  in  tandem 
Whether  JOU  get  soaked  depends  on  proper  balance 


Wisdom  is  everywhere.  Uncommon  wisdom  is  knowing  how  to  apply  it.  As  one 
of  the  nation's  leading  corporate  and  investment  banks,  we  place  a  unique 

premium  on  lon^-term  relationships.  Talk  to  us.  We'll  take  all  that  you  know  v ▼  A»^Jr±<J V U\. 

^              *                 .                             -^  Securities 

and  all  that  we  ve  learned  and,  together,  achieve  an  uncommon  partnership.  Uncommon  Wisdom 


via  Stiuritlas  is  tha  tiade  name  for  the  corfiatate  and  investment  banking  services  of  Wacliovla  Corporation  and  its  subsidiaries,  including  Wachovia  Securities,  Inc.  ("WSI"),  member  NYSE,  NASD,  SIPC.  ©  2002  Wachovia  Corporatlori 


Paul  E.  Rutledge,  III 
President 

TRANSAMERICA 
REINSURANCE 

From  its  main  marl<eting  office  in 
Uptown  Charlotte, Transamerica  Rein- 
surance helps  financial  institutions 
manage  the  risks  associated  with 
life  insurance  and  annuity  business. 

Transamerica  Reinsurance,  a  divi- 
sion of  Transamerica  Occidental  Life 
Insurance  Company,  is  one  of  the  top 
five  life  reinsurers  in  the  United  States 
and  ranks  among  the  top  10  globally, 
based  on  inforce  volume  or  policy  fece 
amounts.  It  offers  a  wide  range  of  risk, 
capital  management  and  business 
enabling  solutions  that  help  compa- 
nies improve  the  performance  of 
their  life  insurance  and  annuity  busi- 
ness. Clients  include  more  than  500 
financial  institutions  in  North  Amer- 
ica, Asia-Pacific  and  Latin  America. 

Leadership  in  this  highly  specialized 
financial  business  demands  excep- 
tional levels  of  knowledge  and  expe- 
rience, Transamerica  Reinsurance 
employs  more  than  300  highly  trained 
professionals,  including  actuaries, 
underwriters,  financial  experts, 
MBAs  and  CPAs. 

One  of  the  best-known  brands  in 
the  life  insurance  industry,  the  com- 
pany's logo  symbolizes  theTransarne- 
rica  "Pyramid"  building  in  San  Fran- 
cisco —  one  of  the  most  recognized 
landmarks  in  America  and  a  prominent 
feature  of  the  San  Francisco  skyline. 

Transamerica 

E     R     i:    I    N    S    U     K     A    N    C    E 


THE  NORTH  CAROLINA  DMi 
THEATRE  PROVIDES  AREA  RESIDENTS  W 
WORLD-CLASS  ENTERTAINMEf 


close  relationship." 

In  providing  exemplary  higher  education 
to  the  region,  UNCC  is  joined  by  other 
superb  institutions  such  as  Queens  Uni- 
versity and  its  McColl  School  of  Business; 
Johnson  C.  Smith  University,  which  traces 
its  roots  to  1867;  and  Davidson  College, 
which  now  ranks  among  the  nation's  most 
selective  liberal  arts  campuses.  There  is 
also  Winthrop  University,  whose  highly 
regarded  programs  in  music  and  computer 
science  helped  bring  Muzak  to  the  region. 
"We  had  no  problem  convincing  them  that 
we  could  be  a  resource,"  recalls  Anthony 
DeGiorgio,  Winthrop's  president,  who  reg- 
ularly meets  with  corporate  site  selection 
teams  considering  the  region. 

BALANCING  BUSINESS 
WITH  LIFE 

Along  with  cutting-edge  academic  pro- 
grams and  workforce  support,  institutions 
such  as  Winthrop  and  UNCC  play  a  critical 
role  in  maintaining  what  many  consider  to 
be  the  region's  premier  selling  point:  its 
unparalleled  livability.  "The  quality  of  life 
here  is  pretty  extraordinary,"  says  Goodrich 
Corporation's  Muggins.  "That  makes  it  easy 


to  attract  good  employees." 

Cultural  stimulation  is  ubiquii 
"This  is  a  very  arts-oriented  commu 
Winthrop's  DeGiorgio  explains.  Ron 
Hill,  that  tradition  extends  back  t 
1940s  and  1950s  when  the  can 
stately  Byrnes  Auditorium  began  ho 
performances  by  the  likes  of  Via. 
Horowitz  and  Yehudi  Menuhin; 
legacy  helped  transform  the  arts 
munity  in  and  around  Charlotte  inti 
most  generously  funded  in  the  n< 
surpassing  even  New  York  City  in  1 
of  financial  support. 

"Whether  they're  newcomers  or  lii 
residents,  people  here  love  this 
explains  Harriet  Sanford,  president' 
Charlotte  Arts  and  Science  Council, 
raises  and  allocates  funding  for  57  lil 
performing  arts,  scientific  and  he  99 
organizations.  That  affinity  translate  nt 
generosity  both  in  terms  of  financif  of 
tributions,  leadership  and  voluntar  £e 
vice.  "It's  very  unusual  for  people  t  jiv 
us  money  and  then  just  walk  away  '"' 
ford  says.  More  likely,  residents  c 
their  time  and  expertise  as  well,  ^ 
their  participation  as  a  way  of  conn 
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ie  community.  "I've  always  felt  our  par- 
Dation  is  as  important  as  the  money  we 
2,"  agrees  Muggins.  "There's  a  genuine 
It  here  that  encourages  people  to  help 
ke  the  community  better.  I've  never 
)enenced  anything  like  it.  and  I've  lived 
lot  of  places." 

vt  first,  Hearst's  Tom  Hughes  was  sur- 
ed  to  be  asked  to  serve  on  the  Board  of 
sctors  of  Charlotte's  Discovery  Place,  a 
jular  science  museum,  and  other 
ups.  "I  was  never  involved  in  anything 
Jew  York,"  he  says.  "No  one  ever  really 
ed  me  to  be.  But  here,  I'm  involved  in 
ny  things."  And  the  community's  wel- 
ning  character  was  a  large  part  of 
srst's  success  in  moving  existing  per- 
inel  to  the  region.  "Our  relocation  pack- 
featured  a  provision  that  after  one  year, 
one  who  wanted  to  return  to  New  York 
uld  be  able  to  do  so,"  Hughes  recalls. 
I  of  270  Hearst  staffers  who  came  to 
jrlotte,  only  three  requested  the  com- 
ly  move  them  back  home, 
'harlotte's  cultural  energy  yields  an  artis- 
ambition  that  also  is  noticeable  in  local 
gramming.  On  display  at  the  McColl 
Iter  for  Visual  Art,  for  example,  are 
dern  wood  carvings  depicting  Zambian 
rriage  ceremonies.  Exhibits  at  the 
'ine  Museum  of  the  New  South  are 
ifraid  to  tackle  unpleasant  moments  in 
it-Civil  War  Southern  history.  This  fall's 
certs  by  the  Charlotte  Symphony,  while 
uding  mainstream  fare  by  Haydn  and 
zart,  also  featured  beefier  orchestral 
ks  by  Mahler  and  Britten. 
One  thing  you  see  in  Charlotte  is  a  bal- 
ed development  of  arts,  science  and 
cry,"  Sanford  says.  "Many  communities 
e  only  one.  That  we  concentrate  on  all 
e  makes  us  unique." 
.nd  there  is  plenty  in  the  region  for 
se  whose  tastes  lie  elsewhere.  In 
lition  to  NCAA  athletics,  professional 
key  WNBA  basketball  and  AAA  base- 


ball, the  NFLs  Carolina  Panthers  have 
brought  big-time  spectator  sports  to  the 
region.  "I  don't  think  the  Panthers  get 
enough  credit  for  bringing  Charlotte 
together,"  Wachovia's  Everett  says.  The 
team's  73,000-seat  stadium,  in  particular, 
has  brought  renewed  vigor  to  the  city's 


central  business  district.  In  Concord,  N.C., 
sprawling  Lowe's  Motor  Speedway,  home 
of  NASCAR's  Winston  Cup,  Coca-Cola  600 
and  other  regular  events,  is  a  boon  both  to 
the  region's  quality  of  life  and  its  multibil- 
lion-dollar  tourism  economy. 
In   addition  to  sponsorship  of  the 


Graham  W.  Denton, 
Charlotte  Market  President 


BANK  OF  AMERICA 

Headquartered  in  Charlotte,  Bank 
of  America  is  one  of  the  world's 
leading  financial  services  compa- 
nies.Through  innovative  technolo- 
gies and  the  ingenuity  of  its 
people,  Bank  of  America  provides 
individuals,  small  businesses  and 
commercial,  corporate  and  institu- 
tional clients  across  the  United! 
States  and  around  the  world  with 
new  and  better  ways  to  manage 
their  financial  lives. 

The  company  enables  customers 
to  do  their  banking  and  investing 
whenever,  wherever  and  however 
they  choose  through  the  nation's 
largest  financial  services  network. 
This  includes  approximately  4,400 
domestic  offices  and  13,000  ATMs, 
as  well  as  30  international  offices 
serving  clients  in  more  than  150 
countries,  and  an  internet  Web  site 
that  provides  online  banking  access 
to  4  million  active  users,  more  than 
any  other  bank. 

Bank  of  Amei  xa  stock  {ticker:  BAC) 
is  listed  on  the  New  York,  Pacific 
and  London  stock  exchanges.  More 
information  about  the  company 
can  be  found  on  the  company's 
Web  site,  www.bankofamerica.com. 
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speedway  and  its  own  NASCAR  racing 
team,  Lowe's  Companies  is  a  visible  sup- 
porter of  the  community.  The  home- 
improvement  chain,  now  the  nation's 
14th-largest  retailer,  gives  generously  to 
a  range  of  programs,  especially  those 
designed  to  preserve  the  region's  natur- 
al resources.  "They've  been  very  support- 
ive of  efforts  to  protect  the  environment," 
explains  Charlotte  Regional  Partnership 
Chairman  Cline.  "In  a  region  that  is  grow- 
ing as  rapidly  as  ours,  that  is  a  key  compo- 
nent of  economic  development" 

BUSINESS  SPOKEN  HERE 

Amid  all  this,  the  Charlotte  Region  is  also 
without  rival  when  it  comes  to  the  infra- 
structure that  companies  need  to  succeed 
in  today's  rapid-fire  economy.  That  readi- 
ness to  do  business  has  always  manifested 
itself  in  abundant  supplies  of  industrial- 
quality  power,  natural  gas  and  water.  More 
recently,  it  also  has  taken  the  form  of  digital 
wireless  and  fiber-optic  Internet  backbone. 
"We  have  better  access  to  high-speed 
data  connectivity  than  any  other  city  this 
size,"  says  Cline. 

"One  of  the  reasons  we  picked  Charlotte 
was  because  of  its  telecommunications 
infrastructure,"  says TIAA-CREF's  Werner. 
Much  of  her  company's  Charlotte-based 
operations  involve  data  processing  and  call 
center  operations,  making  dependable  and 
affordable  broadband  access  critical. 
Lowe's  Companies  is  now  constructing  a 
157-acre  customer-support  campus  near 
Mooresville  for  similar  reasons. 

Lowe's,  which  maintains  a  unique, 
decentralized  operational  structure,  is 
wiring  its  new  facility  in  a  way  that  provides 
maximum  convenience  for  its  mobile  man- 
agement team.  The  firm  anticipates  the 
conducive  physical  surroundings,  near  Lake 
Norman,  will  facilitate  employee  recruit- 
ment and  retention,  much  the  same  as  it 
ha;  for  TIAA-CREF  and  many  others. 
"We've  really  been  pleased,"  reports 


Werner.  "All  the  things  we  were  hopin 
find  in  Charlotte,  we  have  found." 

Always  moving  forward,  Charlotte 
eyes  the  dawn  of  a  new  era  in  its  std 
business  history.  While  considerate  c 
rich  past,  it  is  clearly  a  community  n 
interested  in  its  future.  "Charlotte  alv 
seems  to  be  looking  forward,"  Goodr 
Muggins  says.  "It  is  always  changing 
growing,  which  supports  our  compa 
efforts  to  change  and  grow." 

Cline  believes  the  region's  success 
corporate  destination  ultimately  boils  d 
to  a  single  feature.  "We  will  bend 
backward  to  help  a  business  do  wh 
needs  to  get  done,"  explains  Cline,  hin 
an  entrepreneur  in  Union  County. That; 
ity  for  business  dates  from  the  region's 
liest  times,  he  says.  Throughout  much  < 
history,  Charlotte's  potential  was  not) 
understood  outside  the  region.  Butt 
changing,  thanks  to  the  promotional  e 
of  the  Charlotte  Regional  Partnership 
other  regional  groups.  Says  Cline,  "OU 
is  to  take  this  gem  and  showcase  it  t( 
rest  of  the  world." 

CHARLOTTE  USA  DIRECTORl 

For  more  information  about  the 

Charlotte  region,  contact: 

Michael  Almond 

President  and  Chief  Executive  Officer 

Charlotte  Regional  Partnership 

Phone:  800-554-4373 

E-mail:  malmond@charlotteregion.cor 

Web:  www.charlotteusa.com 


Lawrence  Bivins,  a  Raleigh,  N.C.-b 
freelance  writer,  is  a  regular  contribu 
North  Carolina,  the  monthly  periodical  i 
state's  largest  business  association.  H( 
writes  regularly  for  Carolina  Busines; 
Commercial  Real  Estate  Today,  and  hi 
cles  on  aging  and  technology  are  s6 
Encore:  The  Wall  Street  Journal's  Gui 
Life  After  50. 
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Backseat  Driver  By  Jerry  Flint 

Stop  the  Whining 


Yes,  car  sales 

are  going  to  fall 

below  last  year's 

explosive  level. 
But  a  slump 

is  not  starting. 


ITS  BECOMING  DOWNRIGHT  FASHIONABLE  TO  PREDICT  THE 
end  of  the  boom  in  car  sales.  The  talk  picked  up  when  vehi- 
cle sales  in  September  showed  a  sharp  drop  from  the  pace  in 
August.  The  drop  will  undoubtedly  continue.  I  predict  that 
sales  of  passenger  vehicles  in  the  last  three  months  of  this 
[ear  will  trail  last  year's  4.4  million  by  400,000.  October's  sales 
ecline  from  October  200 1  was  the  biggest  decline  from  a  year- 
irlier  figure  for  any  month  in  years. 

But  this  doesn't  worry  me.  Of  course  car  sales  are  going  to 
Jl  below  last  year's  explosive  level.  They  were  pumped  up  in 
October  and  in  the  entire  fourth  quarter  to  record-shattering 
!-vels,  when  0%  financing  was 
litroduced  after  Sept.  11.  But 
I  slump  is  not  starting.  It  still 
iks  as  if  the  industry  will  sell 
ose  to  17  million  vehicles 
is  year,  close  to  last  year's 
7.2  million  and  17.4  million 
1  the  year  before  that. 

It  is  common  to  turn 
lonthly  figures  into  annual- 
L;ed  rates.  The  rate  got  as  high 
[i  18.7  million  earlier  this 
ear,  so  anything  lower  is  a 

gn  of  decline  to  the  bears.  Believe  me,  a  figure  like  18.7  million 
an  aberration.  The  monthly  figures  are  too  easily  affected  by 
reather,  dealer  sales  contests  or  inventory  levels. 

Here's  my  case  for  a  strong  2003 — meaning  sales  of,  say, 
5.5  million  vehicles.  As  I  write  this,  inventories  are  in*  good 
lape,  two  months'  worth  of  vehicles,  which  is  good  for  this 
me  of  year,  and  Detroit  is  keeping  the  sales  pressure  on  with 
%  deals  on  the  new  2003  models.  The  economy  hasn't  col- 
psed,  and  personal  income  is  still  high. 

The  great  baby  boom  generation  is  in  its  peak  earning 
eriod.  The  younger  generations  are  starting  to  buy  cars. 

The  cars  and  trucks  are  enormously  attractive,  with  new 
esigns,  new  technology  and  the  greatest  variety  of  vehicles 
mailable  in  auto  history. 

The  prices  are  relatively  low,  and  the  rebates  and  interest 
ite  reductions  make  them  bargains. 

People  are  still  switching  from  cars  to  sport  utility  vehicles, 
r  adding  sport  utility  vehicles  to  their  fleets.  Anyone  who 
Desn't  own  an  SVY  seems  to  want  one.  This  year  25%  of  all 
2W  vehicle  sales  are  SLiVs,  and  that  figure  is  climbing.  And  new 
JV  models  are  coming  on  the  market  every  week. 

What  about  all  the  signs  of  trouble?  Sure,  there  are  plenty.  The 

ump  in  the  stock  market,  the  sluggish  economy,  a  possible  war 

Iraq  and  the  decline  in  excitement  over  0%  financing. 

Yes,  you  can  list  all  these  things  and  say  they  should 


bring  on  a  downturn.  The  trou- 
ble is  we've  been  listing  all  the 
negatives  for  four  years  and  pre- 
dicting slumps  in  auto  sales  for 
the  past  four  years.  But  we  were 
all  wrong. 

The  cloud  in  this  picture  is 
that  the  foreign  makers  are  tak- 
ing a  great  share  of  the  business 
and  pumping  out  a  flood  of 
exciting  cars  and  trucks.  This 
means  that  General  Motors, 
Ford  and  the  U.S.  side  of  DaimlerChrysler  must  keep  incentives 
big  to  keep  their  factories  running.  Shorthand:  They  are  fighting 
back  with  price. 

But  I  see  signs  that  GM  in  particular  is  beginning  to  com- 
pete on  the  product  side,  too.  The  industry  giant  is  awakening 
from  its  long  sleep,  and  the  buyers  like  what  they  see.  Proof 
is  that  the  decades-long  decline  in  GM's  market  share  seems  to 
be  ending. 

A  couple  of  other  things  are  breaking  in  favor  of  the  Big 
Three.  A  few  small  makers  are  falling  by  the  wayside.  Daewoo  of 
South  Korea  is  out  of  the  market  and  Isuzu  seems  to  be  winding 
down  its  American  operation.  In  addition,  Detroit  has  been 
holding  its  market  share  in  trucks  this  year,  despite  the  array  of 
new  Japanese  and  Korean  models.  Over  time  I  stLU  expect  the 
foreign  brands  to  take  truck  business  away  from  GM,  Ford  and 
Chrysler.  But  then  I  expect  Detroit  to  win  back  some  of  the  car 
business  as  its  designs  improve.  What's  more,  the  growing  vehi- 
cle market  means  Detroit  can  lose  some  market  share  and  still 
hang  on  to  its  unit  volume. 

I  believe  there  is  enough  evidence  here  to  predict  a  con- 
tinuation of  good  business  in  the  auto  world.  Maybe  the 
rocket  will  sputter,  but  I  don't  think  so.  Just  don't  be  fooled 
by  that  big  October  sales  decline.  As  Scarlett  said,  tomorrow 
is  another  day.  F 


Not  to  Worry 


This  year's  car 
best  in  history- 
Sales  (mil) 

and  truck  sales  are  likely  to  rank  as  the  third 
-not  something  to  get  concerned  about. 

2002                   2001                   2000 

First  9  months 

12.9 

12.8 

13.6 

Fourth  quarter 

4.0E 

4.4 

3.8 

Iota; 

16.9 

172 

174 

E:  Estimated.  Source:  Automotive  News. 

Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  lias  covered  the  automobile 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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Ross  McMullin  came  to  Adidas  to 

revive  the  brand.  He  didn't  count  on 

having  to  save  his  own  life,  too. 

BY  DANIEL  KRUGER 

THE  NAGGING  PAIN  IN  ROSS  MCMULLIN'S  SIDE  WAS  A 
torn  abdominal  muscle — or  so  the  first  three  doctors 
he  saw  told  him.  As  for  the  blood  in  his  stool?  Hem- 
orrhoids, of  course.  But  his  wife,  Cheryl,  wasn't  so 
sure.  His  discomfort  had  lingered  for  five  months. 
The  pain  started  in  February  2001 — seven  months  after 
McMullin  had  quit  as  head  of  Gillette's  $1.1  billion  (sales)  cen- 
tral European  operations  and  moved  to  Portland,  Ore.  to  take 
over  as  chief  executive  of  Adidas'  flat-footed  North  American 
operations.  She  pushed  him  to  see  another  specialist,  who  rec- 
ommended a  colonoscopy.  He  was  still  groggy  from  the  proce- 
dure when  the  gastroenterologist  delivered  the  bad  news.  "He 
said,  'You  have  cancer.  It's  not  a  borderline  case.  I  don't  need  to 
do  any  more  tests,' "  McMullin  recalls.  Biopsies  confirmed  what 
the  doctor  already  knew:  stage-four  colorectal  cancer  that  had 
spread  to  his  liver.  The  five-year  survival  rate  was  a  grim  5%. 

This  was  impossible.  McMullin,  then  44,  had  always  been 
fit,  running  a  3:30  marathon  as  an  adult,  playing  junior  league 
hockey  as  a  kid  in  Toronto,  giving  up  the  sport  at  19  only  after 
suffering  his  sixth  fracture,  a  shattered  shoulder.  Now  he  was 
racing  mountain  bikes  and  playing  competitive  tennis.  "First 
there's  this  feeling  of  disbelief — 'I've  got  to  get  another  doctor 
to  look  at  me,'"  he  remembers  thinking. 

His  thoughts,  naturally,  turned  to  his  family.  Had  he  ade- 
quately provided  for  Cheryl — was  his  will  up  to  date  and  his 
portfolio  in  order?  What  would  it  be  like  for  his  daughters, 
Julia,  11,  and  Kristina,  9,  to  grow  up  without  him? 

And,  by  the  way,  what  about  nis  new  assignment?  Nearly  a 
year  into  a  turnaround  and  he  was  already  making  discernible 
progress.  Damn,  he  wondered,  why  now? 

When  McMullin  had  arrived,  Adidps  was  in  third  place  in 
the  U.S.,  way  behind  leader  Nike  and  trai.  .ig  Reebok,  even  dur- 
ing its  late  1990s  slump.  The  division  ended  2000  with  a  4% 
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rise  in  revenue  to  $2  billion,  but  profits  had  slipped  35%  to  $69 
million,  by  FORBES  estimate.  Morale  was  in  tatters:  Executives 
were  griping  that  headquarters  in  Herzogenaurach,  Germany 
didn't  trust  them  enough — who  were  they  to  make  decisions 
about  U.S.  operations,  the  most  competitive  arena  in  the  world 
and  ultimate  driver  of  the  brand? 

There  were  problems  closer  to  home,  too.  These  same  man- 
agers were  pushing  Adidas  sales  at  department  stores,  all  but 
ignoring  hot  chains  like  Foot  Locker,  Footaction  and  Finish 
Line.  Sure,  gross  margins  were  better  at  Sears  than  at  Foot 
Locker  (an  estimated  40%  versus  36%),  since  sales  at  depart- 
ment stores  weren't  advertising-driven.  But  Adidas  was  missing 
out  on  the  all-important  sizzle  of  sneakers.  Parents,  not  kids, 
shopped  at  Target — and  a  mom's  selection  of  a  brand  is  as  good 
as  a  death  sentence.  The  company  also  seemed  to  have  little  idea 
of  what  consumers  wanted.  Product  development  meant  litde 
more  than  giving  designers  of,  say,  basketball  shoes  a  series  of 
price  points  and  leaving  them  to  figure  out  what  to  make.  And 
once  the  shoes  were  made,  they  were  getting  to  the  stores 
promptly  only  25%  of  the  time. 

Taking  a  page  from  his  Gillette  past,  McMullin  pushed 
research.  In  one  project  Adidas  marketers  paid  teens  $200  to  let 
them  peek  in  their  closets  to  see  their  choice  of  brands  and  fol- 
low them  to  the  mall  to  see  how  they  spent.  Designers  were 
given  sales  data  to  see  what  consumers  were  actually  buying. 
Departments  involved  in  every  stage  of  production — from  the 
drawing  board  to  the  packaging — had  new  responsibilities  for 
getting  shoes  to  the  stores,  and  performance  measures  to  ensure 
the  departments  were  following  through.  And  McMullin  was 
mending  fences  with  specialty  chains.  None  of  these  improve- 
ments had  shown  up  yet  on  Adidas'  top  line.  First-half  2001 
sales  were  down  4%  to  $947  million,  still  better  than  McMullin 
and  Adidas  Chairman  Herbert  Hainer  had  expected,  given  the 
economic  slowdown  and  the  strategic  overhaul. 

What  a  time  to  be  facing  his  own  mortality.  McMullin  had 
already  scheduled  a  trip  to  visit  Herzogenaurach  in  July  to  brief 
the  board  on  his  progress.  The  night  before  the  presentation  he 
told  Hainer  about  his  illness.  Treatment  would  entail 
chemotherapy  and  radiation  to  shrink  the  tumor,  then  at  least 
one  operation  to  remove  it.  After  that  there  would  be  postoper- 
ative chemotherapy  and  possibly  more  surgery.  Hainer  asked 
McMullin  what  he  wanted  to  do — obviously  mindful  of  how 
Horst  Dassler,  son  of  Adidas  founder  Adi  Dassler,  never  told 
anyone  outside  of  his  family  that  he  had  esophageal  cancer, 
before  he  succumbed  to  the  disease  in  1987  at  age  51  {see 
graphic).  McMullin  told  him  that  focusing  on  work  would  help 
him  during  the  treatment  process,  and  Hainer  promised  his 
support.  "He  has  a  passion  for  sport.  He  is  emotional,"  says 
Hainer  of  McMullin.  "But  he  is  a  real  businessman." 

The  day  he  returned  from  his  trip  McMullin  went  to  the 
hospital.  He  received  his  first  dose  of  chemotherapy  on  Friday, 
Aug.  3 — and  was  back  at  work  the  following  Monday.  That  was 
to  be  his  regimen  for  13  months.  After  his  five-hour-a-week 
intravenous  treatments  he  spent  weekends  at  home  recovering 
from  the  effects  of  irinotecan  and  leucovorin.  On  arriving  in  the 


EXIT    STRATEGIES 


Coping  With  Cancer 

For  a  chief  executive  it's  hard  to  conceal  a  major  illness,  though 
many  have  tried.  Some  use  their  remaining  time  to  map  out  the 
company's  future  without  them;  others  leave  chaos  in  their  wake. 


Horst  Dassler,  Adidas 

Diagnosis:  esophageal  cancer 
The  son  of  founder  kept  the  news 
of  his  illness  secret,  but  arranged  for 
a  successor.  Worked  up  to  his  final 
day  in  April  1987. 

James  E.  Olson,  AT&T 

Diagnosis:  colon  cancer 
Diagnosed  too  late  for  effective 
treatment.  Shifted  chairman  duties  to 
Robert  Allen.  Went  public  with  news 
just  a  week  or  so  before  his  death. 

Steven  J.  Ross,  Time  Warner 

Diagnosis:  prostate  cancer 
Died  three  years  after  orchestrating 
the  big  merger  in  1989.  Spent  his  last  i 
months  maneuvering  Gerald  Levin 
over  his  rival  Nicholas  J.  Nicholas. 

Andrew  Grove,  Intel 

Diagnosis:  prostate  cancer 
Stayed  on  the  job,  occasionally 
taking  naps  at  a  hotel.  High-dose 
radiation  treatments  successful.  Still 
active  as  chairman  at  the  chipmaker. 

Roberto  C.  Goizueta,  Coca-Cola 

Diagnosis:  lung  cancer 
Died  in  1997  from  an  infection  con- 
tracted during  chemo;  the  charismatic 
chief  left  a  succession  mess  that 
continues  to  haunt  the  company. 

Herbert  D.  Kelleher,  Southwest  Airlines 

Diagnosis:  prostate  cancer 
Openly  made  daily  flights  to  Houston's 
M.D.  Anderson  Cancer  Center,  trim- 
ming business  travel.  Cancer  gone. 
Kelleher  still  drinks  and  smokes. 

Edward  Crutchf  laid,  First  Union 

Diagnosis:  lymphoma 
Illness,  now  in  remission,  led  to  an 
accelerated  departure  for  the 
merger-happy  chairman.  Prepared 
the  way  for  G.  Kennedy  Thompson. 

Rudolph  W.  Giuliani,  New  York  Mayor 

Diagnosis:  prostate  cancer 
After  going  public  with  his  illness  and 
a  very  messy  divorce,  decided  not  to 
run  for  Senate.  Radiation  gave  him  a 
new  lease  on  life;  9/11  sanctified  him. 
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Bright  outside.  Brilliant  inside. 


The  NEC  lineup  of  MultiSync"  CRT  and  LCD  monitors  deliver  sharp  views  and  significant  values. 
All  because  the  technology's  smarter.  We've  made  them  more  intelligent  to  make  your  computing 
more  productive  and  cost-efficient.  With  a  host  of  IT-friendly  features  that  offer  centralized  control 
and  easier  asset  management.  Plus  available  dual  digital/analog  interfaces  that  extend  the  life  of 
your  monitor  investment.  You'll  slash  energy  costs  with  innovative  power  management  features. 
And  save  space  with  streamlined  cabinets  and  smaller  footprints. 

Choose  LCDs  when  space  is  at  a  premium  and  energy  efficiency  is  critical.  Or  go  with  CRTs  for  lowest 
total  cost  of  ownership  and  great  performance.  Either  way, you  get  fatigue-free  viewing,  featuring 
precise  geometries  and  fast  refresh  rates.  With  our  wide  range  of  models  to  fit  any  application 
along  with  superior  service  and  support, you'll  see  there's  never  been  a  better  time  to  see  more 
with  NEC  —  a  world-class  provider  of  visual  display  solutions. 

Learn  more  at  www.necmitsubishi.com/intel1igent  or  call  888-NEC-MITS. 
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ultimate  color 
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MultiSync  is  a  registered  trademark,  and  Ambix.  XtraView  and  SuperBright  are 
trademarks  of  NEC-Mitsubishi  Electronics  Display  of  America,  Inc. 
®J002  NEC-Mitsubishi  Electronics  Display  of  America.  Inc.  All  rights  reserved. 
Simulated  images  in  monitors. 
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Climbing  the  ladder  of  success  takes  stamina,  know-how  and  a  little  luck.  We  have  investment  and  i 

OppenheimerFunds,  Inc.,  one  of  the  country's  leading  asset) 

Retirement  Services/401(k)Plan$>Lite  Insurance-Disability  Income  li 

©2002  Massachusetts  Mutual  Life  Insurance  Co.  (MassMutual),  Spri 
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tunities  that  can  help.  Not  to  mention  the  investments  managed  by  our  affiliate 
'ou're  ready  for  life's  ups  and  downs.  You  can't  predict.  You  can  prepare': 

I  Insurance •Annuities'Trust  Services*OppenheimerFunds/lnvestments*For  our  nearest  office,  contact  massmutual.com 
wlUGts  and  services  offered  tfirough  MUL  Investors  Services,  Inc.,  a  l^assfi/lutual  subsidiary,  member  SIPC,  and  OppenheimerFunds  Distributor,  Inc. 
Trust  services  are  offered  ttirougti  The  MassMutual  Trust  Company,  FSB.  CHUTES  &  LADDERS  ®  &  ©2002  Hasbro,  Inc.  Used  with  permission. 
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THE  DOUBLE  CHALLENGE 


office  Mondays,  he  put  all  thoughts  of  chemo  out  of  his  mind 
until  Thursday  night. 

Treating  the  cancer  that  had  spread  to  his  liver  called  for  a 
vanguard  procedure  caOed  radio  frequency  ablation.  As  his  doc- 
tor explained  it,  electrodes  would  be  inserted  into  the  liver  tumor, 
which  would  be  zapped  via  heat  signals  rising  beyond  1 13  degrees 
Fahrenheit.  The  procedure  was  scheduled  for  Sept.  19. 

On  Sept.  1 1  McMullin  phoned  his  two  salesmen,  who  were 
making  caUs  near  the  Trade  Center,  to  satisfy  himself  that  they 
were  okay.  (They  were  fine,  along  with  the  25  or  so  employees 
who  were  on  other  flights  when  the  planes  hit.)  "My  fight 
seemed  kind  of  small,"  he  recalls.  Still,  he  ordered  his  staff  to 
assess  the  potential  damage  to  the  business — whether  Adidas 
would  lose  orders  or  need  to  trim  back  production  schedules  if 
the  economy  started  reeling.  Though  these  questions  were  unre- 
solved, McMuUin's  doctors  refused  to  reschedule  the  ablation. 
Ordering  new  sales  projections  on  his  desk  by  the  next  Monday, 
he  went  into  the  hospital. 

He  still  kept  his  condition  under  wraps.  McMullin  didn't 
want  his  people  to  lose  momentum,  fall  into  old  bad  habits  or  be- 
come distracted  by  his  illness.  To  ensure  anonymity  throughout 
treatment  and  prevent  leaks,  his  name  never  appeared  on  his 
chart  or  in  his  files.  "This  is  a  small  com- 
munity," he  shrugs.  At  work  it  was  hard 
to  tell  that  he'd  been  fighting  cancer.  He 
lost  very  little  hair,  kept  his  eyebrows  and 
even  gained  weight,  perhaps  because  he 
had  stopped  exercising.  The  first,  and  for 
weeks  the  only,  person  at  Adidas  who 
knew  about  the  illness  was  lawyer  Paul  Ehrlich.  Because  Adidas' 
offices  were  spread  across  seven  locations,  employees  did  not  no- 
tice that  the  boss  wasn't  coming  in  on  Fridays. 

The  ruse  didn't  become  taxing  until  the  start  of  radiation 
treatment.  The  daily  15-minute  sessions,  which  McMullin 
scheduled  for  7  a.m.  so  that  he  could  make  it  to  work  around 
7:30  as  he  always  had,  were  part  of  the  last  phase  of  preoperative 
treatment.  He  also  had  to  wear  a  chemotherapy  pack  (which  he 
concealed  under  a  baggy  sweater)  to  pump  in  drugs  at  five- 
minute  intervals.  During  the  third  week  of  radiation  he  started 
feeling  something  akin  to  "a  sunburn"  in  the  areas  doctors  were 
radiating — his  bowels.  AU  he  could  get  down  was  bananas,  rice, 
applesauce  and  toast. 

McMullin  was  now  having  to  excuse  himself  from  meetings 
to  run  to  the  bathroom.  "There  were  days  when  I 
didn't  make  it  through  the  day,"  he  admits.  When  the  pain 
became  too  great  to  manage,  McMullin  pleaded  with  his  doc- 
tors to  stop  nuking  him.  Not  a  chance,  they  said,  the  tumor  had 
shrunk  by  nearly  tvvo-thirds. 

Come  October,  with  his  insides  still  on  fire,  McMullin  had 
to  face  the  public.  There  were  dinners  at  which  to  show  Adidas' 
new  lines  to  executives  and  buyers  from  Footaction,  Foot 
Locker  and  its  catalog  subsidiary  Eastbay.  McMullin  would  tote 
around  a  glass  of  unsipped  red  wine  ard  sit  down  to  a  plate  of 
indigestible  steak  and  carrots  that  stared  up  at  him,  before  he 
would  beg  off  at  9  p.m.,  hours  before  festivities  ended. 


But  the  meetings  bore  fruit.  Footaction  loved  the  suede  3 
high-top  All  Day  All  Night  II  sneakers  Adidas  made  for  its  exc 
sive  distribution.  Foot  Locker  was  happy  with  Adidas'  $90  T-N 
shoes  endorsed  by  basketball  up-and-comer  Tracy  McGrady. 

At  the  end  of  October  McMullin's  doctors  cut  him  soi 
slack,  stopping  his  radiation  three  days  early  so  he  could  atte 
a  board  meeting  in  Germany.  Back  in  the  U.S.  in  Novemb 
McMullin  made  a  round  of  visits  to  the  specialty  chains,  brii 
ing  his  senior  managers  along  to  lead  Adidas'  pitches.  He  want 
his  lieutenants  to  take  a  higher  profile,  because  he  was  schedu  1 
for  surgery  Dec.  10  to  remove  his  tumor.  Before  the  Thanksg  - 
ing  weekend  McMullin  sent  a  companywide  e-mail  inform:  2, 
the  staff  about  his  illness.  "My  doctors  and  I  are  very  optimij ; 
of  a  full  recovery,"  he  told  them. 

McMullin  had  made  good  progress.  Chemotherapy  a  i 
radiation  had  reduced  the  colon  cancer  to  a  third  of  its  origi  1 
size.  The  ablation  had  seemingly  eliminated  the  liver  turn  . 
Doctors  cut  McMullin's  colon,  performing  a  colostomy,  a  sur  - 
cal  opening  through  the  abdomen  to  create  an  exit  path  r 
waste.  After  a  week  in  the  hospital  McMullin  returned  home  r 
two  more  weeks  of  recovery.  His  first  solid  food  after  surgi  / 
was  Christmas  turkey. 

Every  day  is  a  fight.  No  telling  when  a 
cancer  like  this  will  come  back  And  Reebo 
isn't  clearing  the  field  anytime  soon. 

He  made  a  poor  stay-at-home  patient.  Ever  on  the  pho 
McMullin  badgered  his  chief  financial  officer,  and  others, 
keep  costs  down  and  stay  on  budget,  making  sure  that 
orders  by  Foot  Locker  and  Kohl's  got  shipped  on  time  bef 
year-end.  Though  Adidas  closed  the  year  with  a  4%  drop 
sales  to  $1.9  billion  and  a  4%  falloff  to  $66  million  in  estima, 
profits,  McMullin  had  reason  to  cheer.  Basketball  shoe  sales, 
best  barometer  of  a  brand's  pizzazz,  rose  42%,  and  the  on 
backlog  was  up  8%. 

Back  full  time  on  Ian.  2,  McMullin  still  wasn't  out  of 
woods.  There  was  more  chemotherapy  before  the  colostomy  \ 
reversed  in  AprO,  and  another  bout  after  that  operation.  Me 
time,  he  was  trying  to  sell  Adidas  through  high-class  departm 
stores,  like  Nordstrom. 

As  his  treatments  wound  down  in  July,  McMullin  was  5 
too  weak  to  maintain  a  full  travel  load.  He  had  to  skip  Adic 
ABCD  basketball  camp  in  Hackensack,  N.J.,  and  missed  out 
meeting  with  high  school  senior  LeBron  James,  billed  as 
second  coming  of  Michael  Jordan  on  the  court  and  a 
sneaker  spokesman. 

Today  Adidas'  sales  are  growing;  they  were  up  8%  in 
first  half  to  $1  billion.  (Backlogs  jumped  15%  during  t 
time.)  Every  day  is  still  a  tough  fight  for  McMullin.  Reel 
isn't  clearing  the  field  anytime  soon.  And,  in  late  Octol 
more  bad  news:  A  follow-up  scan  of  his  liver  showed  a  rec 
rence  of  the  tumor. 
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Like  other  new  cars, 
ours  started  with  a 


precision  drawing 


When  one  of  our  engineers  was  asked  what  his  objective  was  with  the  all  new  Saab  9-3  Sport 
Sedan,  his  reply  was  a  sketch  showing  an  exhilarated  driver. That  was  his  vision,  pure  and  simple. 
Today  his  vision  has  been  made  real.  The  new  Saab  9-3  Sport  Sedan  is  a 
car  truly  built  around  the  driver.  And  while  it  has  been  engineered  with 
the  ultimate  in  safety  and  security  in  mind,  its  passion  is  the  thrill  of  the 
drive.  It  is  a  car  that  reacts  with  speed  and  precision,  where  the  power  of 
turbo  is  harnessed  to  create  energy  and  excitement.  Hence  every  journey 
becomes  an  adventure,  and  every  driver  bears  an  uncanny  resemblance  to 
the  drawing  that  started  it  all.  1  800  SAAB  USA  or  www.saabusa.com 


ting  at  $25,900  MSRP. 

idlng  the  peace  of  mind  of  No 

rge  Scheduled  Maintenance. 

of  02,495  tor  model  stiown.  Taxes,  insurance,  title,  registration 
Id  optonal  equipment  extra.  No  Charge  Scheduled  Maintenance 
sars  or  36,000  miles,  whichever  comes  first.  See  your  dealer  for 
:  terms  and  conditions.  ©  2002  SAAB  CARS  USA,  INC, 


Introducing  the  all  new  Saab 


Sport  Sedan. 
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Domain  Game 

Local  pols  think  nothing  of  grabbing  land  from  one 
private  owner  to  give  to  another.  Can  they  be  stopped? 

BY  IRA  CARNAHAN 


ARNOLD  HATTERS  HAS  SOLD 
fedoras  and  derbies  from  its 
store  on  Eighth  Aveniu  near 
Times  Square  for  42  years.  But 
it  is  about  to  be  ousted  so  that 
a  mightier  New  York  institution  can 
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occupy  a  new  52-story  headquarters  to  be 
built  in  its  place.  In  the  name  of  economic 
development  the  Empire  State  Develop- 
ment Corp.,  a  state  agency,  has  con- 
demned 1 1  properties  housing  dozens  of 
s'  lall  businesses  and  is  handing  the  land 


Mad  Hatter:  Ma 

Rubin's  family  sto 

is  being  ousti 

from  Times  Squai 


over  to  the  New  York  Times  Co.  ai  [ 
private  developer.  ' 

"When  we  first  heard  rumoi:^ 
deal  might  be  coming,  we  said  th> 
no  way  the  government  is  going  to  i 
mit  that  to  happen,"  recalls  N 
Rubin,  general  manager  of  the  hat 
founded  by  his  great-uncle  in  I 
"Well,  we've  learned.  It  can  happen, 
there's  really  not  a  damn  thing  a  si  , 
company  like  us  can  do." 

The  U.S.  Constitution  provides 
the  government  can  use  its  power  ot  i 
nent  domain  to  take  private  land 
"public  use,"  so  long  as  the  owner  i 


u 


ir  compensation.  How  would  roads  or 
dier  public  works  ever  get  built  if  the 
jvernment  could  be  stymied  by  a  single 
Dldout  landowner? 

But  since  the  U.S.  Supreme  Court 
lied  in  1984  that  eminent  domain  could 
e  used  for  any  project  "rationally  related 
p  a  conceivable  public  purpose,"  states 
id  cities  have  stretched  the  definition  of 
|jblic  use  beyond  recognition.  Now,  in 
e  name  of  curing  blight  or  promoting 
onomic  development,  they  routinely 
indemn  land  owned  by  one  private 
irty  to  sell  (or  give)  it  to  another, 
le  new  owners  have  a  way  of  being 
tter  connected  and  wealthier  than 
e  evictees. 
Big  swaths  of  land  and  large  numbers 
residents  are  at  risk  in  the  domain 
me.  This  summer  San  Jose,  Calif's  city 
iincil,  as  part  of  its  "Strong  Neighbor- 
>ods  Initiative,"  approved  the  desig- 
ition  of  areas  housing  an  aston- 
ling  third  of  the  city's  900,000 
sidents  as  subject  to  possible 
ndemnation  for  private  use. 
ist  December  the  Riviera 
:ach,  Fla.  city  council  ap- 
oved  a  plan  that  could  lead  to 
c  condemnation   of    1,700 
uses  and  apartments,  displac- 
es, 1 00  residents.  The  redeveloped 
a  will  feature  luxury  shops,  a  hotel, 
:onference  center  and  new  yacht  slips. 
Scott  Bullock,  an  attorney  at  the  Insti- 
te  for  Justice,  a  Washington  group  that 
s  helped  landowners  fight  dozens  of 
ch  takings,  concludes:  "Our  cities  and 
tes  have  become  like  real  estate  specu- 
ors,*  securing  land  owned  by  their  own 
izens  on  behalf  of  politically  connected 
ivate  interests." 

Case  in  point:  Forest  City  Ratner, 
veloper  of  the  new  Times  building,  is 
aded  by  Bruce  Ratner,  a  fundraiser  for 
mer  New  York  Mayor  Rudolph  Giu- 
ni.  The  firm  is  also  the  city's  second- 
gest  spender  on  local  lobbyists,  accord- 
!  to  a  2000  study.  Number  one  on  that 
?  Blumenfeld  Development  Group, 
ich  has  been  assembling  land  for  an 
5t  Harlem  shopping  center  with  the  aid 
a  government  condemnation  threat. 
It's  not  only  in  New  York  that  for- 
les  are  built  on  property  wrested  from 


private  owners.  Arlington,  Tex.  con- 
demned private  land  so  the  Texas  Rangers 
could  build  a  new  stadium  there.  That 
helped  George  W.  Bush  turn  a  $600,000 
Rangers  investment  into  $15  million. 

There  are  a  few  signs,  however,  that 
public  officials  may  have  finally  over- 
played their  condemnation  hand.  In 
Iowa  the  state  legislature  passed  a  law 
in  1999  that  stops  revenue-hungry 
municipalities  from  condemning  farm- 
land for  private  development. 

In  the  Way,  in  San  Jose 


The  City  Council  has  designated  the  shaded  areas, 
housing  a  third  of  San  Jose's  900,000  residents, 
as  subject  to  possible  condemnation. 


Palo  Altl>^i  ^2*  -      , 
s     -fxs  San  Jose 


And  land- 
owners who 
challenge  con- 
demnations in  court  have 
recently  won  a  few  battles.  In  April  the 
Illinois  Supreme  Court  blocked  a  land- 
grab  by  the  Southwestern  Illinois  Devel- 
opment Authority,  which  offers  condem- 
nation services  for  a  6%  to  10% 
commission.  The  agency  had  seized  the 
property  of  a  recycling  plant  just  east  of 
St.  Louis  to  sell  to  a  neighboring  racetrack 
for  an  expanded  parking  lot.  "The  power 
of  eminent  domain  is  to  be  exercised  with 
restraint,  not  abandon,"  the  court  lec- 
tured in  its  5-to-2  decision. 

Meanwhile  federal  judges  from  the 
Central  District  of  California  have 
stymied  two  separate  condemnations 
designed  to  benefit  discount  retailer 
Costco.  Last  year  a  judge  blocked  the  city 
of  Lancaster,  Calif,  from  condemning  a  99 
Cents  Only  Store  and  then  selling  the 
property  to  an  adjoining  Costco  for  $L 


The  city  acted  after  Costco  threatened  to 
shut  down  its  own  store  if  the  city  didn't 
hand  it  the  land — conveniently  owned  by 
its  competitor — for  expansion.  City  offi- 
cials, fearful  of  losing  the  high-volume 
Costco,  put  aside  any  thoughts  of  fair  play 
and  complied.  Now  they  are  appealing 
the  judge's  decision. 

In  August  a  judge  issued  a  preliminary 
injunction  blocking  Cypress,  Calif  from 
condemning  an  18-acre  parcel  owned  by 
the  Cottonwood  Christian  Center  so  that 
it  could  be  sold  to  Costco.  Cot- 
tonwood had  patiently  assem- 
bled the  land  through  open 
market  purchases,  aiming  to 
build  a  new  home  for  its  bur- 
geoning membership.  The  city's 
stated  "public  purpose"  for  the 
land  grab?  It  would  get  more  tax 
revenue  from  a  retailer  than 
from  a  tax-exempt  church.  The 
judge  wasn't  much  impressed  by 
that  rationale  and  also  ques- 
tioned the  condemnation  for 
its  encroachment  on  religious 
freedom. 

"Everybody's  home  would 
produce  more  taxes  as  a  Costco 
or  a  high-rise  office  building," 
Institute  for  Justice  attorney 
Dana  Berliner  tartly  observes.  She  offers 
an  absolutist  antidote  to  abuse  of  eminent 
domain:  Officials  should  not  be  allowed  to 
use  condemnation  to  take  property  from 
one  private  owner  and  hand  it  to  another. 
Sounds  reasonable.  But  it's  unlikely  to 
happen.  And  it  certainly  won't  happen  in 
time  to  help  Leonard  J.  Weiss,  one  of  the 
small  property  owners  who  is  being 
booted  out  to  make  way  for  the  New  York 
Times.  The  Times  and  its  developer 
didn't  even  try  to  negotiate  a  voluntary 
deal  but  went  straight  to  government  offi- 
cials and  are  getting  the  land  at  a  dis- 
count, Weiss  and  other  owners  complain. 
The  Times  insists  it  is  paying  full  freight 
for  its  99-year  lease  on  the  land  and  that 
the  land  has  long  been  scheduled  for  con- 
demnation by  the  state  anyway. 

"I  never  believed  that  the  government 
could  take  away  property  from  somebody 
and  just  arbitrarily  give  it  to  somebody 
else,"  says  Weiss.  "That  never  made  sense 
to  me.  And  it  still  doesn't."  F 
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E-SHREDDINB 


To 

Shred 
And 
Protect 


Incriminating  e-mails  have  become  a  litigator's  favorite  tool. 
New  software  promises  to  help  companies  protect  themselves 
from  nasty  lawsuits—no  matter  what  side  of  the  law  they  are  on. 


BY  ERIKA  BROWN 


ms^Mwmmmam 


AN  E-MAIL  HELPED  SEAL  THE 
tragic  fate  of  Arthur  Andersen. 
Candid  e-mails  from  equity 
analyst  Henry  Blodget  were 
used  by  New  York  state  attor- 
ney general  Eliot  Spitzer  to  push  Merrill 
Lynch  into  a  $100  million  settlement  for 
allegedly  misleading  investors.  And  Jack 
Grubman's  heads-up  e-mails  to  VVorld- 
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Com  executives  play  a  role  in  regulators' 
probe  of  Salomon  Smith  Barney. 

E-mail,  the  pesky  productivity  tool, 
suddenly  is  every  company's  minefield. 
Businesses  generate  13  billion  e-mails  a  day, 
according  to  IDC.  In  less  time  than  it  takes 
to  think  of  what  to  say,  e-mail  is  gone — 
and  then  it  is  all  but  impossible  to  shred.  E- 
mails  leave  a  trail  on  hard  drives,  servers 


and  backup  tapes,  and  you  never  kn< 
who  might  have  been  "blind"  copied. 

David  Furbush,  a  securities  litigat 
and  partner  at  Brobeck,  Phleger  &  Har 
son  in  Palo  Alto,  Calif.,  says  eve 
one  of  his  cases  includes  at  least  o 
e-mail  as  evidence.  "Each  case  boils  do\ 
to  a  small  number  of  sound  bites.  I 
evitably,  some  of  them  are  e-mails  wh( 
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Wouldn't  it  be  nice  if  your 
lerator  could  do  your  shopping  on  the  Internet?  Or  If  you  could 
rate  your  air-conditioner  with  a  UMTS  mobile  phone? 


Digi 


home-netv\/ork  * 


Life's  becoming  even  easier  than  ever  before 

thanks  to  the  intelligent  networking  of  digital  products  from  LG. 

You  can  find  out  how  under:  vuvuvu.lge.com 


Digitalli)  yours 


E-SHREDDING 

somebody  was  annoyed,  frustrated  or 
tired  and  wrote  something  thoughtlessly," 
he  says. 

Companies  are  caught  between  the 
urge  to  destroy  aU  embarrassing  missives 
and  the  need,  more  than  ever  before,  to 
preserve  any  sensitive  digital  scraps  and 
confine  them  inside  a  firm's  walled  gar- 
den. The  stakes  are  rising.  The  new  Sar- 
banes-Oxley  Act  makes  destroying  or 
attempting  to  destroy  documents  related 
to  a  federal  investigation  a  crime  punish- 
able by  up  to  20  years  in  jail.  And,  as 
Arthur  Andersen  learned  only  too  well, 
the  act  of  destroying  evidence  in  anticipa- 
tion of  a  lawsuit  can  lead  a 
jury  to  the  conclusion  that 
the  information  would 
have  been  damning. 


Omniva's  Kumar  Sreekanti 
keeps  secret  e-mail 
behind  closed  doors. 


"Customers  joke  that  Eliot 
Spitzer  doubles  as  our 
chief  marketing  officer." 


Now  a  handful  of  software  outfits 
promise  to  help  navigate  the  e-mail 
minefield  and  reduce  the  chances  of  a 
loose-lipped  rogue  employee  bringing  a 
company  down.  One  software  package 
equips  executives  with  Mission:  Impossible 
powers  that  make  e-mails  self-destruct  in 
an  hour,  a  day  or  in  two  weeks.  Another 
dictates  which  workers  can 
read,  copy  or  print  an  e- 
mail — and  which  ones 
can't.  Still  others  sniff  e- 


mails  for  banned  phrases  to  pre 
vent  risky  notes  from  sneakin  Mi 
out.  They  can  even  search  fo  ^ 
words  in  context  (the  wor 
"breast"  is  okay  if  it's  near  th 

word  "chicken,"  but  not  othei 

wise).  The  key  players  in  thil 
sector   are  Authentica,   IBM's   LotuJ 
Omniva  Policy  Systems,  Marshal  So 
ware  and  Tumbleweed  Communication;! 

Smart  companies  start  by  finding  o 
what  lurks  in  their  e-mail  servers  Ion 
before  plaintiff  lawyers  ever  show  up.  Thj 
Food  &  Drug  Administration,  John  Hanj 
cock  and  Metropolitan  Life  all  use  so 
ware  from  Tumbleweed,  based  in  Red! 
wood  City,  Calif,  to  screen  thousands  o| 
e-mails  a  day.  Its  software  stands  sent: 
between  employees  and  their  corporate 
firewall,  sifting  through  e-mails  an 
attachments  for  words  that  fall  within  th 
danger  zone.  Notes   "infected"  witl| 
banned  words  are  quarantined,  blocke< 
or  rerouted  to  the  boss. 

Tumbleweed  can  let  banks  prohibil 
e-mails  between  analysts  and  brokers  o 
encrypt  messages  from  the  researcll 
department.  "Customers  joke  that  Elio 
Spitzer  doubles  as  our  chief  marketinjl 
officer,"  boasts  Jeffrey  C.  Smith,  Tumble 
weed's  chairman. 

Air  Liquide  America,  the  U.S.  unit  o 
a  French  gas  company,  takes  encryptior 
much    further    with    software    fron 
Omniva,  based  in  San  Francisco.  Omniv; 
wraps  e-mails  in  128-bit  encryption, ; 
supersecure  level  of  code  that  has  yet  t( 
be  cracked.  Omniva's  servers  store  th( 
unique  software  key  needed  to  decryp 
each  e-mail.  Every  time  a  recipient  trie; 
to  open  one  of  those  e-mails,  his  com- 
pany's server  contacts  Omniva's  server: 
to  ask  permission  to  unlock  the  code  anc 
read  the  e-mail.  Senders  can  set  a  date  tc  "*" 
terminate  the  keys,  rendering  e-mail;  '*ii 
permanently  garbled,  the  equivalent  o:  ho 
shredding.  Air  Liquide  decided  to  retair 
purchase  orders  for  6  years  and  contract;^,, 
for  15.  Everything  else  gets  deleted  aftei 
90  days  to  avoid  headaches  and  fre< 
up  storage. 

If  a  lawsuit  gets  filed  or  a  federa 
investigation  is  launched,  companies  car 
hit  Omniva's  "red  button."  It  blocks  th< 
deletion  of  all  decryption  keys,  essentially 
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The  world  nee(^s  our  air  conditioning. 
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Dr.  Willis  H,  Carler  invented  modern  air  conditioning  100  years  ago,  he 
ged  the  world  by  making  work  and  living  conditions  better  for  everyone. 

then.  Dr.  Carrier's  company  has  never  stopped  making  air  conditioning 
;r.  And  now.  on  its  100-year  anniversary,  we've  reinvented  air 
itioning.  once  again. 

new  Evergreen  Chiller,  developed  by  Carrier,  a  United  Technologies 
5any.  is  the  world's  most  efficient,  non-ozone-depleting  chiller  in  its 

In  other  words,  it  saves  money  and  the  environment  at  the  same 
.  Combining  such  radical  innovation  and  environmental  responsibility 
?s  second  nature  to  us.  (After  all.  we  live  here  too.) 
nstance,  UTC  is  the  only  commercial  supplier  of  stationary  fuel 

r.utc.com    NYSE:utx 


cells,  the  non-polluting,  emission-free  power  source 
that  drives  the  world's  most  innovative  vehicles.  And 
in  our  own  manufacturing,  UTC  generates  83%  less 
hazardous  waste  than  it  did  in  1988. 
Our  mission  is  a  further  50%  reduction  by  2007  in  all 
waste  along  with  a  25%  reduction  of  energy  and  water 
consumption.  The  Evergreen  Chiller  will  help  us  meet 
our  environmental  commitments  while  giving  the  world 
what  it  needs:  Air  conditioning  that  does  everything 
it  should  do  without  doing  anything  it  shouldn't. 
How  cool  is  that? 


^  United 
Technologies 


S       •       CARRIER       •      PRATT    S.    WHITNEY 
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HAMILTON    SUNOSTRAND 


UTC    FUEL    CELLS 


NEXT    THINGS    FIRST 


E-SHREDDJNS 

ceasing  all  shredding.  Anything  shredded 
prior  to  that  is  gone  forever.  Omniva 
helps  enforce  a  company's  document 
retention  policies  by  overriding  individ- 
ual requests  to  delete,  and  filing  away  e- 
mails  as  long  as  the  company  dictates. 
"We're  not  just  deleting,"  insists  Kumar 
Sreekanti,  Omniva's  chief  executive.  "Our 
goal  is  to  keep  the  honest  people  honest." 

With  a  few  clicks,  an  executive  also 
can  prevent  recipients  from  copying  or 
printing  a  confidential  note.  Omniva  can 
paste  a  transparent  image  over  the 
e-maU's  code.  If  someone  tries  to  copy  or 
print  the  message,  a  blank  page  comes  out 
instead.  "We  help  organizations  comply 
with  regulations  automatically  so  they 
don't  have  to  rely  on  people  to  do  it,"  says 
Sreekanti. 

Some  fairly  paranoid  organizations, 
including  the  CIA,  FBI  and  the  U.S.  House 
of  Representatives,  use  software  from 
Authentica,  based  in  Waltham,  Mass. 
Rebecca  Burr,  director  of  marketing 
analysis  at  Xilinx,  a  chipmaker  in  San  Jose, 
Calif.,  is  buying  Authentica  software. 
Authentica's  MailRecall  product  would  let 
her  render  unreadable  an  old  e-mail  and 
replace  it  with  a  new  one,  even  after  it  has 
been  sent  and  opened.  She  will  be  able  to 


"If  we  see  something 
wrong,  we'll  make 
sure  it  doesn't 
happen  again." 


quash  an  e-mail  with  an  old  pricing  scale 
and  send  a  new  one  in  its  place.  MailRe- 
call can  also  make  sure  an  e-mail  never 
makes  it  outside  the  walls  of  the  company. 
"It  would  be  my  worst  nightmare  if  the 
competition  knew  our  product  strategy  or 
had  our  pricing  books,"  she  says. 

Even  as  e-mail  problems  get  solved, 
bosses  now  also  have  to  worry  about 
instant  messaging  services  (see  related 
story,  below).  Brokers  and  traders  at 
Thomas  Weisel  Partners  in  San  Francisco 
were  using  their  own  personal  AOL,  MSN 
and  Yahoo  IM  accounts  to  share  market 
data.  In  July  2001  Pamela  Housley,  direc- 
tor of  compliance,  shut  them  down.  She 
worried  the  messages  could  be  consid- 
ered a  correspondence  under  certain  reg- 
ulations, thereby  forcing  her  to  keep 
them.  "Nothing  was  being  managed," 
she  says. 


Two  months  later,  after  employee 
begged  to  get  IM  back,  Housley  installec 
software  from  FaceTime  of  Foster  Cit) 
Calif.  FaceTime  feeds  all  the  brokers'  IN 
sessions  through  a  server  that  screenj 
for  phrases  such  as  "guaranteed"  o:| 
"internal  use  only,"  and  sends  poten! 
tially  offending  chat  to  compliance  offij 
cers.  "If  we  see  something  wrong,  we'J 
make  sure  it  doesn't  happen  againJ 
she  says.  , .  ' 

Drug  giant  Eli  Lilly  learned  firsthanc 
of  the  hazards  of  runaway  e-mail.  In  Jun 
2001  an  employee  e-mailed  669  users  o 
its  antidepressant,  Prozac,  to  inform  then 
the  company  was  ending  its  online  pill 
reminder  service.  The  employee  ne 
glected  to  send  the  e-mails  by  blind  cop) 
so  each  recipient  could  see  the  names  an( 
e-mail  addresses  of  everyone  else  on  th 
list.  The  Federal  Trade  Commissioi 
charged  Lilly  with  violating  its  privac 
policy.  As  part  of  a  settlement,  Lill 
agreed  in  January  to  rewrite  its  own  soft 
ware  to  automatically  cloak  addresses  ii 
bulk  e-mails.  Lilly  got  off  easy.  A  new  fed 
eral  law  punishes  health  care  provider 
that  leak  patient  data  while  claiming  thei 
systems  are  secure  with  up  to  five  years  i 
jail  or  a  $100,000  fine.  I 


Instant 
Headache 


Getting  AOL,  Microsoft  and  other  purveyors  of  instant  messaging  to  work 
together  has  been  a  study  in  frustration.  Can't  we  all  just  get  along? 


BY  KIRI  BLAKELEY 


INSTANT  MESSAGING,  THAT  RAT-A-TAT 
chat  technology  that  is  catching  up  to 
e-mail  in  popularity,  still  hasn't  over- 
come a  critical  hurdle  that  e-n^ail  cleared 
years  ago:  utter  incompatibility  among 
rival  brands. 

After  three  years  of  mudslinging,  the 
three  giants  that  control  95%  of  the 
instant-messaging  market — AOL  Time 
Warner  with  1 80  million  users,  Microsoft 
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with  75  million  and  Yahoo,  20  million — 
still  refuse  to  let  their  customers  contact 
those  in  rival  camps.  That  means  millions 
of  AOL  users  can't  chat  online  with  the 
folks  on  Yahoo  Instant  Messenger  or  MSN 
Messenger,  and  vice  versa. 

AOL  spread  IM  to  the  masses  in  1997 
and  a  year  later  paid  $287  million  in  cash 
for  a  rival  service  known  as  ICQ  ("I  Seek 
You"),  but  it  has  no  plans  to  reach  out  to 


the  rest  of  the  world.  It  cites  concern 
about  security  and  spam.  As  for  interop 
erability,  David  Gang,  an  AOL  marketin 
vice  president,  says:  "I  don't  think  it's  a 
important  thing  for  us  to  do." 

Plenty  of  customers  would  disagrei 
IM  technology  could  let  employees  safe) 
and  easily  converse  on  the  fly  with  suppi 
ers,  customers  and  colleagues.  Corporal 
versions  of  popular  consumer  IM  sofl 


Insurers.  Drug  companies.  Hospitals.  Physicians.  Lawmakers. 
Employers.  Consumers.  We  all  need  to  work  together  to  keep 
healthcare  affordable.  And  right  now,  the  BlueCross  BlueShield 
system  is  leading  the  way. 

We're  funding  research  to  uncover  the  real  drivers  of  healthcare 
costs  and  we'll  share  what  we  learn.  We've  teamed  up  with  the 
Washington  Business  Group  on  Health  to  launch  the  Institute  for 
Health  Care  Costs  and  Solutions.  We're  working  with  others  to 
support  legislation  so  that  safe,  effective,  lower-cost  generic  drugs 
get  to  market  when  they  should. 

Because  the  Blues  collectively  insure  one  out  of  four  Americans, 
we  know  the  size  of  the  challenge.  And  we  know  that  together,  all  of 
us  can  keep  healthcare  affordable. 


BlueCross  BlueShield 
Association 

An  Association  of  Independent 
Blue  Cross  and  Blue  Shield  Pliuis 


To  receive  a  copy  of  our  research  on  the  drivers  of  healthcare  costs  log  onto  www.bcbs.com. 
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www.omegawatches.com 


James 
Bonds  Choice 

Bond.  James  Bond.  This  typically  suave 
greeting  by  everybody's  favorite  secret  agent  is 
arguably  one  of  the  most  easily  recognized 
lines  in  cinematographic  history.  Omega  has 
built  up  a  lasting  (and  life-saving)  relationship 
with  secret  agent  007  and  is  proud  to  be  Bond's 
choice  once  again  in  "Die  Another  Day". 


OMEGA 


Macy's 

Union  Square  San  Francisco,  CA 


INSTANT  MESSAGING 


ware  let  employees  send  instant  messages 
safely  from  behind  company  firewalls, 
handle  archiving  and  screen  for  content. 
Consultancy  IDC  says  80  million  office 
workers  are  currently  using  IM. 

But  most  companies  are  waiting  for 
compatibility.  Leighton  Delvaille,  a  net- 
work administrator  for  Miami-based 
wholesaler  Southern  Wines  &  Spirits,  says 
he  would  like  a  corporate  product  but 
can't  decide  whom  to  go  with  because  of 
the  interoperability  issues.  Only  30%  of 
200  firms  surveyed  recently  bought  corpo- 
rate IM  software,  says  Osterman  Research. 

"Right  now  there  is  a  reluctance  on 
the  part  of  a  lot  of  people,  both  con- 
sumers and  in  business,  to  use  instant 
messaging  because  they  don't  want  to  get 
caught  in  this  closed-community  conun- 
drum. 'Vnd  as  they  wait,  it  holds  the  mar- 
ket up,"  says  Robert  Balgley,  chief  of  Den- 

122      F    O    K    1!    i:    S   ■    November  25, 2002 


ver-based  Jabber,  a  small  IM 
company  making  a  run  at 
the  corporate  market. 

Jabber  aims  to  solve  the  interoperabil- 
ity problem.  Its  consumer  IM  software  can 
let  any  user  chat  with  most  any  other  by 
"spoofing,"  disguising  instant  messages  as 
native  to  the  recipient's  system.  It  doesn't 
link  up,  though,  with  users  at  AOL,  which 
expressly  blocks  out  spoofers.  Balgley  says 
he  spent  nine  months  in  talks  to  partner 
up  on  AOL's  corporate  product,  but  "they 

"A  lot  of  people  don't 
want  to  get  caught  in 
a  closed-community 
conundrum." 


Equal  parts  inspiration 
and  frustration:  Jabber 
Chief  Robert  Balgley. 


made  it  very  clear  that  v 
would  have  to"  neutrali; 
Jabber's  ability  to  talk  1 
competitive  systems.  AC 
won't  comment,  but  says  i 
corporate  messenger  (wii 
FaceTime  as  a  partner)  w) 
be  available  soon.  And  n 
it  won't  work  with  mo 
rival  schemes. 

Last  year  Jabber  he 
$1.3  million  in  revenu 
and  sales  should  more  th<i 
double  this  year.  Cu 
tomers  include  Hewlet 
Packard,  Lehman  Brothe, 
and  Dresdner  Kleinwoi 
Wasserstein.  Jabber's  con 
petition  in  the  corpora 
market  includes  AOL  an 
IBM's  Lotus  divisiof 
Yahoo  and  Microsoft  pk 
corporate  products  fi 
2003.  In  their  shadow  a 
upstarts  such  as  FaceTim 
Divine  and  Omnipod. 

BellSouth  uses  Jabber  f 
its  1 .5  million  Internet  cu 
tomers.  Although  it  cou 
make  its  messenger  intero 
erable  across  the  board, 
has  yet  to  do  so,  using  tj 
same  logic  as  the  rest:  I' 
not  going  to  open  up  un 
the  other  guys  do.  "It's  as 
three  countries  who  nev 
had  anything  to  do  wi 
each  other  suddenly  get  together  and  s 
'Let's  work  out  the  sticky  issues.'  It's  goii 
to  take  time,"  says  Dale  Malik,  BellSoutt 
Internet  services  director. 

Seven  financial  titans,  including  U 
Warburg,  Lehman  Brothers  and  Merr 
Lynch,  formed  a  group  in  August  to  spe 
up  the  process  of  hammering  out  sta 
dards.  They  need  to  meet  the  SEC  ma 
date  that  all  electronic  communicati( 
must  be  stored  on  a  central  server.  "\ 
would  like  a  standard  to  be  chosi 
quickly,"  says  UBS'  Ursula  Mills,  tl 
group's  cochairman. 

"The  new  battleground  will  take  pla 
in  the  corporate  world,"  says  Jabber's  B; 
gley.  One  scenario:  Microsoft  adds  IM  to 
next  version  of  Windows — game  over. 


Introducing 
KPMG  Consulting's  New  Name 

AND 

Era  Of  Empowerment. 


We  have  done  more  than  just  change 
our  name.  We  have  chartered  a  new 
beginning.  An  era  of  empowerment. 
Which  positions  BearingPoint — formerly 
KPMG  Consulting — ready  to  assume  the 
lead  as  the  world's  most  influential  and 
respected  business  advisor  and  systems 
integrator.  But  while  we  have  changed 


our  name  to  BearingPoint,  what  we  have 
not  changed  is  our  mindset — the  desire  to 
get  it  done.  And  get  it  done  right.  Our 
goal  is  to  be  on  everyone's  list.  At  the  top, 
of  course.  We  will  accomplish  that  goal 
the  same  way  we  have  operated  for  over 
1 00  years.  One  on  one.  With  practical 
know-how.  With  passion.  Delivering  to 


BearinQPoint 

1^.-/  formerly  KPMG  Consulting 


Formerly  KPMG  Consulting 

Business  and  Systems  Aligned.  Business  Empowered." 


our  present  and  future  clients  more  than 
just  consulting.  By  helping  our  clients 
align  their  business  and  systems  to  achieve 
their  desired  goals.  Providing  the  right 
information  to  empower  their  business. 
Because  the  right  information  brings 
knowledge.  And  knowledge  is  power. 
Sharing  it  is  empowerment. 
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EDUCATION 


The  Story  They 

All  Got 


Wrong 


Contrary  to  what  you  were  authoritatively  told 
by  the  media,  our  government  has  no  evidence 
that  increased  education  will  raise  incomes. 

BY  DAN  SELIGMAN 


LAST  JULY  THE  U.S.  CENSUS 
Bureau  sent  out  a  press  release 
that  appears  to  have  been 
totally  misunderstood  by  the 
journalists  of  America.  With,  I 
hasten  to  add,  some  excep- 
tions. Or  at  least  one.  The 
release  started  off  proclaiming  that  a  new 
Census  study  showed  a  "big  payoff'  from 
education  and  then  proceeded  to  particu- 
larize. It  said  that  characters  who  hadn't 
made  it  through  high  school  were  earning, 
on  average,  only  $18,900  a  year  in  the 
late  1990s. 

Meanwhile,  those  who  had  graduated 
from  high  school  averaged  $25,900,  col- 
lege graduates  averaged  $45,400,  and 
acquirers  of  professional  degrees  aver- 
aged $99,300,  which  is  possibly  why  you 
keep  seeing  parchment  on  the  wall  when 
you  visit  a  doctor.  Converting  the  annual 
figures  to  lifetime  earnings  (assumed  to 
accrue  between  ages  25  and  64),  the  Cen- 
sus Bureau  observed  that  the  college 
graduate  outearned  the  high-school 
graduate  by  $2.1  million  to  $1.2  million, 
while  the  professional  person  was  up  to 
$4.4  million. 

Springing  for  the  bait,  newspapers 
from  coast  to  coast  trumpeted  that  the 
country  would  be  better  off  with  more 
education.  According  to  the  lead  in  the 
Seattle  Post- Intelligencer  story,  "New  gov- 
ernment data  support  what  your  parents 
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BearingPoint  On 
Business  Empowered. 


In  today's  business  world, 
you  deserve  more  than  just 
consulting.  You  need  your 
business  to  be  empowered  with  the 
right  information.  You  also  need  a 
business  partner  that  will  help  you 
to  align  your  business  and  systems  to 
your  desired  goals.  At  BearingPoint — 


formerly  KPMG  Consulting — 
it's  our  culture  to  deliver  the  right 
solutions  for  our  clients'  businesses. 
It's  the  same  way  we  have  operated 
for  over   100  years.   By  providing 


our  clients  access  to  the 
right  knowledge  and  infor- 
mation that  empowers  their 
employees  to  effectively  run  their 
business  systems.  Because  the  right 
information  brings  knowledge.  And 
knowledge  is  power.  Sharing  it  is 
empowerment. 


BearingPoint 


Formerly  KPMG  Consulting 
Business  and  Systems  Aligned.  Business  Empowered." 
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EDUCATION 


have  told  you  all  along  about  staying  in 
school:  A  good  education  does  pay  off." 
An  editorial  in  the  Portland  Press  Herald 
lamented,  in  a  sentence  that  speaks  for 
itself:  "In  Maine,  ours  is  not  a  weU-edu- 
cated  work  force."  The  editorial  then 
went  on  to  argue  that  the  Census  data 
show  the  need  for  more  community  col- 
leges. The  Washington  Post  reporter 
started  off  with  the  thought  that  educa- 
tion has  become  the  "ticket  to  upward 
mobQity  for  everyone,"  and  later  quoted 
the  coauthor  of  the  Census  report,  Jen- 
nifer Cheeseman  Day,  on  its  "bottom-line 
message"  about  education:  "It  pays  off  for 
everybody — men,  women,  whites,  blacks, 
Hispanics." 

Is  it  really  clear  that  the  country  needs 
more  education?  And  that  society  would 
benefit  if  everybody  got  more?  It  is  cer- 
tainly possible  to  identify  individuals  not 
now  going  to  college  who  would  benefit 
if  they  did  go.  But  it  seems  even  easier  to 
identify  young  persons  who  are  in  college 
and  shouldn't  be  there.  The  enormous 
number  of  college  students  instantly 
needing  remedial  help  when  they  show 
up  on  campus  surely  carries  a  message. 
The  National  Center  for  Education  Statis- 
tics tells  us  that  35.5%  of  first-  and  sec- 
ond-year undergraduates  report  having 
taken  remedial  courses — most  often  in 
math  but  also  in  reading,  writing  and, 
getting  to  the  truly  clueless,  "study  skills" 
(taught  to  17.4%  of  those  in  remedial 
programs). 

The  biggest  cliche  in  statistics  is  that 
correlation  is  not  causation — that  just 
because  there's  a  persistent  association 
between  two  sets  of  data,  we  may  not 
conclude  that  one  of  the  events  being 
measured  is  causing  the  other  event.  It 
would  be  very  hard  to  find  any  serious 


Education  =  More  Pay.  Or  Does  It? 

College  enrolments  are  still  trending  upward,  and 
more  education  is  plainly  correlated  with  higher 
earnings.  But  remember:  Correlation  is  not  causation. 
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Professional  degree  (e.g.,  doctors,  lawyers) 


Doctoral  degree 


$97 


Master's  Degree 


$67  1 


Bachelor's  degree 


$58  i 
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Associate's  degree 
$421 


Some  college 


$40  1 


High  school  graduate 

Not  high  school  graduate 
$25  i 


Average  annual  earnings 
for  1997-99  of  full-time 
workers  having  various 
amounts  of  education 
(in  2002  dollars). 

Source:  U.S.  Census  Bureau. 


possibility  that  the  correlation  exists 
mainly  because  smart  people  tend  to 
want  more  education,  and  smart  peo- 
ple are  what  employers  keep  looking  for: 
workers  who  catch  on  fast,  are  easy  to 
train,  and  don't  screw  up.  Many 
employers  have  used  college  degrees  as  a 


can  do  it  in  12  minutes 
which  is  the  time  it  takes  t< 
administer  the  Wonderlii 
Personnel  Test.  This  is  no\ 
given  some  2.5  millioi 
times  a  year  to  job  appli 
cants  in  tens  of  thousand 
of  companies,  not  to  men 
tion  the  National  Footbai 
League,  which  gives  th 
test  to  almost  every  rookit 
(A  report  on  the  test  oi 
CBS  SportsLine  tells  us  thai 
offensive  tackles  are  th 
smartest  guys  on  the  field, 
Census  Bureau  scho. 
ars  are  probably  too  intelli 
gent  to  confuse  correlatioi] 
with  causation.  And  yet 
study  in  question  seems  t 
say  quite  clearly  that  rai 
ing  educational  attainmen 
causes  incomes  to  rise 
"People  decide  to  go  t 
college  for  many  reasons 
One  of  the  most  co 
pelling  is  the  expectatio 
of  future  economic  succes 
based  on  education 
attainment." 

So  I  called  up  Jennife 
Day,  the  report's  coautho 
and  asked  a  simple  que 
tion:  "Is  the  payoff  fror 
education  or  from  th 
ability  level  that  is  corre 

lated  with  the  amount  of  education? 

Crisp  answer:  "Obviously,  we  can't  de 

cipher  that." 

Next  question:  "What  about  th 

proposition  that  the  work  force  no^ 

probably  has  as  much  education  as  it  ca 

use?"  Answer:  "I  don't  know." 
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^rkets  are  sophisticated  at  sniffing  out  mental  ability 


journalist  who  hasn't  heard  that  sensible 
thought  all  his  working  hfe.  Yet  here  we 
are  looking  at  legions  of  reporters  tak- 
ing it  for  granted  that  the  correlation 
between  level  of  educational  attainment 
and  level  of  income  is  clear  and  obvious 
cause-and-effect. 

They  are  ignoring — just  as  the  Cen- 
sus Bureau  is  ignoring — the  powerful 
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proxy  for  intelligence.  But  if  not-so- 
smart  people  try  to  get  in  on  the  high- 
income  game  by,  say,  going  to  college 
instead  of  grabbing  a  job  at  age  18,  they 
will  ultimately  find  it  doesn't  pay.  The 
labor  markets  are  quite  sophisticated 
at  sniffing  out  true  mental-ability 
levels. 

Employers  not  bashful  about  testing 


Final  question:  "Are  there  any  Censi 
studies  that  have  tried  to  relate  not  edi 
cation  but  ability  levels  to  earnings — abi 
ity  levels  as  measured  by,  say,  IQ?"  Una; 
tonishing  answer:  "Census  doesn't  reall 
get  into  IQ." 

Question  for  the  mighty  America 
media:  When  do  you  start  runnin 
corrections?  I 


Liquid  crystal  television 
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Introducing  Aquos,  inspiring  flat-panel,  liquid  crystal  television.  Crystal-clear  innage  quality.  Outstanding 
brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 


be  sharp 


Why  Not?  By  Ian  Ayres  and  Barry  Nalebuff 


The  Virtues  of  a  Virtual  Strike 


UNTIL  THE  PRESIDENT  STEPPED  IN  ON  OCT.  8  WITH 
Taft-Hartley,  the  ten-day  dockworker  lockout  was  dis- 
rupting the  rest  of  the  economy  to  the  tune  of  more 
than  $10  billion.  Yet,  a  central  component  of  the  con- 
flict was  400  union  jobs,  with  all  of  $20  million  a  year 
in  potential  savings  at  stake.  The  collateral  damage  was  500 
times  larger  than  the  amounts  that  the  managers  were  looking 
to  save.  And  the  conflict  might  well  reemerge  when  the  80-day 
cooling-off  period  ends.  What  a  gigantic  waste. 

It  turns  out  that  for  more  than  50  years  there  has  been  a 
clever  idea  to  virtually  eliminate  all  of  the  waste  of  strikes  and 
lockouts  without  altering  the  relative  bargaining  power  of  labor 
and  management.  Instead  of  a  traditional  strike,  why  not  have  a 
virtual  strike  (or  virtual  lockout)  in  which  the  workers  keep 
working  as  usual  and  the  firm  keeps  producing  as  usual,  but 
neither  side  gets  paid? 

Workers  lose  their  wages  and  an  employer  loses  its  profits 
during  a  strike.  So  during  a  virtual  strike  the  workers  would 
work  for  nothing  and  the  employer  would  give  up  its  revenues. 
That  money  could  go  to  Uncle  Sam  or  a  charity.  Or  the  product 
could  be  free  so  that  the  revenues  would  be  given  to  customers. 

Think  of  it.  During  a  virtual  strike  there  is  no  disruption  to 
the  rest  of  the  economy.  The  UPS  consumer  is  not  left  stranded 
without  service.  Management  and  labor  certainly  feel  the  pain 
and  thus  have  an  incentive  to  settle,  but  the  government  or 
charities  or  customers  get  a  windfall. 

The  virtual  strike  is  not  just  a  wOd  idea  waiting  to  be  tested; 
it's  an  idea  that  has  already  worked.  During  World  War  II  the 
Navy  used  a  virtual  strike  to  settle  a  labor  dispute  at  the  Jenkins 
Brothers  valve  plant  in  Bridgeport,  Conn.  A  virtual  strike 
arrangement  was  also  used  in  a  1960  Miami  bus  strike.  Here, 
the  customers  got  a  free  ride,  literally. 

In  1999  Meridiana  Airline's  pilots  and  flight  attendants 
staged  Italy's  first  virtual  strike.  The  employees  worked  as  usual 
but  without  being  paid,  while  Meridiana 
donated  the  receipts  from  its  flights  to  chari- 
ties. The  virtual  strike  worked  to  perfection. 
The  flights  that  were  virtually  struck  were  not 
disrupted.  Other  Italian  transport  strikes  have 
followed  the  Meridiana  lead.  In  2000  Italy's 
Transport  Union  forfeited  $50,000  from  a  vir- 
tual strike  carried  out  by  300  of  its  pilots.  The 
virtual  pilots'  strike  provided  a  public  rela- 
tions opportunity,  since  the  strike  payments 
were  used  to  buy  a  fancy  medical  device  for  a 


children's  hospital.  Instead  o 
destroying  consumer  demanr 
as  in  the  NBA  lockout,  the  vir 
tual  strike  windfall  provides  ai 
opportunity  to  increase  th 
brand's  reputation. 

Somewhat  perversely,  thJ 
public  relations  benefit  of  viri] 
tual  strikes  may  make  then 
harder  to  implement.  Indeed,  j 
strike  is  often  designed  t< 
inconvenience  consumers  S(| 
that  they  put  pressure  on  management  to  settle.  Thus,  asking  ai 
employer  to  forfeit  its  profits  may  not  replicate  the  true  costs  o 
a  traditional  strike.  It  is  notable  that  in  all  four  historical  exam 
pies,  management  agreed  to  forfeit  more  than  its  profits — an 
instead  forfeited  its  entire  gross  revenue  on  all  sales  during  th 
duration  of  the  strike. 

Why  would  workers  ever  agree  to  work  for  nothing?  For  th 
same  reason  that  workers  are  willing  to  strike  now — to  impos 
pain  on  management.  Indeed,  during  a  virtual  strike,  we  migh 
expect  to  see  labor  work  harder  because  every  additional  sal 
represents  additional  pain  to  the  manufacturer,  who  has  to  for 
feit  the  entire  revenue  on  the  sale. 

The  government  is  in  a  perfect  position  to  influence  the  twi 
sides  to  go  virtual.  And  since  the  government  could  be  th 
recipient  of  the  strike  payments  when  virtual  strikes  did  occu 
who  knows,  the  government  might  even  make  money.  Indeec 
rather  than  wait  untO  the  strike  is  real,  labor  and  managemen 
might  agree  in  advance  to  employ  a  virtual  strike  in  the  ever 
their  next  contract  negotiations  fail.  The  potential  gains  fror 
eliminating  the  inefficiency  of  traditional  strikes  and  lockout 
justify  government  efforts  to  experiment  with  this  kind  of  con 
flict  resolution.  I 
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Smorgasbord  of  Your  Ideas 

»-  Stop  Rubbernecking — Braxton  McKee:  Put  up  a  big  portable  blocking  screen 
across  the  highway  divider  when  there  has  been  a  wreck  so  that  people  on  the 
other  side  can't  see  the  accident.  Putting  ads  on  the  screen  would  help  pay  for  it 
and  ensure  that  no  one  looks  at  it. 

Forbes  400  list — Raphael  Meyers:  Include  lifetime  charitable  contributions  in 
tallying  up  net  worth.  This  would  elevate  givers'  positions  in  your  list.  Value  of 
wealth  docs  not  diminish  when  it  is  put  to  good  use. 

>  Military  Service — -Aaron  Scott:  Allow  people  whose  weight  and  age  do  not  fall 
within  military  guidelines  an  opportunity  to  serve  their  nation  in  a  noncombat 
role.  Wouldn't  it  be  best  to  have  a  first-class  computer  programmer  in  the 
Army — even  if  he  is,  say,  43  years  old  and  45  pounds  overweight? 


128     F    O    R    B    E    S   •    November  25,  .002 


Life  is  too  short  to  worry  about  your  insurance. 
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<  CHUBB  COMMERCIAL  INSURANCE 


<  CHUBB  SPECIALTY  INSURANCE 


<  CHUBB  PERSONAL  INSURANCE 


h  magazine  called  Chubb  "the  gold  standard  for  property-casualty 
ranee....  Chubb's  best  feature  is  a  three-decade  history  of  swiftly 
ng  claims  that  other  companies  might  balk  at." 
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covi-JKe  15  subiecl  to  the  language  ol  the  policies  as  issued.  Chubb.  Box  1615,  Warren,  NJ   07061  1615 


For  more  Information,  consult  your  independent 
agent,  or  visit  us  at  www.chubb.com  and  click  on 
"Find  an  agent." 
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The  Dual  Bottom  Line 


is  it  possible 
to  invest  in 
low-income  areas 
and  create  jobs— 
and  make  money?; 

BY  ELIZABETH  CORCORAN 


AT  6  A.M.  EVERY  MONDj'] 
the  sewing  machinf 
begin  buzzing  at  Timbul 
Designs  in  San  Francisco's  Mi 
sion  District.  A  dozen  wome 
most  of  them  Chinese  immi 
grants,  sew  colorful  strips  i 
canvas  together  and  add  sna] 
and  shoulder  straps.  Togetb 
they  create  custom-desigm 
totes  that  Timbuk2  calls  "bil 
messenger"  bags.  By  each  Frid; 
the  crew  of  25  workers  will  ha' 
finished  a  total  of  400  bags. 

Timbuk2  is  a  13-year-o 
company  with  more  than  $3 
million  in  sales,  way  too  mui 
dane  to  catch  the  attention  of  S 
icon  Valley's  venture  capitalis 
So  when  it  needed  financing  tv 
years  ago,  it  turned  to  Silicon  V< 
ley  Community  Ventures,  a  fui 
with  a  twist.  It  initially  invest 
$250,000  in  the  company  foi 
2.5%  stake — with  the  unde 
standing  that  it  would  pay  a  "li 
ing  wage"  of  at  least  $  11  an  ho 
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Jobs  and  Money 

Silicon  Valley  Community  Ventures  takes 
stakes  in  companies  that  are  creating  jobs  in 
low-income  neighborhoods. 


Money  raised  for  SVCV 
investment  funds.  Target:  $25  million. 


Amount  of  total 
estments  so  far  in  ten  companii 


lion.  J 


Average  hourly  wage  paid  to 
workers  in  SVCV's  companies. 

Source;  Silicon  Valley  Community  Ventures. 


to  workers  and  develop  a  pay  incentive 
program  that  rewarded  them  for  learn- 
ing new  skills.  It  later  increased  its  own- 
ership stake  to  more  than  10%. 

SVCV  is  one  of  about  60  funds 
nationwide  that  practice  a  kind  of 
"good  works"  investing.  They  take 
equity  stakes  in  companies  that  are 
improving  a  low-income  community 
by  offering  jobs,  often  with  benefits  and 
training.  These  investors  believe  the  dis- 
cipline of  trying  to  make  a  profit  is  often 
the  best  approach  to  charity.  Like  any 
investor,  they  look  for  viable  businesses 
and  corresponding  financial  rewards. 

These  funds  manage  $460  million  in 
assets,  according  to  New  York  City-based  Community  Develop- 
ment Venture  Capital  Alliance.  Most  are  less  than  five  years  old 
and  have  yet  to  fully  cash  out.  One  of  the  earliest  such  efforts 
may  establish  the  gold  standard.  Northeast  Ventures  in  Duluth, 
Minn,  is  in  the  final  leg  of  a  12-year  $15  million  fund.  The  crown 
jewel  of  those  investments  has  been  a  software  company,  Sinex 
Aviation.  Selling  out  that  single  investment  is  expected  to  recoup 
the  original  investment,  says  Nick  Smith,  founder  of  Northeast 
Ventures,  and  enable  the  fund  to  post  an  annual  return  between 
12%  and  15%. 

SVCV  was  started  in  1998  by  John  (Bud)  Colligan  of  Accel 
Partners  in  Palo  Alto,  Calif.  "We  wanted  to  test  the  idea  of 
whether  capital,  knowledgeable  people  and  experience  could 
kick-start  businesses  in  low-income  communities,"  he  says. 

"We  wanted  to  have  a  business 
model  like  DelPs,  but  potential 
funders  just  looked  at  me 
like  T  had  three  heads/' 


SVCV  created  a  network  of  67  free  business  advisers  from 
companies  including  Microsoft,  Spectra-Physics  and  Liquid 
Engines,  who  spend  five  to  ten  hours  a  month  coaching  small  and 
promising  companies  in  low-income  neighborhoods.  Then,  after 
working  with  a  company  for  several  months,  SVCV  may  invest. 

The  first  ftmd  for  SVCV  was  raised  in  2000,  and  it  hit  $6.25  mil- 
lion with  contributions  from  investors  like  the  Rockefeller  Foun- 
dation and  Wells  Fargo  &  Co.  Its  second  fiond,  which  includes  $10 
million  fi-om  California  Public  Employees'  Retirement  System, 
hopes  to  reach  $25  million  by  ne>ct  spring.  SVCV  has  taken  stakes 
ranging  from  single  digits  to  20%  in  ten  firms.  Its  early  investments 
tended  to  be  small,  but  it  plans  to  make  investments  of  up  to  $1  mil- 
lion in  the  future.  So  far  the  funding  supports  companies  that  em- 
ploy 560  people,  which  pay  an  average  of  $1 1  an  hour  plus  benefits. 

SVCV  became  Timbuki'.s  first  outside  investor.  The  company 
was  started  in  1989  by  Robert  Honeycutt,  now  43,  who  worked  as 


a  bike  messenger  in  San  Francisco  f( 
three  years  imtil  he  decided  there  had 
be  a  safer  way  to  make  a  buck.  He  boug 
a  sewing  machine  and  designed  a  carr 
ing  bag  that  suited  his  colleagues.  Hoi 
eycutt  sewed  the  first  bags  himself  ar 
sold  them  wholesale.  He  began  hirin 
and  the  business  grew  in  spurts:  10%  oi 
year,  70%  another. 

Thinking     bigger,     Honeycu 

wanted  to  create  an  online  buyir 

process  and  started  looking  for  fiim 

ing  to  buy  computers  and  such. 

wanted  to  have  a  business  model  lil 

Dell's,  but  potential  funders  ju 

looked  at  me  like  I  had  three  heads 

recalls  Jordan  Reiss,  Timbuk2's  former  vice  president.  Tht 

he  remembered  hearing  about  SVCV  while  at  Stanford  Bus 

ness  School.  With  the  funding,  Timbuk2  hired  15  people 

create  a  Web  site  and  bulk  up  its  production  muscle.  The  W 

site  came  to  the  company's  rescue  as  the  economy  took 

downturn.  It  began  to  generate  sales  in  October  2000,  and  no 

produces  nearly  half  of  TimbukZ's  revenues. 

Even  do-gooders  get  hurt  in  a  downturn.  Six  of  SVCV's  ti 
portfolio  companies  had  layoffs.  One  closed  shop  altogether.  A 
other  filed  for  bankruptcy,  emerging  as  a  nonprofit.  A  year  ai 
SVCV  hoped  it  would  provide  a  15%  annual  return  by  the  tir 
portfolio  companies  cashed  out,  about  five  years  after  receivi] 
an  equity  boost.  Now  Penelope  Douglas,  SVCV's  president,  rec 
ons  the  return  will  be  closer  to  10%.  An  unexpected  challenj 

Colligan  says,  has  been  finding  i 
vestors  that  will  provide  follow-u 
round  funding. 

SVCV  has  yet  to  cash  out  any  inve 
ments  via  a  public  offering  or,  mc 
likely,  through  a  sale  to  a  bigger  cot 
pany.  Cashing  out,  when  it  happei 
could  be  wrenching.  Because  SVCV  wai 
- —  to  promote  local  employment,  porti 

lio  companies  would  be  reluctant  to  sell  out  to  a  larger  firm  tl 
would  change  the  employment  practices.  Some  companies  ha 
clauses  in  their  financing  agreements  that  promise  to  give  the  ra 
and  file  a  portion  of  any  windfall  from  a  sale  followed  by  layol 
Timbuk2  has  been  lucky.  In  late  September  the  company  closed 
almost  $3  million  round  of  financing  led  by  SVCV  that  includec 
major  new  private  investor,  a  former  Cisco  executive  named  Me 
Dwight.  In  the  process,  Dwight  became  Timbuk2's  chief  executi 
As  a  native  of  Silicon  Valley,  Dwight  is  a  fan  of  sharing  the  rewai 
of  a  successfiil  company  with  all  of  its  employees. 

At  Northeast  Ventures,  Smith  is  proud  of  helping  to  sp 
entrepreneurship  in  what  have  been  longtime  mining  comm 
nities.  But  he  cautions  against  getting  too  sentimental  abc 
jobs.  "I've  seen  too  much  money  thrown  away  when  peo| 
were  focusing  on  employment  while  the  business  was  going 
hell."  In  the  end,  it's  still  about  the  bottom  line. 
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CREATIVITY 
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Supply  chain  management  companies  aren't 
known  for  stepping  too  far  outside  ttie  box. 
But  at  Menlo  Worldwide,  we  put  as  much 
emphasis  on  innovation  as  on  reach  and 
reliability.  By  combining  the  most  inventive 
minds  in  the  business  with  leading  technology, 
global  capabilities  and  operational  excellence, 
we're  helping  companies  find  more  intelligent 
ways  to  source  supplies,  manage  inventories 
and  distribute  products  around  the  world. 
We  call  it  perpetual  innovation:  continually 
creating  new-and  often  unique-opportunities 
to  generate  value  from  our  customers'  supply 
chams.  It  leads  to  things  like  better  visibility, 
decreased  cycle  times  and  lower  overall 
cost.  Find  out  what  a  little  creativity  can 
lead  to  for  you.  Visit  menloworldwide.com. 
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One  secret  to  acquiring  small 
banks,  says  buyout  guy  John  *" 
Eggemeyer,  is  finding  those 
with  lots  of  non-interest-paying 
deposits.  Next  make  sure  they're 
In  growing  areas.  And  then  flip 
them  to  expansion-minded 
major  banks.  "" 


BY  BERNARD  CONDON 


THE  GOLDEN  BOY  HAD  TRIPPED  UP.  AFTER  REACHING 
the  heady  position  of  finance  chief  at  Northwest  Ban- 
corporation  at  35,  John  Eggemeyer  got  ousted  fi-om 
two  later  jobs.  He  joined  Drexel  Burnham  Lambert 
only  to  see  it  collapse  a  short  while  later  in  1990.  Then 
he  discovered  how  to  turn  around  his  career — by  turning 
around  a  shaky  bank.  He  visited  mega-investor  Michael  Price  to 
chat  about  acquiring  United  Postal  at  a  bargain  price.  A  half- 
dozen  investment  firms,  worried  about  the  St.  Louis  bank's  sta- 
bility, had  rejected  its  plan  to  go  public. 

Eggemeyer  convinced  Price  to  provide  the  capital  to  buy 
United  by  arguing  that  its  low-cost  deposits  were  the  basis  for 
big  future  profits  once  the  place  was  restructured.  "I  can  unmask 
the  earnings,"  he  told  Price.  He  did  just  that,  writing  off  bad 
loans  and  then  flipping  United  to  a  larger  bank  in  1994.  In  two 
years  he  turned  a  $34  milHon  investment  by  Price  and  a  few 
other  rich  New  York  investors  into  $204  million. 

The  dapper  Eggemeyer,  now  56,  has  since  pulled  similar 
stunts  with  a  dozen  more  banks  for  his  private  equity  fund,  Cas- 
tle Creek  Capital  Partners,  which  he  says  has  returned  28% 
annually  for  seven  years,  after  fees. 

His  formula:  Find  banks — usually  small  ones — with  at  least 
a  third  of  their  deposits  paying  no  interest.  In  other  words,  those 
focusing  predominantly  on  nearby  small  businesses  with  money 
sitting  in  z.  m-interest  checking  accounts.  Federal  rules  don't 
allow  busint  -■..  s  to  coUect  interest  on  these  demand  deposits.  A 
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billion-dollar  company  is  adept  at  waltzing  around  this  rule; 
less-canny  million-dollar  plumbing  wholesaler  often  is  stuck, 
the  banks  offer  consumer  products  like  certificates  of  deposi 
Eggemeyer  wiU  refuse  to  match  rival  banks'  rates,  so  customei 
will  flee.  Why  pay  all  that  overhead  to  service  a  skiUion  little  cor 
sumer  accoimts  and  pay  all  that  pesky  interest  (now  an  averag 
3.9%  yearly  for  a  five-year  CD)?  At  a  huge  bank  company  lit 
Citigroup,  which  caters  to  the  retail  market  in  addition  to 
global  corporate  clientele,  non-interest-bearing  deposits  mat 
up  just  10%  of  its  total. 

Eggemeyer  also  likes  to  buy  banks  in  towns  with  growin 
populations.  Like  most  buyout  types,  Eggemeyer  keeps  his  e> 
on  the  exit,  and  selling  out  to  a  bigger  bank  is  easier  from 
growing  city.  With  buyout  prices  down  it  makes  sense  to  b 
picky.  In  the  recession-ridden  12  months  ended  June  30,  acquii 
ers  paid  an  average  2.3  times  tangible  book  value  for  sraa 
banks — net  assets  minus  goodwill — versus  a  slightiy  higher  2. 
times  four  years  ago,  according  to  RBC  Dain  Rauscher. 

He  won't  say  what  his  next  likely  targets  are,  but  we've  con 
piled  a  list  of  banks  that  meet  his  criteria  {see  table,  p.  136).  Lit 
Foothill  Independent  Bancorp  in  Glendora,  Calif,  where  tl" 
population  is  booming;  it  pays  no  interest  on  36%  of  deposits 

Eggemeyer  exploits  what  he  characterizes  as  a  state  of  pe 
manent  consolidation  in  the  banking  industry.  There's  no  fe; 
that  the  inventory  of  small  banks  wUl  be  depleted.  New  ones  ai 
founded  all  the  time,  seeking  to  appeal  to  people  fed  up  wil 
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Can  microscopic  innovations 
impact  an  entire  enterprise? 


Inte<  engineers  work  on  a  submicroscopic  scale.  By  innovating  on  this  level,  we  keep  increasing  computer  performance  as  we  lower  costs. 

On  average,  Intel  earns  three 
technology  patents  every  day  of  the 

year.  Which  is  one  reason  why 

corporations  around  the  world  see 

tangible  business  benefits  every 

day  of  the  year.  From  PCs 

to  data  center  servers,  Inter 

processors  keep  increasing 

performance  and  lowering  costs. 

All  because  Intel  has 

innovation  down  to  a  science. 
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high-handed  treatment  from  the  majors.  Since  1999,  636  com- 
mercial banks  with  assets  under  $100  million  were  bought  out 
and  574  were  created. 

Eggemeyer's  takeover  of  United  Postal  set  a  pattern:  Jettison 
all  but  the  most  basic  lending  to  exploit  cheap  deposit  frinding 
fast.  After  selling  United  to  Mercantile  Bancorporation  at  two 
times  tangible  book,  Eggemeyer  got  Price  to  help  him  in  a  $34 
million  recapitalization  of  a  small  business  lender  in  Bridgeport, 
Conn.,  called  Lafayette  American.  Regulators  were  threatening 
to  seize  the  $600  million  (assets)  bank  in  60  days,  but  Eggemeyer 
thought  Lafayette  could  be  resurrected  during  a  time  (1993) 
when  the  New  England  economy  still  was  iffy.  He  wrote  off  bad 
loans,  cut  staff  and  sold  Lafayette  to  a  rival  bank,  tripling  his 
investment  in  two  years  as  the  region  bounced  back. 

"Those  closest  to  an  industry  are  the  last  ones  to  see  the 
trough,"  he  says.  "They  were  discounting  the  bad  loans  as  if  the 
market  wasn't  going  to  recover." 

In  1995  Eggemeyer  raised  $71  million  for  his  Castle  Creek 
fund.  The  fund's  first  deal  was  for  a  controlling  stake  in 
Monarch  Bancorp,  a  one-branch  bank  in  Laguna  Niguel,  Calif 
with  $55  million  in  assets.  In  six  months 
he  had  written  off  or  collected  more  than 
half  of  Monarch's  bad  loans.  He  then  used 
stock  in  the  bank,  renamed  Western  Ban- 
corp, to  buy  five  other  banks  with  similarly 
low-cost  deposits  over  the  next  VA  years. 
After  chasing  out  CD  holders,  he  brought 
Western's  cost  of  funds  down  to  2%;  the 
average  bank  was  paying  3.7%. 

Cheap  funds  are  no  use  if  expenses  are 
too  high.  Small  banks  tend  to  be  ineffi- 
cient. Salaries  and  other  operating 
expenses  eat  up  68%  of  net  revenue  (in  the 
sense  of  revenue  less  interest  expense)  ver- 
sus an  average  53%  at  larger  banks.  So 
Eggemeyer  buys  banks  near  each  other  and  then  hacks  away.  By 
the  time  he  got  through  with  it,  overhead  at  Western  was  50%. 

Western  bought  Santa  Monica  Bank  in  1997  for  a  rich  2.6 
times  tangible  book,  for  instance,  partiy  because  it  had  branches 
near  Western  that  could  be  closed.  It  also  didn't  hurt  that  Egge- 
meyer paid  in  stock,  as  he  does  in  nearly  all  his  deals.  Investors 
had  driven  Western  shares  to  five  times  tangible  book  value, 
expecting  he  would  flip  the  Western  chain  at  an  even 
higher  price. 

One  risk:  Investor  faith  in  Eggemeyer's  ability  to  sell  at  lofty 
prices  can  suddenly  vanish,  along  with  the  high  stock  price  that 
helps  him  do  deals.  In  summer  1998  Western  shares  fell  along 
with  other  bank  shares  as  fund  managers  shifted  into  technology 
stocks,  spooking  former  shareholders  of  the  Bank  of  Los  Ange- 
les who  had  sold  out  to  the  chain  near  its  peak  in  April.  Some 
unloaded  their  Western  stock. 

Fortunately,  the  stock  eventually  recovered,  thanks  in  part  to 
Western's  impressive  2.3%  return  on  assets.  The  stock  was  still 
rising  in  November  of  the  next  year  when  Eggemeyer  sold  $2.7 
billion  (assets)  Western  to  Minneapolis-based  US  Bancorp  for 


$958  million,  or  4.2  times  tangible  book.  Those  Bank  of  Lc 
Angeles  shareholders  who  stayed  around  got  8%  annually.  Egg( 
meyer's  fund,  which  had  put  $45  million  into  Western  over  thrti 
years,  got  $110  million  back,  or  a  50%  compound  annui 
return. 

Not  all  his  deals  have  worked  out.  State  National  Bancshan 
of  Lubbock,  Tex.,  a  privately  held  bank  in  which  Eggemey( 
invested  $37  million  in  1998  for  a  26%  stake,  stumbled  after 
string  of  six  deals  in  two  years.  Eggemeyer  says  he  moved  to 
fast.  Tellers  at  a  branch  outside  Fort  Worth  were  still  using  J 
ledger  book  to  record  deposits,  for  instance,  and  so  couldn't  ea 
ily  adjust  to  their  new  computers. 

The  problems  at  State  National  is  one  reason  Eggemeyer 
Castle  Creek  Capital  Partners  II,  a  second  fund  started  in  1998, 
returning  about  half  as  much  as  his  first.  (We're  taking  his  woi 
for  the  results;  these  private  equity  funds  do  not  file  financia 
with  the  Securities  &  Exchange  Commission.)  Both  funds  a 
closed  to  new  investors. 

He  has  had  better  luck  with  First  Community,  his  late 
chain.  Its  origins  lay  in  a  1995  investment  in  Rancho  Santa  1 


These  fit  Eggemeyer's  target  profile,  paying  no  interest  on  a  third  of  deposits. 
Acquirers  likely  would  cut  the  high  overhead.  Small  bank  average:  68%  of  net  revenue 


Recent 

Price/ 
tangible 

Efficiency 

Noninterest  deposits/ 

price 

book 

ratio^ 

total  deposits 

First  Regional  Bancorp 

$11.31 

1.2 

78% 

32% 

Foothill  Independent  Bancorp 

20.68 

2.0 

64 

36 

Nara  Bancorp 

18.65 

1.6 

66 

34 

Temecuia  Valley  Bancorp 

11.75 

2.6 

74 

31 

Witshire  State  Bank 

12.33 

1.7 

50 

31 

Operating  expense  as  a  percent  of  revenue  less  interest  expense.  Souices:  RBC  Dain  Rauscher,  FDIC  call  reports. 


National,  a  California  bank  hobbled  by  bad  real  estate  loar 
Eggemeyer  bought  a  47%  stake  for  $4  miUion,  then  got  the  fou 
branch  chain  to  cut  overhead  and  build  up  a  portfolio  of  sma 
business  loans.  He  then  had  Rancho  buy  another  bank  near! 
took  them  public  as  First  Community  in  June  2000  and  p 
Western's  chief  Matthew  Wagner  in  charge.  Next  addition  w 
Professional  Bancorp,  a  lender  to  the  medical  community  wi 
nonperforming  loans  equal  to  a  scary  10%  of  assets.  But  Egg 
meyer  couldn't  resist:  46%  of  its  deposits  were  non-interej 
bearing.  He  paid  1.1  times  book  in  January  2001. 

Since  then  First  Community  has  bought  another  six  banl 
increasing  its  assets  fivefold  to  $2.1  billion.  The  cost  of  funds 
0.9%  now,  versus  an  average  2.2%  for  the  nation's  8,000  cor 
mercial  banks.  But  its  restructuring  still  has  a  ways  to  go:  Retu 
on  assets  is  1.3%;  the  national  average  is  1.4%.  That's  why  Egg 
meyer  plans  to  cut  overhead  from  67%  of  net  revenue  to  1( 
than  50%. 

Eggemeyer  is  in  no  rush  to  sell.  In  the  meantime  investc 
are  doing  fine:  Since  First  Community  shares  were  first  offer 
to  the  public  two  years  ago,  they've  doubled  to  $30. 
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Understanding 
your  investments 
is  mind-boggling. 


Oh  wait,  no  it's  not. 

;set  Scan'"  A  powerful  new  tool  to  help  make  the  most  of  your  portfolio  returns. 
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Asset  Scan  gives  your  Morgan  Stanley  Financial  Advisor  a  comprehensive  analysis  of 

your  portfolio  in  one  sinnple  report.  It  will  help  you  understand  what  you  own.  What  you  need. 

What  you  don't.  What  to  do.  And  how  we  can  help  you  use  all  this  information  to  create  a  well-balanced 

portfolio.  Oh,  and  one  more  thing:  Asset  Scan  is  free.  How  can  Asset  Scan  help  you?  Call  your 

Morgan  Stanley  Financial  Advisor  or  call  1-8M0RGAN-N0W  or  visit  morganstanley.com  today. 


MorganStanley 

One  client  at  a  time. 


information  is  illustrative  and  does  not  represent  any  actual  client  account.  Investments  and  services  are  offered  through  Morgan  Stanley 
Incr;  member  SIPC.  Morgan  Stanley,  Asset  Scan  and  One  Client  At  A  Time  are  service  marks  of  Morgan  Stanley  ©  2002  Morgan  Stanley. 
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htiu  Bose  gazes  at  blue  skies  over  Boston  and  dreams  ofmiing  them  with 

tantastic  array  of  wireless  services.  He  is  building  new  radio  receivers  not  out  of  wires  but  in  software — smart  communica- 
rs  that  can  be  programmed  to  transmit  any  sort  of  signal.  Bose's  gear  could  spot  empty  airwaves  and  use  them  to  send  ► 
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crystal-clear  cell  calls  or  blast  data  to  a  laptop  across  town. 

The  technology  to  do  all  of  this  exists,  as  does  the  airspace-^ 
most  of  the  aerial  spectrum  over  Boston  is  essentially  devoid  of 
any  signals.  The  one  thing  Vanu  Bose  lacks  is  the  right  to  use  the 
empty  air.  Over  the  past  century  the  federal  government  has  carved 
up  the  ainvaves  and  given  them  away  to  private  and  special  inter- 
ests ranging  from  television  broadcasters  and  power  utilities  to 
universities  and  the  Catholic  Church.  The  result  is  that  one  of 
America's  most  valuable  natural  resources  sits  paralyzed,  consigned 
to  uses  that  time  and  technology  have  long  since  passed  by.  Old 
technologies  are  swamped  with  excess  airwaves  they  don't  use; 
newer  technologies  gasp  for  airwaves  they  desperately  need;  and 
promising  industries  of  the  future  are  asphyxiated. 

It  is  the  bitter  irony  of  America's  skies:  Open  airwaves  are 
everywhere,  yet  the  people  desperate  to  use  them  cannot. 

Television  broadcasters  have  controlled  a  huge  swath  of  the 
airwaves  (15%  of  the  "prime"  radio  spectrum)  for  more  than  40 
years,  yet  today  that  big  slice  serves  only  1 1  million  U.S.  homes; 
cable  and  satellite  serve  the  other  88%  and  don't  use  any  prime 
spectrum  to  do  it.  Cellular  carriers  are  assigned  only  half  as 
much  prime  space  but  must  serve  137  million  customers.  So 
while  the  vast  majority  of  TV  airwaves  goes  unused,  rampant 


cellular  crowding  causes  blocked,  dropped  and  tinny-soundin, 
calls.  A  huge  band  of  spectrum  doled  out  in  the  1960s  sits  almo:| 
entirely  idle,  used  on  occasion  to  distribute  videos  to  schoo 
and  similar  fare — yet"  is  twice  as  wide  as  the  slice  of  airwav< 
shared  by  20  million  users  of  Wi-Fi,  the  hottest  new  wirele: 
industry.  Other  airwaves  serve  such  arcane  uses  as  the  trackini 
of  caribou,  flying  toy  airplanes  and  accommodating  radio  emir 
sions  from  doughnut  fryers.  For  newcomers  like  Bose,  there  ^ 
nothing. 

"There's  no  incentive  to  build  new,  flexible  equipmer 
because  there  is  no  flexibility  in  the  rules,"  says  Bose,  founder  ( 
upstart  Vanu  Inc.  "It's  an  egregious  waste."  Kevin  Negus, 
member  of  the  Tri-County  Telephone  cooperative  in  Basii^ 
Wyo.,  who  wants  to  use  new  "cognitive  radios"  to  shoot  faij 
Internet  access  to  his  neighbors'  ranches,  adds:  "The  spectrum  i 
completely,  overwhelmingly,  unbeHevably  underutilized.  Yet  it  i| 
illegal  for  us  to  do  the  logical  thing." 

Such  frustration  has  reached  a  boiling  point  in  high  tecl 
as  today's  unprecedented  pace  of  wireless  breakthroughs- 
combined  with  access  to  abundant,  affordable  spectrum-j 
may  offer  the  best  hope  for  reviving  a  devastated  business 
The  promise  of  freer  skies  is  tantalizing.  Intel  just  discovery 


Gasping  for  Airwaves 


ONLY  CERTAIN  RADIO  SIGNALS  HAVE  THE  ABILITY  TO  EASILY  PENETRATE 
walls  and  travel  long  distances  at  low  power— together  these  fre- 
quencies are  comprised  in  a  precious— and  limited— natural  re- 
source known  as  the  prime  radio  spectrum.  The  prime  spectrum  is 
divided  up  between  FM  radio,  TV,  cell  phones,  radio  telescopes  and 
dozens  of  other  uses.  Yet  most  spectrum  is  empty 
most  of  the  time.  UHF  television  retains  a  fre- 


quency band  big  enough  for  55  channels,  though  few  cities  ha\ 
more  than  a  couple,  and  those  are  rarely  watched.  Meanwhile,  c( 
phones  and  unlicensed  bands  are  packed  to  the  bursting. 

The  prime  spectrum  is  on  the  low  end  of  the  larger  electrc 
magnetic  spectrum.  Higher  frequency  signals  are  also  valuaWi 
but  typically  confined  to  uses  where  signals  travel  in  a  straigh 
unobstructed  line— like  satellite  TV. 
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ow  to  build  entire  radios  in  silicon  chips  and  vows  to  send 
'ireless  communications  costs  plummeting  at  the  same  rate 
^  the  price  of  computing  power.  Other  wireless  technologies 
kith  names  like  "cognitive  radio,"  "ultrawideband,"  "soft- 
kare-defined  radio"  and  "mesh  networks"  show  equally  stun- 
ing  potential  (see  box,  p.  150). 

"Wireless  technologies  only  work  if  they  have  spectrum  to 
jn  on,  but  most  of  the  spectrum  is  empty  most  of  the  time.  It's 
Dsurd,"  says  Dennis  Roberson,  Motorola's  chief  technology 
[fficer.  Intel's  top  technology  officer,  Patrick  Gelsinger,  figures 
•ell  over  90%  of  the  airwaves  go  unused  at  any  time.  "If  any 
tther  natural  resource  was  this  underutilized,  it  would  be  con- 
dered  a  national  travesty,"  he  says. 

America's  paralysis  of  the  airwaves  may,  at  long  last,  be 
iired.  A  new  breed  of  wireless  warriors,  backed  by  powerful 
Jies  in  Silicon  Valley  and  in  the  Bush  Administration,  leads  the 
Ight.  Many  techies  want  to  let  the  free  market — not  federal 
ureaucrats — decide  how  to  use  the  spectrum.  Another  group 
rusades  to  create  more  of  a  public  highway  model,  opening 
uge  swaths  of  "unlicensed"  ainvaves  to  any  and  all  users.  This 
incer  movement  may  finally  pry  spectrum  away  from  the  pow- 
■ful  incumbents  that  grabbed  it,  free  of  charge,  decades  ago. 


"It  seems  to  me  universally  obvious  that  this  current  model 
will  crumble,"  says  FCC  Chairman  Michael  Powell.  "Market 
forces  must  replace  a  laborious  process  of  government  com- 
mand and  control."  At  his  behest,  an  advisory  panel  is  about  to 
issue  a  policy  paper  recommending  an  overhaul  of  the  entire 
antiquated  system  of  regulating  the  airwaves. 

Yet  all  this  incipient  innovation  may  get  snuffed  out  by  a 
government  that  prefers  to  use  the  spectrum's  artificial  scarcity 
to  sell  slivers  of  air  at  mind-boggling  prices.  In  recent  years  com- 
panies— mosdy  cell  phone  carriers— have  bid  over  $30  billion  for 
access  to  a  mere  5%  of  the  prime  spectrum.  It  is  a  policy  suitable 
to  OPEC:  Restrict  output  and  try  to  run  up  the  price. 

Radio  spectrum  may  be  the  most  valuable  natural  resource 
of  the  information  age,  carrying  every  form  of  wireless  commu- 
nication, from  FM  radio  to  television  to  cell  phone  calls  to  Wi-Fi 
to  military  radar  (see  chart  below).  The  prime  portion  consists 
of  the  frequencies  running  from  30  to  3,000  megahertz,  prized 
for  their  ability  to  penetrate  buildings  (which  is  why  radios  and 
cell  phones  work  indoors)  and  transmit  over  long  distances  at 
low  power  (which  lets  batteries  run  longer  and  limits  potentially 
harmful  radiation).  The  "hertz"  in  question  is  a  measure  of  how 
many  times  per  second  a  wave  oscillates.  It  describes  not  only 
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where  to  tune  a  receher  to  capture  the  \va\e  but  how  much 
information-earning  capacity  the  %vave  has. 

FM  radio  runs  from  88  megahertz  to  108  megahertz  (the 
endpoints  on  your  FM  dial),  so  it  takes  up  20  megahertz  of 
band^^•idth,  or  0.6°'6  of  the  prime  spectrum.  Since  radio  waves 
die  out  as  they  tra\el  farther,  the  same  slice  of  spectrum  can  be 
reused  in  different  locations — an  FM  radio  station  at  91.1  mega- 
hertz in  San  Diego  doesn't  interfere  with  the  one  at  91.1  in  San 
Francisco.  Cellular  providers  expand  their  capacity'  by  shrinking 
the  cells  and  using  the  same  frequency  simultaneously  in  differ- 
ent parts  of  town.  The  artificial  spectrum  shortage  is  a  main  rea- 
son 131,000  cell  sites  now  litter  the  country. 

Gugliehno  Marconi  first  used  the  spectrum  to  send  a  radio 
signal  across  the  Atlantic  101  years  ago.  It  astounded  the  \s'orld 
and  in  the  century  that  followed  advances  in  wireless  communi- 
cations consistently  surprised  planners  who  thought  they 
understood  the  best  uses  for  the  ainvaves  and  their  limits. 

The  government  first  got  involved  in  regulating  the  air- 
waves in  1912  after  the  sinking  of  the  T/rrtn/c  raised  fears  that 
congested  airwaves  couldn't  carry  vital  information  in  a  time 
of  crisis.  Congress  responded  with  the  Radio  Act  of  1912, 
requiring  all  broadcasters  to  register  \vith  the  government. 
Thus  began  an  era  in  which  the  airwaves  were  seen  as  a  scarce 
natural  resource  too  important  to  be  entrusted  to  the  free 
market.  Instead,  federal  bureaucrats  would  decide  the  best 


uses  and  hand  out  free  licenses  to  worthy  applicants. 

Chopping  up  and  assigning  the  airwaves  began  in  earnes 
in  1927,  when  broadcasters  successfully  pushed  for  the  creatioi 
of  the  Federal  Radio  Commission,  which  seven  years  late 
became  the  FCC.  The  subsequent  giveaway  amounted  to  th 
biggest  handout 'of  public  assets  since  the  land  grants  to  th 
railroads.  The  railroads  at  least  got  freely  transferrable  land,  st 
that  o\  er  time  there  was  nothing  to  inhibit  the  use  of  the  lam 
for  its  most  profitable  purpose.  Radio  spectrum,  in  contrast,  i 
frozen  in  anachronistic  uses.  "\Vhat  other  system  allocatei 
scarce  resources  this  wa)?  The  So\iet  Union,"  says  Gerald  Paul 
haber,  who  was  the  FCC's  chief  economist  at  the  end  of  th 
Clinton  Administration. 

.Almost  immediately  after  Congress  began  to  license  the  air 
waves,  broadcasting  interests  began  gaming  the  system  to  blod 
competition.  In  the  1920s,  as  the  popularity  of  AM  radio  e.x 
ploded,  incimibents  began  worrying  that  the  government  migh 
expand  the  band  beyond  its  initial  1.07- megahertz  \sidth.  Mor 
spectrum  would  \ield  more  stations  and  choices  for  consumers— 
but  also  produce  more  competition.  So  the  band  was  frozen.  In 
cumbents  have  repeatedly  used  the  FCC  to  delay  or  block  nev 
technologies,  admits  Po%vell.  "Let  me  tell  tou  something  ever\'on 
already  kno\s's:  Companies  don't  like  competition,"  he  sa\-s. 

Cities  began  grabbing  free  spectrum  in  the  late  1920; 
prompted  bv  the  Detroit  police  department's  pioneering  use  c 


THE  SPECTRUM  IS  COMPLETELY.  OVERWHELMINGLY,  UNBELIEVABLY  UNDERUTILIZED. 
IT'S  TERRIBLY  INEFFICIENT  AND  GROSSLY  UNFAIR  TO  RURAL  AMERICA." 
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Can  your  software  help  keep  your  business  up  and  running  no  matter  what? 
Ours  can. 

Your  company's  Infrastructure  is  for  too  important  to  risk.  That's  why  our  full  range  of  business  continuity  solutions  ensures  you're 
able  to  handle  anything.  BrightStor'"  storage  solutions  provide  the  most  comprehensive  data  backup  and  recovery.  eTrusf"  security 
solutions  provide  total  protection  for  your  entire  enterprise,  not  just  pieces.  And  Unicenter  infrastructure  softwore  keeps  your  whole 
business  up  and  running  24x7.  As  your  business  grows  and  becomes  more  complex,  you  need  software  solutions  you  can  rely  on. 
You  may  still  not  know  what's  coming.  But  you  will  know  you're  prepared.  ca.com/continulty 
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A  False  Shortage 

This  snapshot  of  the  upper  half  of 
the  prime  spectrum  shows  two  busy 
cell  phone  bands  (the  "PCS"  bands) 
and  a  highly  congested  unlicensed 
band  (used  by  Wi-Fi).  The  rest  of  the 
spectrum  contains  virtually  no 
detectable  signals. 


radios  to  help  tail  bootleggers  in 
1928.  Today  local  governments  use 
72  megahertz  of  prime  spectrum  for 
police  and  fire  dispatching  and  other 
uses,  but  they  use  it  extremely  poorly. 
Their  analog  radios  are  so  archaic 
they  typically  swallow  at  least  10 
times  more  spectrum  per  call  than  a 
modern  cell  phone  does.  The  public 
networks  are  so  inefficient  that  80% 
of  local  governments  turn  to  the 
crowded  private  airwaves  for  backup. 

Built  to  be  more  reliable,  pubUc 
networks  often  are  just  the  opposite. 
After  the  World  Trade  Center  terror 
attack — when  the  New  York  Fire 

Department's  ancient  network  failed,  contributing  to  the  deaths 
of  dozens  of  firefighters — the  Bush  Administration  pushed  for 
$240  million  to  give  public  safety  workers  priority  access  to  cell 
networks.  A  better  fix  would  be  to  change  federal  laws  barring 
municipalities  fi^om  selling  their  unused  (and  underused)  spec- 
trum to  more  efficient  operators,  says  Martin  Cave,  a  British 
economist  who  has  studied  the  problem.  "Both  sides  could  ben- 
efit tremendously,"  he  says. 

In  1945  the  FCC  accelerated  the  spectrum  giveaway.  It  licensed 
the  VHF  television  channels,  numbering  them  2  to  13,  with  each 
channel  getting  6  megahertz  of  prime  spectrum.  In  1952,  as 
broadcasters  flourished,  the  FCC  created  the  UHF  spectrum,  which 
now  spans  330  megahertz  on  channels  14  through  69.  What 
looked  sensible  then  turned  out  to  be  terribly  wrong  later.  Cable 
TV  took  off  in  the  1970s  and  today  serves  70%  of  U.S.  homes.  In 
the  1990s  satellite  hit  the  scene  and  now  serves  18%  of  homes. 


Source:  Courtesy  of  Agilent  Technologies,  measured  in  Santa  Rosa,  Calif. 


33  million  to  11  million,  the  numb 
of  UHF  stations  filling  the  sky  wii 
signals  rose  fi-om  581  to  752.  Coi 
gress  and  the  FCC,  far  from  beir 
chastened  by  this  sorry  record,  noj 
are  compounding  the  problem  1 
handing  broadcasters  a  whole  ne 
chunk  of  fi-ee  spectrum  for  digit; 
television  (see  box,  p.  149). 

Thomas  Hazlett,  a  former  FC 
chief  economist  now  with  the  Mai 
hattan  Institute,  argues  an  easy  sol 
tion  would  be  to  declare  the  obvioi 
that  broadcast  is  dying,  and  the  enti 
UHF  portion  should  be  put  out  of: 
misery.  "After  all,  this  is  a  produ 
that  88%  of  the  population  pays  money  to  avoid,"  he  says. 

No  way,  says  Lowell  (Bud)  Paxson  of  Pax  TV,  the  self-styl( 
leader  of  the  broadcasters.  In  his  view,  the  airwaves  his  65  st 
tions  use  belong  to  him.  He  compares  himself  to  "one  of  tl 
Beverly  Hillbillies,"  who  found  oil  imder  his  land  and  therefoi 
deserves  to  become  rich.  "The  free  enterprise  system  is  abo' 
people  working  hard  and  making  money,  or  getting  lucky  ai 
making  money,"  he  says. 

Congress  in  1977  passed  a  plan  to  clear  channels  52  to  ; 
(leaving  broadcasters  with  77%  of  their  total  spectrum)  for  n( 
technologies.  But  the  muddled  scheme  lacked  a  meaning! 
deadline  by  which  broadcasters  must  vacate  the  air.  Paxs( 
freely  admits  other  people  would  put  the  spectrum  to  ma 
more  valuable  use,  and  with  his  fellow  broadcasters  he  h 
formed  a  "spectrum  clearing  alliance"  to  negotiate  a  turnover 
new  users.  They  insist  on  just  one  condition:  They  want  to  s 


Thus  has  broadcast  TV  become  a  through-the-looking-glass      the  spectrum  at  market  prices  and  pocket  the  profit. 


WIRELESS  TECHNOLOGIES  ONLY  WORK  IF  THEY  HAVE  SPECTRUM  TO  RUN  ON, 
BUT  MOST  OF  THE  SPECTRUM  IS  EMPTY  MOST  OF  THE  TIME.  IT'S  ABSURD." 


world  where  local  stations  beam  their  programming  to  cable  and 
satellite  systems  directly;  their  over-the-air  signals,  used  by  only 
1 1%  of  homes,  have  been  reduced  to  a  regulatory  ritual.  That  is 
because  TV  stations  persuaded  Congress  to  pass  "must-carry" 
laws  in  1992  that  force  cable  systems  to  carry  every  local  VHF  and 
UHF  station  that  beams  a  signal  into  the  air.  (DirecTV  and  other 
satellite  services  must  abide  by  similar  fiats.)  Ostensibly  these  rules 
were  designed  to  protect  local  programming,  but  in  practice  they 
clutter  the  airwaves  with  unwatched  signals.  Pax  TV,  tlie  nation's 
largest  broadcast  group  with  65  UHF  stations  across  the  nation, 
airs  infomercials  for  salad  shooters  and  other  gadgets  for  much  of 
the  day.  In  tlie  everir\g  it  runs  low-budget  fare  such  as  Siipennar- 
ket  Sweep  and  Mini :1c  Pets.  And  by  law  cable  systems  must 
retransmit  all  of  it. 

The  cockeyed  fede  a  'aws  have  sparked  an  hiaease  in  the  num- 
ber of  over-the-air  TV  si-  iions  fiUnig  the  prime  spectrum.  In  the 
past  decade,  as  the  numlu-t  of  amenna-only  households  fell  from 


It  would  be  all  profit.  Like  almost  all  current  spectrum  use 
Paxson  never  paid  the  government  a  dime  for  his  licenses.  Broa 
cast  TV  licenses  expire  after  seven  years  and  specifically  state  tl 
they  are  not  titles  of  ownership.  But  Paxson  views  such  details  as 
relevant,  arguing  that  spectrum  licensees  have  long  had  an  "t 
pectation  of  renewal."  Essentially,  he  wants  to  hold  the  air  for  ra 
som.  "I'd  love  to  see  an  act  of  Congress  saying  they  were  denyi 
license  renewal,"  he  says.  "It  would  be  in  the  courts  for  seven  year 

Other  lucky  licensees  already  turn  their  rights  into  rea 
cash.  In  the  1960s  the  FCC  granted  colleges,  universities  a 
nonprofit  high  schools  the  right  to  send  out  educational  tele 
sion  programs  on  a  186-megahertz  chunk  of  spectrum.  Deca< 
later  some  of  them  lease  out  airspace  to  carriers  such  as  Spr 
and  WorldCom.  The  coUege  lobbying  group  argues  that  renti 
out  airwaves  at  a  profit  serves  an  important  public  ftinction: 
creates  valuable  revenue  for  these  schools,  freeing  up  tax  doU. 
for  other  purposes."  Unanswered:  Why  a  public  subsidy — ev 
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Lots  of  companies  can  sell  you  technology.  CDW  can 
configure  your  technology  to  your  specifications. 
From  software  to  servers  to  routers,  we  make  sure 
your  order  is  configured,  tested  and  shipped  just 
the  way  you  want  it.  Most  of  the  time,  even  the 
same  day.  So  you  save  time,  gain  peace  of  mind 
and  get  systems  you  can  use,  right  out  of  the  box. 
And  we  keep  doing  it,1500  times  a  day. To  find  out 
more,  call  or  visit  our  Web  site. 


Safety  information:  Adverse  events  possibly,  probably 
or  definitely  related  to  use  of  AndroGel*  in  the 
controlled  trial  (n=154)  across  all  dose  levels  reported  in 
at  least  2%  of  patient?  included  lab  test  abnormal  5.8%, 
acne  5.2%,  application  site  reaction  5.2%,  prostate 
disorder  4.5%,  headache  2.6%,  and  hypertension  2.6%. 
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year  follow  up  (n=106)  across  al 
dose  levels  reported  in  at  least 
2%  of  patients  included  applica- 
tion site  reaction  9.4%,  prostate 
disorder  8.5%,  acne  5.7%,  and 
lab  test  abnormal  4.7%. 


•  Androgens  are  contraindicated  in  men  with  care 
of  the  breast,  or  known  or  suspected  carcinoma 
prostate.  Geriatric  patients  treated  with  androger 
be  at  an  increased  risk  for  the  development  of  pn 
hyperplasia  and  prostatic  carcinoma. 

•  To  minimize  the  potential  transfer  of  testosi 
to  another  person,  patients  should  wash  their 
immediately  with  soap  and  water  after  applicat 
AndroGel®.  They  should  cover  the  application 
with  clothing  after  the  gel  has  dried. 
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Fatigued? 
Depressed  mood? 
Low  sex  drive? 

Could  be  your  testosterone 
is  running  on  empty. 


An  estimated  4-5  million  American  men  have  a  medical  condition  called  hypogonadism, 
or  low  testosterone.'  These  low  testosterone  levels  can  cause  a  number  of  different 
symptoms  such  as  low  sex  drive,  fatigue,  depression,  and  even  loss  of  height  or  strength. 
Your  doctor  can  check  your  testosterone  level  with  a  simple  blood  test. 

^\^    Fortunately  you  can  replace  testosterone  with  AndroGel  which  delivers 
!      I    natural  testosterone  in  a  gel  that  you  simply  rub  into  your  skin 

-  no  patches  or  injections.  As  it's  absorbed  through  your  skin,  AndroGel 
treats  hypogonadism  by  restoring  your  testosterone  to  its  normal  range. 

1.  www.fda.gov/fdac/departs/196_upd.html,  accessed  May  17,  2002 

Ask  your  doctor  if  AndroGel  is  right  for  you. 

For  more  information  please  visit: 

www.androgel.com  or  caii  1-800-241-1643 


AndroGel 

(testosterone  gel)  1  %  CHI 
Testosterone  restored 


AndroGel 

(testosterone  gel)  1  %  CHI 


INDICATIONS  AND  USAGE 

AndroGel'  is  indicated  for  replacement  therapy  in  males  for 
conditions  associated  with  a  deficiency  or  absence  of 
endogenous  testosterone: 

1.  Primary  hypogonadism  (congenital  or  acquired)— testicular 
failure  due  to  cryptorchidism,  bilateral  torsion,  orchitis, 
vanishing  testis  syndrome,  orchiectomy,  Klinefelter's  syndrome, 
chemotherapy  or  toxic  damage  from  alcohol  or  heavy  metals. 
These  men  usually  have  low  serum  testosterone  levels  and 
gonadotropins  (FSH,  LH)  above  the  normal  range. 

2.  Hypogonadotropic  hypogonadism  (congenital  or  acquired)— 
idiopathic  gonadotropin  or  luteinizing  hormone-releasing 
hormone  (LHRH)  deficiency  or  pituitary-hypothalamic  injury 
from  tumors,  trauma,  or  radiation.  These  men  have  low 
testosterone  serum  levels  but  have  gonadotropins  in  the 
normal  or  low  range. 

AndroGel'  has  not  been  clinically  evaluated  in  males  under 
18  years  of  age. 

CONTRAINDICATIONS 

Androgens  are  contraindicated  in  men  with  carcinoma  of  the 
breast  or  known  or  suspected  carcinoma  of  the  prostate. 

AndroGel'  is  not  indicated  for  use  in  women,  has  not  been 
evaluated  in  women,  and  must  not  be  used  in  women. 

Pregnant  women  should  avoid  skin  contact  with  AndroGel* 
application  sites  in  men.  Testosterone  may  cause  fetal  harm. 
In  the  event  that  unwashed  or  unclothed  skin  to  which 
AndroGel"  has  been  applied  does  come  in  direct  contact  with  the 
skin  of  a  pregnant  woman,  the  general  area  of  contact  on  the 
woman  should  be  washed  with  soap  and  water  as  soon  as 
possible.  In  vitro  studies  show  that  residual  testosterone  is 
removed  from  the  skin  surface  by  washing  with  soap  and  water. 

AndroGel'  should  not  be  used  in  patients  with  known 
hypersensitivity  to  any  of  its  ingredients,  including  testosterone 
USP  that  is  chemically  synthesized  from  soy. 

WARNINGS 

1.  Prolonged  use  of  high  doses  of  orally  active  17-alpha-alkyl 
androgens  (e.g.,  methyltestosterone)  has  been  associated  with 
serious  hepatic  adverse  effects  (peliosis  hepatis,  hepatic 
neoplasms,  cholestatic  hepatitis,  and  jaundice).  Peliosis  hepatis 
can  be  a  life-threatening  or  fatal  complication.  Long-term 
therapy  with  testosterone  enanthate,  which  elevates  blood 
levels  for  prolonged  periods,  has  produced  multiple  hepatic 
adenomas.  Testosterone  is  not  known  to  produce  these 
adverse  effects. 

2.  Geriatric  patients  treated  with  androgens  may  be  at  an 
increased  risk  for  the  development  of  prostatic  hyperplasia  and 
prostatic  carcinoma. 

3.  Geriatric  patients  and  other  patients  with  clinical  or  demographic 
characteristia  that  are  recognized  to  be  associated  with  an 
increased  risk  of  prostate  cancer  should  be  evaluated  for  the 
presence  of  prostate  cancer  prior  to  initiation  of  testosterone 
replacement  therapy  In  men  receiving  testosterone  replacement 
therapy,  sun/eillance  for  prostate  cancer  should  be  consistent  with 
current  practices  for  eugonadal  men  (see  PRECAUTIONS: 
Carcinogenesis,  Mutagenesis,  Impairment  of  Fertility  and 
Laboratory  Tests). 

4.  Edema  with  or  without  congestive  heart  failure  may  be  a 
serious  complication  in  patients  with  preexisting  cardiac,  renal, 
or  hepatic  disease.  In  addition  to  discontinuation  of  the  drug, 
diuretic  therapy  may  be  required. 

5.  Gynecomastia  frequently  develops  and  occasionally  persists  in 
patients  being  treated  for  hypogonadism 

6.  The  treatment  of  hypogonadal  men  with  testosterone  esters 
may  potentiate  sleep  apnea  in  some  patients,  especially  those 
with  risk  factors  such  as  obesity  or  chronic  lung  diseases. 

PRECAUTIONS 

Transfer  of  testosterone  to  another  person  can  occur  when 
vigorous  skin-to-skin  contact  is  made  with  the  application  site 
(see  Clinical  Studies)  The  following  precautions  are 
recommended  to  minimize  potential  transfer  of  testosterone 
from  AndroGel'-treated  skin  to  another  person: 

•  Patients  should  wash  their  hands  immediately  with  soap  and 
water  after  application  of  AndroGel." 

•  Patients  should  cover  the  application  site(s)  with  clothing  after 
the  gel  has  dried  (e.g.,  a  shirt) 

•  In  the  event  that  unwashed  or  urrlotlied  skin  to  which 
AndroGel'  has  been  applied  does  ;orr'.:'  In  direct  contact  with  the 
skin  of  another  person,  the  gen»r,i!  ai  ;,•  of  contacl  c  i  'he  other 
person  should  be  washed  with  soap  .>nc  water  as  soon  as 
possible.  In  vitro  studies  show  that  residual  testosterone  is 
removed  from  the  skin  surface  by  washing  with  soap  and  water. 

Changes  in  body  hair  distribution,  sigin'ican'  increase  in  acne,  or 
other  signs  of  virilization  of  the  female  par:  -  '  should  be 
brought  to  the  attention  of  a  physician 

General 

The  physician  should  instruct  patients  to  ri  pt  f  tin?  following: 

•  Too  frequent  or  persistent  erections  ci  tl 

•  Any  nausea,  vomiting,  changes  in  skin  cc  .jelling. 

•  Breathing  disturbances,  including  those  .h  sleep. 

Information  for  Patients 

Advise  patients  to  carefully  read  the  information  i^ .  .hure  that 

accompanies  each  carton  of  30  AndroGel*  single-ui     .ickets. 


Advise  patients  of  the  following: 

•  AndroGel"- should  not  be  applied  to  the  scrotum. 

•  AndroGel*  should  be  applied  once  daily  to  clean,  dry  skin. 

•  After  application  of  AndroGel,-  it  is  currently  unknown  for  how 
long  showering  or  swimming  should  be  delayed.  For  optimal 
absorption  of  testosterone,  it  appears  reasonable  to  wait  at  least 
5-6  hours  after  application  prior  to  showering  or  swimming. 
Nevertheless,  showering  or- swimming  after  just  1  hour  should 
have  a  minimal  effect  on  the  amount  of  AndroGel'  absorbed  if 
done  very  infrequently. 

Laboratory  Tests 

1.  Hemoglobin  and  hematocrit  levels  should  be  checked 
periodically  (to  detect  polycythemia)  in  patients  on  long-term 
androgen  therapy 

2.  Liver  function,  prostatic  specific  antigen,  cholesterol,  and  fiigh- 
density  lipoprotein  should  be  checked  periodically. 

3.  To  ensure  proper  dosing,  serum  testosterone  concentrations 
should  be  measured  (see  DOSAGE  AND  ADMINISTRATION). 

Drug  Interactions 

Oxyphenbutazone:  Concurrent  administration  of 

oxyphenbutazone  and  androgens  may  result  in  elevated  serum 

levels  of  oxyphenbutazone. 

Insulin:  In  diabetic  patients,  the  metabolic  effects  of  androgens 

may  decrease  blood  glucose  and,  therefore,  insulin  requirements. 

Propranolol:  In  a  published  pharmacokinetic  study  of  an 

injectable  testosterone  product,  administration  of  testosterone 

cypionate  led  to  an  increased  clearance  of  propranolol  in  the 

majority  of  men  tested. 

Corticosteroids:  The  concurrent  administration  of  testosterone 

with  ACTH  or  corticosteroids  may  enhance  edema  formation; 

thus,  these  drugs  should  be  administered  cautiously,  particularly 

in  patients  with  cardiac  or  hepatic  disease. 

Drug/Laboratorv  Test  Interactions 

Androgens  may  decrease  levels  of  thyroxin-binding  globulin, 

resulting  in  decreased  total  T4  serum  levels  and  increased  resin 

uptake  of  T3  and  T4.  Free  thyroid  hormone  levels  remain 

unchanged,  however,  and  there  is  no  clinical  evidence  of  thyroid 

dysfunaion. 

Carcinogenesis.  Mutagenesis.  Impairment  of  Fertility 
Animal  Data:  Testosterone  has  been  tested  by  subcutaneous 
injection  and  implantation  in  mice  and  rats.  In  mice,  the  implant 
induced  cervical-uterine  tumors,  which  metastasized  in  some 
cases.  There  is  suggestive  evidence  that  injection  of  testosterone 
into  some  strains  of  female  mice  increases  their  susceptibility  to 
hepatoma.  Testosterone  is  also  known  to  increase  the  number  of 
tumors  and  decrease  the  degree  of  differentiation  of  chemically 
induced  carcinomas  of  the  liver  in  rats. 

Human  Data:  There  are  rare  reports  of  hepatocellular  carcinoma 
in  patients  receiving  long-term  oral  therapy  with  androgens  in 
high  doses.  Withdrawal  of  the  drugs  did  not  lead  to  regression 
of  the  tumors  in  all  cases. 

Geriatric  patients  treated  with  androgens  may  be  at  an  increased 
risk  for  the  development  of  prostatic  hyperplasia  and  prostatic 
carcinoma. 

Geriatric  patients  and  other  patients  with  clinical  or  demographic 
characteristics  that  are  recognized  to  be  associated  with  an 
increased  risk  of  prostate  cancer  should  be  evaluated  for  the 
presence  of  prostate  cancer  prior  to  initiation  of  testosterone 
replacement  therapy 

In  men  receiving  testosterone  replacement  therapy,  surveillance 
for  prostate  cancer  should  be  consistent  with  current  practices 
for  eugonadal  men. 

Pregnancy  Category  X  (see  Contraindications)— Teratogenic 

Effects:  AndroGel'  is  not  indicated  for  women  and  must  not  be 

used  in  women. 

Nursing  Mothers:  AndroGel'  is  not  indicated  for  women  and 

must  not  be  used  in  women. 

Pediatric  Use:  Safety  and  efficacy  of  AndroGel"  in  pediatric 

patients  have  not  been  established. 

ADVERSE  REAQIONS 

In  a  controlled  clinical  study  154  patients  were  treated  with 

AndroGel'  for  up  to  6  months.  Adverse  Events  possibly  probably 

or  definitely  related  to  the  use  of  AndroGel'  and  reported  by 

>1%  of  the  patients  are  listed  in  Table  1. 

Table  1.  Adverse  Events  Possibly,  Probably  or  Definitely  Related 
to  Use  of  AndroGel'  in  the  Controlled  Clinical  Trial 


Adverse  Event 

5G 

7.5  G 

10G 

Acne 

1% 

3% 

8% 

Alopecia 

1% 

0% 

1% 

Application  Site  Reaction 

5% 

3% 

4% 

Asthenia 

0% 

3% 

1% 

Depression 

1% 

0% 

1% 

Emotional  Lability 

0% 

3% 

3% 

Gynecomastia 

1% 

0% 

3% 

Headache 

4% 

3% 

0% 

Hypertension 

3% 

0% 

3% 

Lab  Test  Abnormal* 

6% 

5% 

3% 

Libido  Decreased 

0% 

3% 

1% 

Nervousness 

0% 

3% 

1% 

Pain  Breast 

1% 

3% 

1% 

Prostate  Disorder" 

3% 

3% 

5% 

Testis  Disorder 

3% 

0% 

0% 

•tab  test  abnormal  occurred  in  nine  patients  with  one  or  more  of 
the  following  events:  elevated  hemoglobin  or  hematocrit,  hyper- 
lipidemia,  elevated  triglycerides,  hypokalemia,  decreased  HDL. 
elevated  glucose,  elevated  creatinine,  or  elevated  total  bilirubin 
••Prostate  disorders  included  five  patients  with  enlarged  prostate, 
one  patient  with  BPH,  and  one  patient  with  elevated  PSA  results. 


Table  2.  Incidence  of  Adverse  Events  Possibly,  Probably 
Definitely  Related  to  the  Use  of  AndroGel' 
in  the  Long-Term,  Follow-up  Study 


Dose  of  AndroGel* 


Adverse  Event 


5G 


7.5  G 


10 


Lab  Test  Abnormal*  4.2%  0.0%  6. 

Peripheral  Edema  1.4%  0.0%  3. 

Acne  2.8%  0.0%  12. 

Application  Site  Reaction  9.7%  10.0%  3. 

Prostate  Disorder**  2.8%  5.0%  18. 

Urination  Impaired  2.8%  0.0%  0. 


*Lafa  test  abnormal  included  one  patient  each  with  elevati 
GGTP  elevated  hematocrit  and  hemoglobin,  increased  tot 
bilirubin,  worsened  hyperlipidemia,  decreased  HDL,  and  . 
hypokalemia. 
**Prostate  disorders  included  enlarged  prostate,  elevated  P 
results,  and  in  one  patient,  a  new  diagnosis  of  prostate  c 
three  patients  (one  taking  7.5  G  daily  and  two  taking  10 
daily)  discontinued  AndroGel'  treatment  during  the  long 
study  because  of  such  disorders. 

DRUG  ABUSE  AND  DEPENDENCE 

AndroGel'  contains  testosterone,  a  Schedule  III  controlled 
substance  as  defined  by  the  Anabolic  Steroids  Control  Act. 
Oral  ingestion  of  AndroGel'  will  not  result  in  clinically  signif 
serum  testosterone  concentrations  due  to  extensive  first-pas 
metabolism. 

OVERDOSAGE 

There  is  one  report  of  acute  overdosage  by  injection  of 

testosterone  enanthate:  testosterone  levels  of  up  to  1 1,400 

were  implicated  in  a  cerebrovascular  accident. 

DOSAGE  AND  ADMINISTRATION 

The  recommended  starting  dose  of  AndroGel'  1%  is  5  G 

delivering  5  mg  of  testosterone  systemically  applied  once  d, 

(preferably  in  the  morning)  to  clean,  dry,  intact  skin  of  the 

shoulders  and  upper  arms  and/or  abdomen.  Upon  opening  t 

packet(s),  the  entire  contents  should  be  squeezed  into  the  p 

of  the  hand  and  immediately  applied  to  the  application  site 

Application  sites  should  be  allowed  to  dry  for  a  few  minute 

to  dressing.  Hands  should  be  washed  with  soap  and  waters 

AndroGel'  has  been  applied. 

Do  not  apply  AndroGel"  to  the  genitals. 

Serum  testosterone  levels  should  be  measured  approximatef 

14  days  after  initiation  of  therapy  to  ensure  proper  dosing.  I 

serum  testosterone  concentration  is  below  the  normal  range 

the  desired  clinical  response  is  not  achieved,  the  daily  Andro 

1  %  dose  may  be  increased  from  5  G  to  7.5  G  and  from  7.5  G 

10  G  as  instructed  by  the  physician. 

Rx  Only 

Manufactured  by  Laboratoires  Besins  Iscovesco 

Montrouge,  France 

For: 

Unimed  Pharmaceuticals,  Inc. 

A  Solvay  Pharmaceuticals,  Inc.  Company 

Deerfield.lL  6001 5-2544,  USA 
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Digital  Disas 


ongress  tried  mightily  to  free  a  major 
block  of  spectrum  as  part  of  the  Bal- 
anced Budget  Act  of  1997  The  law 
>has  proven  worse  than  useless.  The  act  in- 
tends to  shift  the  nation's  TV  broadcasters 
J  from  analog  to  digital,  handing  them  free 
•digital  spectrum  and  pushing  them  off  the 
older  airwaves.  Five  years  later  they  have 
done  little  with  the  huge  giveaway  and  de- 
Jayed  the  required  exit  from  their  current 
lairspace.  And  the  FCC  has  just  compounded 
■the  problem. 

i  The  1997  law  aimed  to  complete  the 
switch  to  new  airwaves  by  2006— a  dead- 
line everyone  admits  will  be  missed.  There 
(was  an  out:  Broadcasters  don't  have  to  va- 


cate their  current  slots  until  85%  of  homes 
have  TVs  that  can  receive  digital  signals. 

The  escape  clause  ensures  the  broad- 
casters won't  have  to  leave  behind  their  old 
spectrum  for  years  more.  That  is  because 
90%  of  homes  don't  need  or  want  over-the- 
air  tuners  at  all— they  get  their  TV  by  cable 
or  satellite.  Moving  to  speed  the  transition, 
the  FCC  in  August  passed  a 
new  rule  that  forces  digital 
tuners  on  everyone.  The  new 
rule  states  that  most  TV  sets 
sold  in  the  U.S.  must  carry  a 
digital  tuner  for  over-the-air  re- 
ception by  2007  adding  any- 
where between  $16  and  $100 
to  the  cost  of  a  set. 

The  digital  handout  was 


COVER  STORY 


poorly  handled,  too.  Congress  gave  each 
broadcaster  as  much  bandwidth  as  it  got 
under  the  old  scheme— 6  megahertz.  But 
digital  technology  will  let  a  broadcaster 
offer  six  channels  instead  of  just  one.  So 
now  these  antiquated  entertainers  are  in- 
voking another  FCC  fiat— "must  carry" 
rules— to  demand  that  cable  systems  carry 
six  outlets  instead  of  one. 

To  summarize  FCC  policy: 
Force  the  public  to  buy  pricier 
TVs  with  tuners  90%  of  them 
don't  need,  to  reclaim  airwaves 
the  public  already  owns— from 
broadcasters  that  never  paid  a 
dime  for  them.  It  is  difficult  to 
decide  which  part  of  that 
makes  the  least  sense.  —S.W. 


worthwhile  one — should  be  delivered  by  squatter's  rights. 

The  single  biggest  holder  of  prime  spectrum  is  the  U.S.  mil- 
iry.  The  armed  forces  control  roughly  500  megahertz  for  radar, 
ittlefield  radios,  smart  bombs  and  countless  other  uses.  The 
ilitary  has  exclusive  access  to  much  of  its  spectrum,  so  that 
ces  used  over  Nellis  Air  Force  Base  in  Nevada  or  Pearl  Harbor 

Hawaii  are  left  empty  in  every  city  from  Cody,  Wyo.  to 
5Ston — even  though  the  military  doesn't  make  use  of  them, 
isistant  Secretary  of  Defense  John  Stenbit  says  civilian  access 
juld  interfere  with  important  training  exercises. 

But  FCC  Chairman  Powell  counters  that,  while  such  con- 
ms  are  at  times  legitimate,  "often  it  is  a  huge  red  herring  that 
ally  masks  the  objection  to  the  basic  principle  that  anybody 
Duld  have  to  share  'my  stuff.'  It's  important  to  remember  it's 
e  public's  stuff."  He  adds:  "We  have  had  a  major  ideological 


a  solution  has  been  around  since  1959.  Economist  Ronald 
Coase,  who  would  go  on  to  win  the  Nobel  Prize,  studied  the 
matter  and  proposed  a  simple  idea  to  Congress:  Let  free  mar- 
kets, not  bureaucratic  dictates,  govern  spectrum.  Treat  spectrum 
licenses  like  patents  or  other  intangible  private  property,  he 
argued,  and  markets  can  take  care  of  the  rest.  "Is  this  all  a  big 
joke?"  FCC  Commissioner  Philip  Cross  famously  asked  Coase  at 
one  hearing  back  then. 

Coase's  heresy  is  now  economic  orthodoxy:  He  won  the 
1991  Nobel  Prize  in  economics  largely  for  his  idea  that  well- 
defined  property  rights  will  lead  to  an  efficient  allocation  of  any 
resource,  including  spectrum,  so  long  as  the  cost  of  negotiating 
deals  is  reasonable.  Last  year  a  group  of  37  economists,  including 
six  former  FCC  chief  economists  and  Coase  himself,  urged  the 
commission  to  remove  sclerotic  regulations  and  create  spectrum 


CURRENT  AIRWAVE  USERS,  WHO  GOT  LICENSES  FOR  FREE  "OFTEN  OBJECT  THAT 
ANYBODY  WOULD  GET  TO  SHARE    MY  STUFF.'  IT'S  THE  PUBLIC'S  STUFF. ' 


"uggle  this  year  with  very  different  constituencies,  the  Depart- 
ent  of  Defense  and  others." 

The  military's  stance  strikes  many  radio  engineers  as  silly, 
hile  the  FCC  can  stop  Americans  from  transmitting  on  certain 
quencies  at  home,  it  can't  control  what  happens  overseas, 
lere  wars  tend  to  be  fought.  The  spectrum  most  of  the  world 
11  use  for  ne.xt-generation  cell  phones,  for  instance,  is  spec- 
im  the  military  insists  on  keeping  to  itself  in  the  U.S. 

'If  a  military  radar  stops  working  when  someone  turns  on 
eir  wireless  local  area  network,  what  happens  in  a  war?"  says 
■vin  Kahn,  a  senior  Intel  executive.  "You  can't  run  out  onto  the 
ttlefield  and  ask  the  enemy  to  turn  their  network  off."  He  also 
•ints  out  that  the  military  is  unmatched  in  its  abUity  to  deal 
th  intentional  radio  interference,  let  alone  consumer  gadgets. 

While  this  decades-old  mess  finally  may  hit  a  breaking  point. 


markets.  They  decried  a  torpid  system  ruled  by  licensees  and  pli- 
ant regulators:  "Unnecessary  restrictions  prevent  beneficial  uses 
of  spectrum.  Over  time  these  regulatory  rigidities  can  discour- 
age innovation  altogether." 

The  military  and  other  government  entities  that  control  spec- 
trum today  could  participate  in  the  market  for  spectrum  along 
with  private  companies,  says  economist  Martin  Cave,  who  headed 
a  study  on  spectrum  reform  for  the  British  government.  The  U.K. 
has  experimented  with  a  system  that  charges  agencies  a  price  for  the 
spectrum  they  use  and  increases  their  funding  to  offset  the  new 
cost.  "Then  if  you  can  economize  on  spectrum,  you  can  keep  the 
difference,"  Cave  says.  Says  David  Wye,  chief  of  spectrum  policy  at 
AT&T  Wireless:  "  [Cities]  have  to  buy  police  cars.  They  have  to  buy 
fire  trucks.  They  have  to  buy  the  gas  that  powers  those  vehicles. 
Why  don't  they  have  to  buy  the  fuel  that  powers  the  radios?" 
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New  wireless  technologies  have  great  potential— and  a  bleak 
future— unless  Washington  frees  up  underused  airwaves. 

COGNITIVE  RADIO  Today's  wireless  devices  jam  up  when 
•^0-\_^^       they  come  across  other  signals.  Cognitive  ra- 
iiip\    dios  can  sense  interference  and  jump  to  an 
'  empty  frequency. 

SOFTWARE-OEFiNED  RADIO. 

Most  radios  can  receive  and  transmit  one 
type  of  signal  at  one  range  of  frequency. 
New  gadgets  can  build  basic  functions  out 
of  software— a  cell  phone  could  regear  to 
tap  an  incompatible  network,  and  then  turn 
itself  into  a  garage-door  opener  or  TV 
remote. 

ULTRAWIDEBAND  By  transmitting  very 
low  power  radio  signals  across  a  huge  range 
of  frequencies,  new  gear  can  do  an  array 
of  cool  tricks,  such  as  peering  through 
solid  objects  (without  the  X  ray's  radiation 
issues).  Earlier  this  year  the  FCC  passed  new 
rules  allowing  limited  use  of  ultrawideband  devices. 

MESH  NETWORKS.  This  approach  relies  on 
cognitive  radios  to  intelligently  adapt  net- 
works, depending  on  how  many  people  are 
onboard.  As  more  users  join  in  one  area,  their 
gear  would  cooperatively  pass  along  signals 
to  cut  congestion. 


#lR 


p^ 


RADIO-ON-A-CHIP.  Intel  just  unveiled  the 
ability  to  make  full  radios— from  antennas  to 
amplifiers— out  of  the  same  silicon  wafers 
used  for  microchips.  Intel  hopes  to  have  a 
radio  in  every  chip  it  makes  in  five  years. 

-S.W. 


COVER  STOR 


(It  had  filed  for  bankruptcy  protection,  and  the  company  sue 
cessfully  sued  the  FCC  to  block  the  resale;  this  prime  slice  ( 
spectrum  sits  entirely  fallow  as  a  result.) 

The  cell  industry  has  since  sobered  up,  but  the  artificii 
shortage  persists.  Prices  pose  an  insurmountable  barrier  t 
wireless  crusaders  like  Kevin  Negus  and  the  Tri-County  Tek 
phone  cooperative.  Their  budget  for  superfast  wireless  Interne 
access  service  could  never  accommodate  a  multimiUion-dolla 
FCC  license.  "It's  terribly  inefficient  and  grossly  unfair  to  rur; 
America,"  Negus  laments. 

One  way  to  free  up  more  spectrum  is  to  dispense  with  tb 
notion  that  licenses  must  grant  exclusive  rights  at  every  minut 
of  the  day.  Piggybacking  on  someone  else's  spectrum  when  it 
idle  for  a  minute  or  an  hour  could  vastly  increase  the  supply  ( 
airwaves  and  send  prices  plummeting.  Vanu  Bose,  the  softwai 
radio  pioneer,  envisions  a  time  when  devices  sense  congestio; 
and  bid  for  the  right  to  use  other  airwaves  from  minute  t 
minute.  The  FCC  spectrum  policy  task  force  is  pushing  a  simila 
vision  in  which  airwaves  now  left  idle  much  of  the  day  may  tj 
traded  to  other  users.  It  also  wants  to  allow  smart  radios  to  U!( 
bits  of  spectrum  in  ways  that  won't  cause  traffic  jams. 

While  privatization  picks  up  momentum,  another  wing  tj 
the  reform  movement  wants  to  take  unused  spectrum  an 
throw  it  open  to  public  use.  They  point  to  Wi-Fi  as  evidence  ( 
what  happens  when  the  exorbitant  price  of  air  and  incessa' 
regulatory  delays  are  removed.  Wi-Fi  can  blast  an  astoundiri 
1 1  megabits  a  second,  ten  times  as  fast  as  a  cable  modem,  fon 
range  of  300  feet — a  limit  imposed  by  the  FCC,  not  by  the  tect 
nology  itself  Business  and  consumers  will  install  7  million  W 
Fi  "access  points"  this  year.  Microsoft  runs  3,400  Wi-Fi  statioi 
worldwide,  linking  more  than  20,000  of  its  workers  to  the  ne 
work.  FedEx  uses  Wi-Fi  it  to  track  packages.  Many  college 
including  Dartmouth,  Carnegie  Mellon  and  the  University  i 
Minnesota  blanket  their  campuses  with  Wi-Fi. 

But  Wi-Fi  must  share  its  sliver  of  spectrum  with  everythii 
from  microwave  ovens  to  baby  monitors  to  cordless  phone 
and  as  more  users  pile  in  to  share  this  public  space,  "it  w 
stomp  all  over  your  network,"  says  Pierre  DeVries,  a  produ 


IF  YOUR  WIRELESS  NETWORK  STOPS  A  RADAR  FROM  WORKING,  WHAT  HAPPENS 
Ifil  A  WAR?  THE  ARMY  CAN'T  ASK  ENEMIES  TO  TURN  THEIR  NETWORK  OFF." 


The  early  1 990s  saw  the  first  glimmering  of  a  market  in  spec- 
trum as  Congress  auctioned  off  licenses  for  just  over  100  mega- 
hertz to  the  cell  phone  industry.  In  many  ways  the  auctions  were 
a  huge  success.  The  slivers  of  prime  bandwidth  that  were  sold 
off  are  used  hyperefficiendy.  But  the  auctions  also  saddled  com- 
panies with  huge  debts  and  addicted  Congress  to  milking  its 
newfound  "free"  source  of  spending  money. 

Bidders  contributed  to  the  problem;  fights  over  the  specks  of 
spectrum  led  to  a  speculative  frenzy.  In  1999  blocks  of  spectrum 
10  megahertz  wide — or  (j.3%  of  the  total  prime  spectrum- — that 
had  originally  been  sold  t.'  newcomer  NextWave  were  rcauc- 
tioned  by  the  FCC  for  $17  l-'illion  after  the  company  foundered. 


development  director  at  Microsoft.  Economists  call  this  tl 
"tragedy  of  the  commons."  David  Reed,  formerly  the  top  ted 
nologist  at  Lotus  Development,  and  other  scientists  argue  th 
new  technology  will  overcome  overcrowding.  Others  veh 
mently  disagree.  But  almost  everyone — from  Silicon  Valley  _ 
the  FCC  to  spectrum  economists — agrees  that  the  current  sy  I 
tem  is  a  disastrous  waste.  Everyone,  that  is,  except  the  lucky  soi 
that  Congress  long  ago  endowed  with  free  spectrum. 

And  that's  what  make  the  spectrum  rebels'  blood  boil.  "You  ^ 
all  this  fuss  and  noise  about  there  not  being  enough  spectrurr 
says  Chris  Gilbert,  chief  executive  of  a  Silicon  Valley  startup  call 
IPWireless.  "That's  rubbish.  It's  just  in  the  wrong  hands." 
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Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 


Life  both  precious  and  fragile  needs  to  be  protected  as  well 
as  to  be  allowed  to  flourish.  The  Allianz  Group  as  one  of 
the  world's  leading  insurers  has  always  been  the  partner 
for  a  secure  future.  With  our  experience  all  around  the 
globe  we  have  learned  how  to  turn  risks  due  to  social 
change  into  individual  opportunities.  This,  of  course,  is  only 
possible  with  the  know-how  and  financial  backing  of  a  truly 

global  leader.  Allianz.  The  Power  Beside  You. 
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Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 


Insights  By  Peter  Huber 


Gasoline  and  the  Grid 


THE  ONLY  PLACE  MOST  ORDINARY  AMERICANS  SEE 
their  energy  up  close  is  at  the  gas  pump,  and  when 
"energy  crisis"  comes  to  mind  they  reach  back  to  the 
Arab  oil  embargo  of  1973.  California  had  a  recent 
electricity  crisis,  but  everyone  knows  that  was  about 
bungled  politics  and  crooked  trading,  not  about  fuel  supplies  or 
technology.  This  is  probably  why  energy  still  means  oil  in  most 
casual  public  discourse,  and  oil  means  Middle  East. 

OO,  however,  isn't  what  it  used  to  be.  About  60%  of  the  fuel 
we  use  today  isn't  oil — it's  coal,  uranium,  natural  gas  and 
hydroelectric.  About  60%  of  our  GDP  now  comes  from  indus- 
tries and  services  that  use 
electricity  as  their  front-end 
fuel.  Some  60%  of  all  new 
capital  spending — what's  left 
of  it — is  on  information- 
technology  equipment,  all  of 
it  powered  by  electricity.  All 
the  fastest-growing  sectors  of 
the  economy  over  the  past 
decade — information  tech- 
nology and  telecom,  most 
notably — depend  entirely  on 
electricity  for  their  fuel.  And 
in  the  U.S.,  at  least,  almost 
no  electricity  is  generated 
with  oil. 

Electric  power  plants  now 
account  for  about  40%  of  our 
total  energy  consumption, 

compared  with  (roughly)  30%  each  for  transportation  and 
heating.  And  electricity  is  progressively  eating  its  way  into 
those  two  smaller  sectors.  Lasers,  microwaves  and  other  forms 
of  electrically  generated  power  are  now  superseding  conven- 
tional furnaces,  ovens,  dryers  and  welders — to  heat  air,  water, 
foods  and  chemicals;  to  cure  paints  and  glues;  to  fuse  steel;  to 
weld  ships.  Finely  tuned,  all-electric  radiant  ovens  and  beams 
work  far  better  than  most  conventional  ovens;  a  heat  pump  can 
deliver  2  Btu  of  warmth  for  1  Btu  of  input.  High-intensity  light 
and  other  forms  of  well-tuned  electrically  generated  radiation 
are  now  on  track  to  become  as  important  in  our  energy  econ- 
omy as  the  automobile. 

The  automobile  itself  is  going  electric,  too,  though  in  quite 
different  ways.  A  steadily  rising  fraction  of  the  power  pro- 
duced under  the  hood  of  a  car  is  being  used  to  generate  elec- 
tricity, because  electrical  modules  are  progressively  displacing 
components  driven  by  belts,  pulleys,  gears  and  shafts.  Over 
the  course  of  the  next  decade  a 


Instead  of  trying 

to  suppress 

demand  for 

energy,  the 

experts  in 

Washington  should 

be  promoting  the 

substitution  of 

electricity  for  oil. 


the  existing  14-volt  wiring  ii 
all  cars.  Steering,  brakes,  susj 
pension,  fans,  pumps  an« 
valves  will  go  electric;  in  th 
end,  the  wheels  will  be  drive] 
electrically  too.  Batteries,  hyil 
drogen,  fuel  cells  and  environ 
mental  mandates  have  nothin 
to  do  with  this  transition;  elec 
trie  drives  are  taking  over  be 
cause  the  electric  drive  traiii 
delivers  better  performance 
lower  cost  and  less  weight. 

The  electrification  of  the  automobile  does,  however,  set  th 
stage  for  direct  energy  handoffs  between  the  car  and  the  gricj 
Green  visionaries  hope  that  hydrogen-powered  fuel  cells  i: 
cars  will  displace  electricity  from  the  grid — you'd  run  you 
toaster  off  a  generating  plant  in  your  minivan.  But  the  mor 
likely  prospect,  in  the  long  term,  is  grid  power  flowing  in  th 
opposite  direction.  An  electric  drive  train  will  promote  th 
development  of  more  and  bigger  onboard  batteries.  They,  i 
turn,  will  spawn  new  plugs,  to  permit  opportunistic  rechargin 
from  the  grid,  overnight  in  the  garage  and  during  the  day  i 
the  workplace  parking  lot.  The  gas  tank  and  combustio 
engine  won't  disappear,  but  grid  power  wUl  (in  effect)  begi 
topping  off  the  tank  in  between  all  the  short  trips  that  accour 
for  so  many  of  the  miles  we  drive,  and  an  even  larger  share  c 
the  fuel  our  cars  burn. 

If  hydrogen  does  somehow  emerge  as  a  transportation  fus 
of  choice,  that  too  will  eventually  lead  supplies  back  to  the  gric 
which  will  provide  the  power  needed  to  extract  hydrogen  fror 
water.  Hydrogen  can't  really  be  viewed  as  a  fuel  at  all;  it  is  a  stoi 
age  system,  and  what  it  will  most  likely  store,  in  the  end,  is  elec 
trical  energy  from  the  grid.  The  greens  hope  it  will  be  wind  c 
solar  electricity.  Coal  and  nuclear  electricity  are  a  more  like) 
prospect.  In  any  event,  it  won't  be  electricity  generated  from  oi 
The  ftiels  we  use  to  generate  electricity  remain  cheap  and  abur 
dant.  And  over  the  long  term,  the  price  of  electricity  keep 
falling,  because  so  much  of  its  cost  lies  in  power-plant  hardwar 
which  keeps  improving. 

Oil  will  certainly  continue  to  play  a  vital  role  in  our  ecor 
omy,  and  securing  our  supplies  remains  a  national  priorit 
But  with  that  said,  much  has  already  changed  in  our  enerj 
economy,  and  the  long-term  trends  are  heartening.  Rath( 
than  trying  to  curb  demand  for  energy,  which  never  work 
Washington  should  be  promoting  the  convergence  of  gasolir 
and  the  grid.  I 


42-volt  power  system  will  rtjilace 
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Insights  By  Peter  Huher 

Gasoline  and  the  Grid 


THE  ONLY  PLACE  MOST  ORDINARY  AMERICANS  SEE 
their  energy  up  close  is  at  the  gas  pump,  and  when 
"energy  crisis"  comes  to  mind  they  reach  back  to  the 
Arab  oil  embargo  of  1973.  California  had  a  recent 
electricity  crisis,  but  everyone  knows  that  was  about 
bungled  politics  and  crooked  trading,  not  about  fuel  supplies  or 
technology.  This  is  probably  why  energy  still  means  oil  in  most 
casual  public  discourse,  and  oil  means  Middle  East. 

Oil,  however,  isn't  what  it  used  to  be.  About  60%  of  the  fuel 
we  use  today  isn't  oil — it's  coal,  uranium,  natural  gas  and 
hydroelectric.  About  60%  of  our  GDP  now  comes  from  indus- 
tries and  services  that  use 
electricity  as  their  front-end 
fuel.  Some  60%  of  all  new 
capital  spending — what's  left 
of  it — is  on  information- 
technology  equipment,  all  of 
it  powered  by  electricity.  All 
the  fastest-growing  sectors  of 
the  economy  over  the  past 
decade — information  tech- 
nology and  telecom,  most 
notably — depend  entirely  on 
electricity  for  their  fuel.  And 
in  the  U.S.,  at  least,  almost 
no  electricity  is  generated 
with  oO. 

Electric  power  plants  now 
account  for  about  40%  of  our 
total  energy  consumption, 

compared  with  (roughly)  30%  each  for  transportation  and 
heating.  And  electricity  is  progressively  eating  its  way  into 
those  two  smaller  sectors.  Lasers,  microwaves  and  other  forms 
of  electrically  generated  power  are  now  superseding  conven- 
tional furnaces,  ovens,  dryers  and  welders — to  heat  air,  water, 
foods  and  chemicals;  to  cure  paints  and  glues;  to  fuse  steel;  to 
weld  ships.  Finely  tuned,  all-electric  radiant  ovens  and  beams 
work  far  better  than  most  conventional  ovens;  a  heat  pump  can 
deliver  2  Btu  of  warmth  for  1  Btu  of  input.  High-intensity  light 
and  other  forms  of  well-tuned  electrically  generated  radiation 
are  now  on  track  to  become  as  important  in  our  energy  econ- 
omy as  the  automobile. 

The  automobile  itself  is  going  electric,  too,  though  in  quite 
different  ways.  A  steadily  rising  fraction  of  the  power  pro- 
duced under  the  hood  of  a  car  is  being  used  to  generate  elec- 
tricity, because  electrical  modules  are  progressively  displacing 
components  driven  by  belts,  pulleys,  gears  and  shafts.  Over 
the  course  of  the  next  decade  a 
42-volt  power  system  will  replace 


instead  of  trying 
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the  existing  14-volt  wiring  ii 
all  cars.  Steering,  brakes,  susi 
pension,  fans,  pumps  anc 
valves  will  go  electric;  in  thi 
end,  the  wheels  will  be  driver 
electrically  too.  Batteries,  hy 
drogen,  fuel  cells  and  environ 
mental  mandates  have  nothina 
to  do  with  this  transition;  elec! 
trie  drives  are  taking  over  be' 
cause  the  electric  drive  trail 
delivers  better  performance 
lower  cost  and  less  weight. 

The  electrification  of  the  automobile  does,  however,  set  thi| 
stage  for  direct  energy  handoffs  between  the  car  and  the  gridi 
Green  visionaries  hope  that  hydrogen-powered  fuel  cells  iii 
cars  will  displace  electricity  from  the  grid — you'd  run  you 
toaster  off  a  generating  plant  in  your  minivan.  But  the  mori 
likely  prospect,  in  the  long  term,  is  grid  power  flowing  in  th 
opposite  direction.  An  electric  drive  train  will  promote  th' 
development  of  more  and  bigger  onboard  batteries.  They,  ii 
turn,  will  spawn  new  plugs,  to  permit  opportunistic  rechargin; 
from  the  grid,  overnight  in  the  garage  and  during  the  day  ii 
the  workplace  parking  lot.  The  gas  tank  and  combustioi 
engine  won't  disappear,  but  grid  power  will  (in  effect)  begii 
topping  off  the  tank  in  between  all  the  short  trips  that  accoun 
for  so  many  of  the  miles  we  drive,  and  an  even  larger  share  c 
the  fuel  our  cars  burn. 

If  hydrogen  does  somehow  emerge  as  a  transportation  fua 
of  choice,  that  too  will  eventually  lead  supplies  back  to  the  gric 
which  will  provide  the  power  needed  to  extract  hydrogen  fror 
water.  Hydrogen  can't  really  be  viewed  as  a  fuel  at  all;  it  is  a  stor 
age  system,  and  what  it  will  most  likely  store,  in  the  end,  is  elec 
trical  energy  from  the  grid.  The  greens  hope  it  will  be  wind  o 
solar  electricity.  Coal  and  nuclear  electricity  are  a  more  likel 
prospect.  In  any  event,  it  won't  be  electricity  generated  from  oi 
The  fuels  we  use  to  generate  electricity  remain  cheap  and  abun 
dant.  And  over  the  long  term,  the  price  of  electricity  keep| 
falling,  because  so  much  of  its  cost  lies  in  power-plant  hardwart 
which  keeps  improving. 

Oil  will  certainly  continue  to  play  a  vital  role  in  our  econ 
omy,  and  securing  our  supplies  remains  a  national  priorit 
But  with  that  said,  much  has  already  changed  in  our  energ 
economy,  and  the  long-term  trends  are  heartening.  Ratht 
than  trying  to  curb  demand  for  energy,  which  never  work 
Washington  should  be  promoting  the  convergence  of  gasolin 
and  the  grid.  1 1 
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Troy  gives  110%.  Troy  keeps  his  eye  on  the  ball. 

Too  bad  Troy  keeps  missing  the  latest  information 
when  he  leaves  his  office. 

Troy  needs  PCS  Vision  from  Sprint.  The  power 
behind  the  PCS  Clear  Wireless  Workplace. 


Introducing  PCS  Vision" 

Now  your  employees  can  access  the  real-time  information  they  need  from  the  company  network,  right  on 
select  PCS  Phones  from  Sprint.  They  can  send  and  receive  email  as  well  as  get  updated  calendars,  contacts 
and,  of  course,  clear  calls  on  our  enhanced  nationwide  PCS  network.  Our  customized  wireless  products 
give  them  everything  they  need  to  be  more  productive  when  they're  away  from  the  office.  Only  Sprint  built 
the  largest  all-digital,  all-PCS  nationwide  network  with  advanced  multimedia  services  reaching  more  than 
230  million  people  for  clarity  you  can  see  and  hear  See  the  power  of  PCS  Vision  at  wvwv.sprintpcs.com. 
To  be  contacted  by  a  PCS  Representative  with  a  special  limited-time  offer,  call  877-723-8777.  (W) 
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Sprint 


One  Sprint.  Many  Solutions^ 


PCS  Business 
Connection* 


Void-  Uota 


PCS  Wireless 


Internet  Services 


E-Business  Solutions 


Managed  Services 


Service  requires  Vision-enabled  equipment.  Capabilities  vary  by  model.  Additional  service  fees  apply  Screens  are  simulated.  Copyright  ©2002 
Sprint  Spectrum  L.P.  All  rights  reservpcl  Sprint,  the  diamond  logo  and  PCS  Vision  are  trademarks  of  Sprint  Communications  Company  L.R 
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C  ARG  I  LL 


Going 

Against  The 


For  137  years  Cargill 
has  stuck  to  the 
disciplined,  discreet 
ways  that  have 
made  it  the  world's 
largest  and  most 
successful  private 
company.  Now 
Chief  Executive 
Warren  Staley 
insists  he  must  tear 
it  apart  to  keep  it 
together. 


BY  NEIL  WEINBERG  WITH  BRANDON  COPPLE 

DOWN  A  TWO-LANE  HIGHWAY  THAT  WINDS  THROUGH  OAKS  AND 
evergreens  23  miles  west  of  Minneapolis,  a  secluded  access  road 
turns  off  to  the  south  and  iS  marked  only  by  a  small  sign:  "Cargill 
Lake  Office."  There  near  the  shores  of  Lake  Minnetonka,  amid  the 
sedate  elegance  of  an  antique  '  "rench-style  mansion,  Warren  Sta- 
ley plots  a  revolution  at  the  most  dominating — and  obsessively 
private — company  on  he  planet. 

On  the  face  of  it  Cargill  looks  like  the  last  business  in  need  of 
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a  shakeup.  Earnings  more  than  doubled  last  year.  At  $50  biOion- 
plus  in  annual  sales,  Cargill  is  twice  the  size  of  its  closest  rival, 
Archer  Daniels  Midland,  and  bigger  than  Procter  &  Gamble  or 
AOL  Time  Warner  or  Merrill  Lynch.  In  sales  Cargill  is  the  19th- 
largest  company  in  America.  Its  97,000  employees  run  more 
than  a  thousand  production  sites  and  operate  out  of  59  coun- 
tries. They  feed  the  world's  herds  and  fertilize  its  crops.  They 
store  the  harvest,  process  it  and  transport  it  around  the  globe. 
They  finance  and  hedge  the  risk. 

Cargill,  or  farmers  w.-irking  for  it,  raise  17%  of  the  world's 
turkeys.  In  the  U.S.  it  controls  22%  of  beef  production  and  25% 
of  grain  and  oilseed  exports.  Its  vast  financial  trading  arm  is  a 
leading  commodity  broker  and  a  heavyweight  in  sovereign  debt, 
having  reportedly  controlled  one-viuarter  of  Russia's  bond  mar- 
ket. Is  this  behemoth  too  damnett  big  for  its  own  good?  Is  it  too 
big  for  the  good  of  the  country? 


Such  suspicions  -  ru 
deep  because  Cargill  goes  t 
such  lengths  to  keep  its  pro 
file  low.  Some  foreign  out 
posts  bear  no  compan 
shingle.  Its  annual  repoi 
contains  no  financial  table; 
Discretion  is  so  deep 
woven  into  the  compan 
that  even  former  Cargillite 
shy  away  fi-om  public  com 
ments  about  their  ol 
employer — compliment 
included.  Cargill  has  bee 
incomparably  adept 
growing  without  having  t 
go  public  and  making  all  th 
compromises  that  woul 
entail. 

"I'd  hate  to  have 
manage  this  company  woi 
ried  we'll  miss  an  earning 
forecast  by  a  penny  a  shai 
and  have  40%  clipped  fror 
our  value,"  says  Staley.  "It! 
a  great  advantage  being  pr 
vate,  with  shareholders  wh 
understand  agriculture 
cyclical,  returns  are  lun- 
py  and  not  every  risk  wi 
go  our  way."  C.  Danit 
Clemente,  a  Virginia  lawyf 
who  is  a  Cargill  famil 
trustee,  says  the  company 
a  paragon  of  how  to  stay  oi 
of  the  public  equity  marke 
for  generations.  "Cargi 
should  be  the  Harvar 
Business  School  model  f( 
how  to  stay  private,"  he  says. 

Cargill,  founded  in  1865  by  William  and  Samuel  CargiJ 
sons  of  a  Scottish  sea  captain,  started  out  as  a  lone  grain-storaj 
flat  house  in  a  frontier  town  in  Iowa.  Over  the  decades  Carg 
grew  like  bamboo,  silently  snaking  its  roots  below  ground  on 
to  shoot  up  in  unexpected  places  and  redraw  the  landscap 
Sprouting  fi-om  tlie  grain  trade,  it  spread  its  tendrils  into  farn 
ing,  milling,  flavoring,  a  fleeting  stab  at  energy  trading  and 
bizarre  global  mishmash  of  seemingly  unrelated  ventures,  fi-o; 
steelmaking  to  viatical  financing  to  ownership  of  a  casino  in  L 
Vegas.  Cargill  let  these  businesses  operate  separately  ar 
autonomously,  each  one  unaware  of  (or  unconcerned  witl 
goings-on  elsewhere  in  the  empire. 

No  more.  Staley,  60,  chief  executive  since  1999  and  five  yea 
from  company- mandated  retirement,  wants  to  reshape  Carg 
into  a  more  sensible  giant  with  a  sharper  focus  on  its  origins- 
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William  W.  Cargill 

begins  operating  grain- 
storage  flat  house  in 
Conover,  Iowa 


Expands  to  71  grain  elevators, 
2  flour  mills 


JXJ 


Willliam's  son-in-law 
John  MacMlllan  Sr. 
takes  over  after 
rescuing  firm  from 
near-bankruptcy 
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Sets  up  first  foreign 
operations  in 
Canada,  Italy 


Barred  from  futures  trading 
at  Chicago  Board  of  Trade 


O/to 


Becomes  Navy 
shipbuilder,  enters 
soy-processing 
business 


Enters  Korea  and  Taiwan 


Gets  into  steelmaking, 
cattle  feedlot  businesses 


<r> 


Launches  drive  io  develop 
high-value-added  foods 


Cargill,  MacMlllan 
families  sell  17%  of 
firm  to  employees 


the  food  business — and  new  cooperatioi 
""To  grow  our  opportunities  we  have 
shrink  our  sandbox,"  Staley  says  in  a  rai 
interview.  "That  means  teUing  our  bus 
nesses,  'We  won't  starve  you,  but  we  ma 
shoot  you.'" 

That  is  a  stunning  threat  in  a  fin 
where  lifetime  employment  is  the  norn 
especially  in  the  highest  echelon,  an 
where  employees  boast  that  their  bloo 
runs  Cargill  green.  Staley  is  shaking  th 
place  up.  He  has  bumped  dozens  of  man 
agers.  He  is  drawing  new  talent  via  acqui 
sitions  and  new  hires.  "Making  sure  tk 
right  people  are  on  the  bus  and  in  th 
right  seats"  is  how  he  puts  it. 

In  three  years  Staley  has  jettisoned  3 
billion  in  businesses,  from  steel-pipe  mai 
ing  to  coffee  trading.  He  has  spent  a  fe 
billion  dollars  buying  rivals  in  key  mas 
kets,  building  a  position  as  the  nation 
biggest  flour  miller  and  number-tw 
turkey  producer,  and  as  the  largest  grai 
merchant  and  among  the  biggest  produt 
ers  of  vegetable  starches  in  the  world.  St> 
ley's  shopping  spree  will  continue  fori 
while,  bankrolled  by  more  asset  sales,  pe> 
haps  $700  million  in  cash  and  $2.3  billic 
in  annual  cash  flow  from  operatior 
(roughly,  net  income  plus  depreciatio; 
and  working  capital  changes).  "We'j 
keeping  things  bubbling,"  he  says.  "Fortv 
nately,  cash  is  king,  so  it's  a  very  interestiii 
time  for  people  like  us." 

He  calls  his  new  initiative  Strategic  Ii 
tent.  Bland  though  it  sounds,  it  is  a  daun 
ing  departure — and  a  perilous  one.  Tl 
problem  is  that  CargOl's  core  food  buji 
nesses,  accounting  for  three-quarters 
revenue,  have  always  had  gossamer  pro; 
margins  and  cycHcal  ups  and  downs.  La 
year,  though  Cargill  ranked  19th  in  re 
enue  for  U.S.  companies,  it  didn't  ma' 
the  top  100  for  earnings  (though  they  hi 
more  than  doubled  to  $827  million). 

So  Staley,  sounding  like  a  tech  exec 
five,  wants  to  flee  commoditization  f 
higher-profit  services  and  new  produ( 
foodmakers  can't  get  anywhere  else.  \ 
wants  to  climb  from  the  low-marg 
ghetto  of  beans,  meals  and  oils  and  in 
pricey  new  ingredients  and  "solution 
for  farmers,  foodmakers  and  restaura 
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chains.  He  is  pushing  into  everything  from  financial  hedges 
for  farmers  and  factories  to  corn-based  plastics  and  healthful 
soy  fillers,  which  sell  for  dollars  rather  than  pennies  a  pound. 
For  Staley,  now  is  the  time  to  get  CargiU  out  of  the  com- 
modity rut — or  dig  his  own  grave  trying.  He  joined  up  at  age  33 
and  never  left.  Early  on  the  job  he  was  struck  by  the  urgency  it 
takes  to  succeed  in  the  food  business.  Standing  in  a  futures  pit  at 
the  Chicago  Board  of  Trade  during  talk  of  a  corn  blight,  he  was 
knocked  to  the  floor  by  a  trader's  furious  gesticulations  and 
arose  with  a  welt  on  his  forehead. 

He  is  the  seventh  chief  in  the  company's  long  history.  The 
original  Cargill  brothers  ran  it  for  more  than  a  quarter  century; 
William's  son,  Will  Cargill,  nearly  bankrupted  the  firm  on  Mon- 
tana land  deals  in  the  first  decade  of  the  20th  century.  Will's 
brother-in-law,  John  MacMOlan  St.,  intervened  with  bankers  to 
prevent  foreclosure.  MacMillan  received  management  control  in 
1909  and  the  biggest  ownership  stake.  His  descendants'  majority 
share  is  double  the  CargiUs',  in  a  firm  worth  perhaps  $11  billion. 


By  the  Numbers 


Low-profile  Cargill  is  larger  than  Procter  &  Gamble  and  Merrill  Lynch 


$51billlo 


630  milil 


^tr^ll's  annual  sales. 


Cargill's  grain  storage  capacity,  in  bushels. 


Portion  of  U.S.  grain  and  oilseed  exports  Cargill  handles. 


Number  of  countries  where  Cargill  does  business. 


In  1934  John  Sr.  handed  the  family  business  to  his  son,  John 
MacMillan  Jr.,  a  World  War  I  artillery  officer,  who  expanded  so 
aggressively  during  the  Dust  Bowl  years  of  the  1930s  that  Cargill 
was  banned  fi^om  the  Chicago  Board  of  Trade  for  trying  to  cor- 
ner the  grain  market.  He  continued  expanding  anyway,  and  the 
company  boomed  during  World  War  II  on  storing  and  trans- 
porting grain  and  building  ships  for  the  Navy. 

John  Jr.  reigned  until  1960,  when  Erwin  Kelm  became  the 
first  nonfamily  chief  executive.  Kelm  steered  Cargill  down- 
stream, from  crop-handling  into  milling,  starches  and  syrups. 
The  bigger  Cargill  got,  the  more  it  pressed  its  intelligence  edge. 
Three  decades  before  most  people  began  using  e-mail,  Cargill 
used  a  telex-based  system  so  that  the  lowliest  trainee  could  zip 
sensitive  weather,  crop  or  cargo  information  to  senior  officers  in 
seconds.  "Cargill  has  the  best  market  inteUigence  in  the  world 
through  its  commodities  trading,  processing,  freight,  shipping 
and  futures  businesses,"  says  Marvin  Hayenga,  a  professor  at 
Iowa  State  University.  "When  it  sees  three  commodity  ships 
leaving  Argentina,  Cargill  knows  what  that  says  about  pricing 
2,000  metric  tons  somewhere  else." 

The  1970s  bi  ought  the  Sovi>.  ts  into  the  grain  markets  with 
unheard-of  demand,  and  Cargill  thrived.  In  1976,  as  revenue 


approached  the  $30  billion  mark,  Whitney  MacMillan— tb 
nephew  of  John  Jr. — took  over  from  Kelm.  The  compar 
became  a  prime  target  when  the  government  went  after  the  bi 
grain  exporters  for  allegedly  manipulating  the  market, 
emerged  largely  unscathed. 

For  many  current  senior  managers,  a  rite  of  passage  at  thr 
time  involved  starting  out  at  rural  grain  elevators  with  a  phon: 
a  list  of  farmers'  numbers  and  a  mandate  to  feed  the  company 
silos  and  processing  plants.  It  was  a  solid  primer  for  learnin 
Cargill's  most  fundamental  business  and  how  the  company  pre 
moted  those  who  made  the  most  of  opportunity.  Rene 
Haugerud  sat  in  Cargill's  Kansas  City  office  in  1983  when  sf 
picked  up  a  call  from  a  farm  co-op  looking  to  sdl  three  barges  ( 
sunflower  seeds.  "Who  handles  sunnies?"  she  asked  the  tradir 
manager.  "Nobody,"  came  the  reply.  She  was  told  to  "check . 
out."  So  she  signed  a  contract  to  buy  the  seeds  and  haggled  fd 
rail  transport  and  storage  at  a  Houston  elevator  and  lined  u 
customers  in  Mexico  and  among  birdseed  makers.  Cargi 
earned  $200,000  in  the  business  that  first  year.  Thus  w? 
Cargill's  sunflower  business  born — and  its  leadc 
anointed.  Haugerud  went  on  to  promotions  and  posi 
ings  around  the  world. 

"Cargill's  secret  is  hiring  good  people  and  givin 
them  a  real  challenge,  so  they'll  rise  to  it,"  says  Brewsti 
Kneen,  author  of  the  recently  published  second  editic 
of  Invisible  Giant:  CargiU  and  Its  Transnational  Strati 
gies.  One  trader  in  his  mid-20s  was  handed  $30  mUlio 
and  told  to  build  a  bond  portfolio  from  scratch.  He  diJ. 
As  Cargill  spread  its  seedlings  around  the  globe, 
typically  started  small  and  expanded  quietly.  Afti 
entering  Thailand,  it  moved  from  selling  seeds  in  tl' 
1990s  to  feed,  rice,  chickens,  rubber  smokehouses  an 
finance. 

But  building  a  global  presence  was  costly;  the  compar 
typically  plowed  upwards  of  80%  of  earnings  back  into  tl 
business.  By  the  early  1990s  young  members  of  the  Cargill  ar 
MacMillan  clans  were  growing  restless  owning  compar 
shares  that  had  no  liquid  market  and  mediocre  dividend 
Whitney  MacMillan  countered  calls  for  a  public  offerir 
with  an  employee  stock  ownership  plan.  In  1993  the  compai 
reportedly  paid  $730  million  in  cash  to  72  Cargills  ar 
MacMillans  in  exchange  for  17%  of  the  firm,  using  that  stal 
to  begin  the  employee  stock  plan.  Today,  after  retirements,  tl 
employees'  share  is  down  to  12%.  Cargill's  board  was  al: 
remade  to  include  just  six  relatives  alongside  six  independer 
and  five  managers. 

Whitney  MacMillan  yielded  to  Ernest  Micek  as  chief  exec 
tive  in  August  1995,  and  Micek  then  presided  over  a  heap 
trouble.  Cargill's  financial  unit  lost  hundreds  of  millions  of  dc 
lars  in  the  1998  emerging  market  financial  crisis.  The  commoc 
ties  and  ingredients  businesses  that  provide  75%  of  Cargil 
total  revenue  were  hurt  by  a  global  glut.  Revenue  fell  by  doubl 
digit  percentages  two  years  in  a  row.  In  early  1999  Cargill,  wi 
$4  billion  in  debt,  was  stung  when  bond  agencies  cut  its  rating 
notch  to  A+.  A  few  months  later  Micek  said  he  would  step  dov 
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a  year  earlier  than  planned.  Warren  Staley  took  over  and  has 
been  charging  ahead,  six-shooters  blazing,  ever  since. 

Cargill,  already  the  world's  dominant  grain  seller,  bought 
the  number  two  player  in  1999,  just  when  grain  prices  were  at 
a  ten-year  low.  (Classic  Cargill:  It  bets  big  when  the  chips  are 
really  cheap.)  Last  year  it  paid  $580  million  for  the  Purina  inter- 
national and  Chow  brands.  It  also  bought  Rocco  Enterprises  for 
an  undisclosed  sum,  becoming  the  nation's  second-largest 
turkey  processor.  Early  this  year  Cargill  overtook  ADM  as  the 
leader  in  flour  milling  by  merging  its  business  with  a  rival.  In 
April  Cargill  completed  the  largest  acquisition  in  its  history,  buy- 
ing Cerestar,  a  French  ingredient  maker,  for  $1.1  billion.  The 


Food  Chain 


Cargill  is  a  big  presence  from  farm  to  table,  but  few 
end-customers  have  even  a  taste  of  what  it  does. 


Cargill  phosphate  fertilizer  from  Florida 
is  used  to  grow  soybeans  in  the  United 
States  and  Argentina. 


These  beans  are  then  processed  into  meal 
and  oil,  and  the  meal  is  shipped  to  Thailand 
to  feed  chickens. 


The  chickens  are  processed,  cooked  and 
packaged  ...  so  they  can  be  sent  to 
supermarkets  in  Japan  and  Europe. 


deal  made  it  one  of  the  world's  largest  producers  of  vegetab; 
starches  and  increased  its  scientific  staff  by  half 

Cargill  and  three  rivals  control  81%  of  the  U.S.  beef  mark* 
with  two  other  competitors,  it  holds  just  as  high  a  share  of  coi 
exports.  Now  through  its  AgHorizons  program,  it  seeks  to  pn 
vide  farmers  with  jeverything  from  fertilizer  to  financial  servict 
Staley  recounts  a  lunch  with  farmers  in  the  Nebraska  town 
Motala  a  year  ago.  "When  I  asked  what  their  three  biggest  coi 
cerns  were,  they  said:  'Manage  price  risk,  manage  price  risk  an 
manage  price  risk,'"  he  says.  '"Then  don't  screw  me  at  harve 
time,' "  by  making  them  wait  around  to  unload. 

Some  farmers,  however,  fear  Cargill  itself  may  become  the 
biggest  problem  (see  box,  p.  168).  "Consolidation  is  forcij 
farmers  to  abandon  being  entrepreneurs  and  become  low-wai 
contractees  of  big  corporations,"  says  Thomas  Buis  of  tl 
National  Farmers  Union.  With  populist  sentiments  like  that  oi 
boiling  up,  there's  no  telling  when  restrictive  legislation  migj 
surface  or  the  antitrust  cops  come  knocking. 

For  Staley,  the  way  to  outgrow  such  problems  is  to  mc, 
beyond  the  commodity  end  of  the  business.  After  all,  ConAg 
Foods'  19%  return  on  equity  is  almost  double  Cargill's. 
make  that  point  his  executives  paraded  around  a  Februa, 
meeting  in  T  shirts  stating  "I  am  not  a  commodity"  and  "I  a 
not  a  soybean."  The  real  payoff  will  come  from  selling  compl« 
solutions  to  fellow  giants,  like  Nestle,  Wal-Mart  and  McDoi 
aid's.  No  easy  task,  that  one.  "Purchasing  managers  don't  wa 
to  be  solutionized.  That  means  we  have  to  start  with  sm« 
wins,"  says  Cargill  President  Gregory  Page.  In  plainer  Englisi 
An  industrial  buyer  would  rather  order  a  hunk  of  meat  thf 
cooked  hamburger  patties. 

Page,  a  28-year  Cargill  veteran  and,  at  5 1 ,  Staley's  heir  appai 
ent,  aims  to  cook  up  some  products  too  enticing  to  pass  up.  S< 
products,  a  Cargill  specialty,  are  of  particular  interest,  with  ret* 
sales  expected  to  grow  1 7%  this  year,  marking  a  seventh-conse 
utive  year  of  double-digit  gain.  The  market  already  attrac 
major  players,  with  Kellogg  having  bought  Kashi  and  Worthin 
ton  Foods  and  Kraft  acquiring  Boca  Burger. 

The  problem  is  that  many  Americans  and  Europeans  det( 
soy's  taste.  For  now  that  means  disguising  it  in  familiar  produc 
like  cappuccino  and  health  food  bars  that,  though  chocolat 
coated,  have  the  requisite  6.25  grams  of  soy  per  serving  requir 
to  make  healthful  cardio-claims  in  the  U.S.  Cargill  says  it  h 
about  50  more  food  products  in  the  pipeline. 

Des  Moines  dairy  Anderson  Erickson  now  makes  a  new  s 
yogurt  from  a  soy  protein  isolate  that  Cargill  touts  for  its  blan 
ness,  and  manufactures  at  a  Sidney,  Ohio  factory  opened 
month.  French  Meadow,  a  Minnesota  bakery,  uses  Cargill's  s 
flour  to  bake  breads  for  men  (its  sterol  content  has  been  tout 
as  a  natural  way  to  prevent  heart  disease)  and  for  women  (pla 
hormones  limit  the  effects  of  menopause). 

It  is  small  beans  for  now,  but  with  the  likes  of  PepsiCo  ail 
ing  to  add  health  claims  to  half  of  the  products  in  its  Frito-L 
division,  the  spoils  could  be  huge.  Robert  Parmelee,  Cargil 
president  of  food  system  design,  expects  to  reap  an  extra  $1 
billion  in  annual  sales  within  six  years.  He  adds,  with  sor 
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Turkey  Shoot 


hyperbole,  that  profit  margins  will  be  "orders  of  magnitude" 
greater  than  for  CargUl's  traditional  products. 

But  Cargill  must  overcome  internal  strife  to  pull  it  off.  In 
negotiations  over  an  exclusive  ingredient-supply  contract 
with  Rich  Products,  the  $1.7  billion  (revenues)  Buffalo,  N.Y. 
maker  of  Smokehouse  Bar-B-Q  sauce,  baked  goods  and  Italian 
foods,  the  most  rancorous  negotiations  took  place  inside 
Cargill.  Managers  for  products  like  chocolate,  corn  sweeteners 
and  flour,  accustomed  to  being  rated  on  unit  profitability, 
balked  at  sharing  costs  and  staff.  That  forced  Vice  President 
John  Geisler  to  assure  managers  he  would  "keep  them  whole" 
during  performance  reviews. 

"In  the  old  Cargill,  you  defended  your  P&L  no  matter  what, 
and  if  that  meant  blood  on  the  street,  so  be  it,"  he  says.  "This  is 
not  a  camel  built  for  collaboration." 

The  trick  for  management  is  getting  people  to  view  them- 
selves as  more  than  commodity  pitchmen.  Cargill  has 
replaced  70%  of  the  managers  in  its  North  American  malt 
business  for  failing  to  adjust  to  customer  requests,  like  spe- 
cialty products.  At  about  80 
grain-handling  facilities,  40% 
of  managers  have  been 
replaced  for  failing  to  trans- 
form themselves  from  mere 
fertilizer  salesmen  into  for- 
ward-thinking AgHorizon 
consultants  who  hand  out 
advice  on  crop  rotation  and 
risk  management. 

For  a  Honduran  fresh  fish 
client,  Cargill  arranged  joint 
visits  to  U.S.  retailers  and 
helped  it  win  two  new  con- 
tracts. In  Brazil  the  manager  of 
a  flour  mill  won  long-term 
deals  by  guaranteeing  one  cus- 
tomer uniform  quality 
throughout  the  year,  so  its 
crackers  would  always  fit  in 
their  wrappers.  In  the  process 
the  miU  went  from  moneylos- 
ing  to  moneymaking. 

For    another    customer, 
Cargill  worked  out  a  hedge 
against  price  rises  of  morc 
than  10%.  In  the  U.S.  sales 
people  used  to  pitch  Cargill's 
Wilbur  Chocolate  unit  as  a 
sweets  vendor;  now  they  sa 
they  are  in  the  business     ' 
"modifying  fats,  flavors  a 
bulking  agents."  "That, 
microcosm,  is  what  we  want 
We're  more  than  a  limitc  ' 
product,"  says  Page,  the  presi 


dent. 

When  Cargill  can't  dominate  a  business  on  its  own, 
teams  up  with  another  titan.  A  year  ago  Cargill  began  opera 
ing  a  $300  million  plant  with  Dow  Chemical  in  Blair,  Nebr. 
turns  corn  glucose  from  an  adjacent  Cargill  plant  into  rec 
clable  plastic  fiber  for  use  in  comforters  and  other  products.  \ 
September  it  teamed  its  vast  meat  processing  operations  wi 
the  marketing  and  distribution  skills  of  Hormel  to  begin  deli 
ering  prepackaged  beef  and  pork  to  supermarket  chain 
"Instead  of  earning  1%  on  a  low-margin  commodity,  CargU^ 
margin  on  these  differentiated  products  is  likely  to  be  3% 
5%,"  says  Hayenga,  who  teaches  agricultural  economics 
Iowa  State. 

Like  Staley's  other  new  programs,  the  payoff  down  on  tl 
farm  is  probably  years  away.  He  insists  that  is  no  cause  for  alarr 
"The  more  complex  the  things  we're  doing  for  our  customei 
the  more  they're  wUling  to  pay  us,"  he  says.  "That  makes  wh 
we're  doing  very  interesting."  Especially  when  you  have  hung: 
shareholders  to  please. 


On  Thanksgiving  Day  the  irony  may  be  too  much  to  bear  in  the 
south  Texas  farmhouse  of  Kenneth  and  Gail  Schauer.  As  they 
sit  down  to  turkey  dinner,  the  Schauers  will  be  just  across  the 
barnyard  from  17000  living,  unsold  turkeys— turkeys  that  they 
say  Cargill  had  promised  to  buy  before  it  backed  out  and  left 
them  with  no  other  buyer  for  their  buxom  toms. 

In  a  lawsuit  they  filed  in  July  with  43  other  Gonzales  County, 
Tex.  turkey  farmers,  the  Schauers  claim  Cargill  contracted  to 
buy  their  turkeys,  even  encouraged  the  farmers  to  expand  their 
production.  "They  told  us,  'We've  got  to  have  the  production 

down  here.  We  need  you,'"  says  Schauer  On  the  strength  of  that  promise,  the  Schauers  say  their 
banker  loaned  them  $260,000  to  build  two  30,000-square-foot  turkey  houses. 

But  this  spring  turkey  prices  fell  15%  from  a  year  earlier— a  devastating  blow  to  any  meat 
processor's  already  thin  margins,  and  one  usually  battled  by  slashing  production.  Cargill  did  ex- 
actly that,  and  in  May  it  told  the  Gonzales  County  farmers  it  would  not  renew  their  contracts.  That 
left  the  Schauers  with  thousands  of  fattened  birds  and  no  way  to  service  the  $160,000  debt  still 
outstanding  on  their  turkey  houses. 

The  farmers  say  Cargill  planned  to  abandon  them  all  along.  They  claim  the  company  in- 
duced them  to  expand  production— then  refused  to  buy  their  turkeys  as  part  of  a  scheme  to  drive 
the  farmers  out  of  business.  Eliminating  their  farms  would  reduce  the  supply  of  turkey  and  drive 
up  wholesale  prices  for  Cargill's  meat. 

That,  the  farmers  claim,  violates  state  antitrust  law.  They  say  Cargill  became  a  Texas  turkey 
monopoly  with  its  1998  acquisition  of  Waco  turkey  processor  Plantation  Foods. 

The  Schauers'  suit  set  off  a  summer  media  storm  in  south  Texas,  but  Cargill  stands  by  its  de- 
cision. Says  Warren  Staley:  "I  know  what  we've  done  is  within  the  regulations,  within  the  laws 
and  consistent  with  what  we  told  the  farmers.  Ninety-nine  percent  of  what  you  read  in  the  press 
is  inaccurate."  Cargill  denies  that  it  ever  induced  the  farmers  to  expand  production. 

Even  if  that  proves  true,  Cargill  probably  hasn't  seen  the  last  of  lawsuits  like  this  one.  As  farm 
families  like  the  Schauers  and  corporations  like  Cargill  wrestle  with  the  shifting  realities  of  mod- 
ern agriculture,  the  feathers  are  bound  to  fly  —B.C. 
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And  before  you  know  it,  they've  devastated  an  entire  computer  network.  From  critical  informati^ 
protection  to  systerns  management,   Northrop  Grumman  is  prepared  for  the  prospect  of  cyb 
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Master 
Planner 

In  the  ever-consolidating  home 

building  business  John  Shea  and 

his  cousins  have  kept  their  firm 

private  and  independent. 

lY  RISHAWN  BIDDLE 

John  Shea,  76,  the  soft-spoken, 
bespectacled  chairman  of  the 
J.F.  Shea  Co.,  and  his  two 
cousins,  Peter  and  Edmund, 
laim  little  has  changed  at  the  Walnut, 
lalit.  outfit  since  its  founding.  A  bit  of 
in  understatement.  Their  grandfather 
tarted  the  company  in  1881  as  a  man- 
rfacturer  of  plumbing  fbrtures.  It  has 
ince  migrated  through  the  dam,  tun- 
lel  and  subway  construction  busi- 
lesses  and  is  now  a  home  builder. 

In  the  1930s  the  company  helped  build  the  Hoover  and 
rand  Coulee  dams,  as  well  as  the  Golden  Gate  Bridge.  In  the 
960s  it  worked  on  San  Francisco's  Bay  Area  Rapid  Transit  sys- 
eni.  But  the  Shea  family  didn't  see  much  future  in  such  cost- 
•lus  contracts.  So  in  1968  the  company  hooked  up  with  two  for- 
rier  home  building  executives  to  develop  tract  housing  and 
nobile  home  parks. 

Shea's  foray  into  home  building  was  tough  going  at  first. 
)ne  project  in  Los  Angeles'  San  Fernando  Valley  was  nearly 
lestroyed  by  the  1971  Sylmar  earthquake.  The  firm's  first  big 
core  came  in  1979,  when  it  began  work  on  a  900-acre  develop- 
nent  in  the  resort  town  of  Laguna  Niguel,  Calif.  Shea  then 
icked  up  an  adjacent  parcel  and  built  that  out,  as  well. 

Home  building  is  a  very  fragmented  business,  with  thou- 
ands  of  small  players  who  come  and  go.  But  among  the  billion- 
oUar  giants  in  the  sector  it  is  rare  to  see  a  family-owned  com- 
any  like  Shea.  Since  1992,  reports  Bank  of  America's  securities 
peration,  100  privately  owned  builders  have  been  acquired, 
lostly  by  the  big  public  outfits.  The  biggest  publicly  traded 
uilders  accounted  for  17%  of  all  homes  built  in  the  U.S.  last 
ear,  versus  just  9%  a  decade  ago.  "Most  businesses  like  ours  can 
arely  survive  their  feuding  within,  much  less  changes  without," 
dmits  John  Shea,  while  nibbling  on  a  tuna  sandwich  in  the 
ompany's  boardroom. 

Last  year  Shea  boosted  unit  home  sales  by  13%,  to  5,600, 
hile  revenues  rose  5.6%,  to  $1.97  billion.  Shea  has  managed  to 
ick  around  by  becoming  a  fully  integrated  real  estate  developer. 


...  and  big  projects 
like  the  Golden 
Gate  Bridge. 


y ; 


Among  its  properties:  the  22,000-acre 
Highlands  Ranch  in  Denver,  Califor- 
nia's Mission  Viejo  and  the  7,100-acre 
Vistancia  in  Peoria,  Ariz.,  near 
Phoenix. 

Although  Shea  still  develops  small 
parcels  of  land  on  which  it  can  fit  a 
handful  of  new  homes,  its  forte  is  thou- 
sand-acre plots,  for  which  it  develops  a 
master  plan.  It  then  recovers  a  portion 
of  its  cash  outlay  by  selling  some  land 
to  other  builders  and  developers.  Shea  keeps  the  rest  of  the 
acreage,  dividing  it  among  home  lots,  its  commercial  real  estate 
arm  and  its  Trilogy  division,  which  develops  ritzy  retirement 
communities  complete  with  championship  golf  courses. 

Two  years  ago  Shea  was  the  lead  bidder  in  a  bankruptcy  auc- 
tion for  the  7,100  acres  that  became  Vistancia.  In  August  it  beat 
out  50  other  firms  to  partner  with  the  Worldwide  Church  of 
God  on  a  48-acre  project  in  Pasadena,  Calif.  Says  John  Shea: 
"You  have  to  be  opportunistic.  Great  land  equals  great  projects." 
The  company  also  brings  in  partners  to  split  the  costs  of  land 
acquisitions  and  development.  It  teamed  up  with  Morgan  Stan- 
ley to  buy  and  develop  300  acres  throughout  northern  and 
southern  California  in  1996.  Recently  it  put  together  a  joint  ven- 
ture with  home  building  rivals  Centex  and  Lennar  to  develop 
Rivermark,  a  1,850-home  and  shopping  mall  community  on 
1 52  acres  in  Santa  Clara,  Calif. 

Some  of  Shea's  growth  has  come  from  acquisitions.  Its  most 
important  purchase  came  in  1 997,  when  it  picked  up  the  Mis- 
sion Viejo  Co.  and,  with  it,  prime  land  parcels  including  the 
massive  Highlands  Ranch  development. 

Can  Shea  stay  in  the  family?  Only  two  of  John,  Peter  and 
Edmund's  17  children  are  in  the  business.  One  of  John's  sons 
runs  a  small  family-owned  outfit;  another  son  and  two  of  his 
cousins  run  a  home  building  company  in  Charlotte,  N.C. 

The  heir  presumptive  is  Peter  Shea  Jr.,  35,  who  got  his  start 
as  a  laborer  in  Shea's  Redding,  Calif,  rock  and  gravel  quarry.  He's 
now  the  chief  operating  officer.  Says  John:  "Peter's  learned  to  do 
business  the  way  I  did,  so  everything's  in  good  hands."  F 
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America's 

Private  Giants 


Thanks  to  the  \vorst  bear  market  in  decades, 
our  list  of  U.S. -headquartered  private 
companies  with  annual  revenues  over  SI 
billion  has  only  seven  new  members  that 
went  private  over  the  last  12  months. 

One  newcomer  is  Swift  &  Co.,  the  S7.73 
billion  (sales)  beef  and  pork  processor  whose 
roots  go  back  to  1875.  Swift,  which  went  private 
in  September,  is  stUl  46%  owned  by  Conagra,  a 
public  company.  Polaroid  (see  p.  196)  also  joins 
our  list,  but  its  former  shareholders  were  wiped 
out  when  the  company  went  bankrupt. 

Among  the  few  private  companies  from  last 
year's  listing  that  went  public  over  the  last  12 
months  is  Dick's  Sporting  Goods,  which  had  an 
offering  in  October.  And  just  a  handful  of 
companies  on  our  Ust  are  currently  preparing  to 
go  public.  Examples:  Seagate  Technology  and 
Noveon,  a  former  BFGoodrich  subsidiary. 

A  few  notes  on  methodology^:  For  companies 


such  as  Cox  Enterprises,  which  have  both  publ 
and  private  subsidiaries,  we  only  count  x\ 
revenues  of  the  private  operations  in  oi 
tabulation  of  this  Ust.  To  be  considered  private, 
company  must  be  closely  held — ^with  either  tc 
few  partners  or  shareholders  to  force  \\ 
company  to  file  with  the  Securities  and  Exchan^ 
Commission,  or  \vith  strict  limitations  on  sha: 
ownership. 

Firms  with  fewer  than  100  employees,  noi 
profits  that  do  not  pay  income  taxes,  mutual 
cooperatives,  auto  dealers  and  companies  that  g 
more  than  50%  of  their  sales  ft^om  real  estate  a 
excluded.  \\e  also  dropped  accounting  firm 
such  as  KPMG  International,  whose  primai 
executive  offices  are  located  in  Europe.  Startii 
this  year,  those  companies  \vill  be  listed  by  Forb 
Glob-\l,  our  sister  pubUcation. 

For    more    on    private    companies,    go 
www.forbes.com/private. 
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KOCH  Industries 

chemicals;  ere'gy  environ  tech:  ranching;  fini  svcs 


Charles  Koch 


Headquarters 
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Empioyd 


2.9         97.000 


-1.7       11,000 


3 

4 

Mars 

candy,  ice  cream  p:t  food,  rice,  electronics 

John  F  Mars 

McLean,  VA 

17.500e 

6.1 

30,000 

4 

3 

PRICEWATERHOUSECCOPERS 

accounting,  auditing  lax  L  ccisulting  svcs 

Samuel  A  OiPiazza  Jr 

New  York,  NY 

16,100e»^5 

NA 

120.000 

5 

5 

PuBux  Super  Marke  ^ 

684  supennarkets  In  FL,  GA.  L :  i  AL 

Charles  H  Jenkins  Jr 

Lakeland.  PL 

15.370 

5.5 

126,000 
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ESSENCE  OF  WORK 


A  Rollover  From  The  Principal® 
Can  Have  A  Therapeutic  Effect. 

Having  all  your  retirement  accounts  in  one  place  makes  life  easy,  whether  you're  changing  jobs 
or  approaching  retirement.  Consolidate  with  us,  and  you  won't  believe  how  good  you'll  feel. 


For  more  information,  Call 

1-800-247-8000  Ext.  IRA 


•  We  make  it  fast  and  easy. 

•  Choose  from  a  wide  range  of  investments. 

•  We're  America's  401(k)  leader. 

•  Over  120  years  of  financial  experience. 


WE       UNDERSTAND 


WHAT       YOU'RE 

www.principal.com/rollover 


Financial 
Group 


WORKING       FORSM 


-  '"-V  .^^.  ;.:.a:--j:  3c:\:^^,,  In^;.,  LV>  Moines,  lA  50392.  Insurance  issued  by  Principal  lite  In^ur.iiue  (.  i.mp.iny.  Seemitics  otk-rej  tlirough  rrincur  Financial  Services  Corporation 
iber  NASD  &;  SIPC),  800/247-4123.  Principal  Life  and  Princor'  are  members  of  the  Principal  Financial  Group  (The  Principal),  Des  Moines,  lA  50392.  "The  Principal  Financial  Group*", 
■  Pnncipal*"  and  "Princor'"  are  registered  trademarks  of  Principal  Financial  Services,  Inc.,  a  member  of  the  Principal  Financial  Group. 
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OPEN  INFRASTRUCTURE 

INTEGRATION 
PLAY 


1]  In  the  game  of  e-business,  increased  speed  to  marke 
never  goes  out  of  style.  Witfi  a  seamless  infrastructure 
on  open  standards,  you  can  be  a  supply  chain  all-star. 

2]  IBM  has  end-to-end  open  e-business  infrastructure  sc 
to  help  you  integrate  your  systems  with  your  vendors 
suppliers,  buyers  and  customers.  So  they  can  connect 
you  inside  and  out.  Openness.  It's  what's  "in." 

3]  For  more  Winning  Plays,  visit  ibm.com/e-busines 


©business  is  the  game.  Piay  to  win: 


MARKET 


FIRST 
(AND  POSSIBLY  ONLY) 
TO  WEAR 


LARGEST    PRIVATE    COMPANIES 


RANK       Company 
02     01    Business 


Chief  Executive 


6 


BECHTEL 

engineering,  construction,  project  devel  &  mgmt 


Riley  P  Beclitel 


7       11 


Meijer 

general  merchandise  &  grocery  stores  in  Midwest 


Hank  Meijer^ 


8       10 


ERNST  &  YOUNG 

accounting,  auditing,  tax  &  fini  svcs 


James  S  Turley 


9       13 


HE  BUTT  Grocery 

food/drug  stores;  food  processing;  film  processing 


Charles  C  Butt 


HEADQUARTERS 


San  Francisco,  CA 


Grand  Rapids,  Ml 


New  York,  NY 


San  Antonio,  TX 


10       9 


Fidelity  Investments 

mutual  funds,  brol<erage,  pension  mgmt 


Edward  C  Johnson  3rd       Boston,  MA 


11      14 


C&S  Wholesale  Grocers 

wholesales  food  to  supermarkets  &  military  bases 


Richard  B  Cohen 


Brattleboro,  VT 


12      15 


Huntsman 

produces  chemicals,  polymers 


Peter  R  Huntsman 


Salt  Lake  City,  UT 


REVENUES 


2001  CHANGE 

($MIL)  (%) 


13,400 


10,600e 


10,100^ 


9,900^ 


9,807 


9,700 


8,000e 


EMPLOYEE! 


-6.3 

50,000 

6.0 

85,000 

2.5 

110,000 

10.4 

60,000 

-12.0 

31,359  1 

14.1 

7,500 

-5.9 

13,000 

GRAYBAR    ELECTRIC 


Building  Up 

In  the  Downturn 

Graybar,  which  was  purchased  by  its 
employees  at  the  beginning  of  the 
Great  Depression  in  1929  after  being 
spun  off  from  Western  Electric  in  1925,  stocks 
175,000  different  electrical  and  telecommuni- 
cations products.  Its  warehouses  hold  any- 
thing from  basic  wire,  cable  and  transformers 
to  local  and  wide  area  networking  products 
made  by  companies  like  General  Electric  and 
Lucent  Technologies.  The  company  sells  these 
items  to  200,000  customers,  mainly  electrical 
contractors,  but  also  industrial  manufacturers 
and  regional  telcos  like  Verizon  and  SBC 
Communications. 

Lately  Graybar's  business  has  been  awful. 
After  clocking  a  15%  average  annual  sales 
growth  over  the  four  years  through  2000, 
Graybar's  revenues  dropped  8%  to  $4.8  billion  in  2001,  the  first 
downturn  since  the  1991  recession.  The  first  half  of  2002  hasn't 
been  much  kinder— Graybar's  sales  are  down  21%  and  net  in- 
come has  fallen  86%  from  the  year-earlier  period,  to  $1.9  million. 
Even  employee-owned  firms  are  not  v^'orker  paradises:  This  one 
has  shrunk  its  payroll  during  the  downturn  by  an  eighth,  to 
8,400  workers. 


Despite  the  dismal  state  of  capital  spending  in  the  telecor 
munications  sector,  Graybar  boss  Robert  A.  Reynolds  Jr.  is  opi 
mistic  that  2002  revenues  will  clear  $4  billion.  Graybar  evt 

began  increasing  branch  inve 
tories  in  October,  hoping  to  get 
jump  on  the  competition  befo 
an  anticipated  turnaround. 

The  company  is  also  spen 
ing  $90  million  to  install  a  ne 
inventory  tracking  and  billii 
system  that  should  be  in  plai 
next  year.  And  by  encouragii 
equipment  manufacturers  to  it 
plement  a  bar  code  systei 
Graybar  hopes  to  offer  enhanc 
tracking  and  management  cap 
bilities  similar  to  those  found 
the  retail  industry. 

Another  improvement:  Whet" 
as  250  Graybar  branches  we 
previously  responsible  for  thi 
own  inventory  needs,  now  14  i 
gional  warehouses  carry  hard-1 
find  items,  leaving  the  branch 
more  room  to  store  frequently  pi 
chased  items. 

In  an  industry  with  $73  b 
lion  in  revenues,  St.  Louis-based  Graybar  is  the  largest  amo 
4,200  competitors.  Its  biggest  rivals  are  Wesco  Distribution  a 
Anixter,  but  as  a  group  the  three  firms  only  account  for  16%  m; 
ket  share  in  a  tough  low-margin  business. 

Supply-chain  logistics  may  sound  like  old  news  in  other  ■• 
dustries,  but  in  this  business  it  could  differentiate  Graybar  in 
otherwise  crowded  field.  —Tricia  McGini 
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There^re  after  dinner  drinks 


-m' 


And  there's  Drambuie 


^S^ 


CJN  Id 


ttesponsMy        -i/^r^  ^ ' 


Drambuie  On  Ice 


DRAMBUIE 


II                      /-; 

LRGEST    PRIVATE    COMPANIES 

HEADQUARTERS 

REVENUES 

EMPLOYEE 

•01 

COMPANY 
BUSINESS 

Chief  Executive 

RA 
02 

2001 
($MIL) 

CHANGE 

(%) 

( 
r 

13 

18 

JM  FAMILY  ENTERPRISES 

distributes  Toyotas;  automotive  retail  svcs 

Pat  Moran 

Deerfield  Beach,  PL 

7,800 

9.9 

3,500 

14 

■ 

Swift  &  Co 

processes  beef  &  pork 

John  Simons 

Greeley,  CO 

7,733 
6,500 

NA 

21,400 

15 

22 

ENTERPRISE  Rent-a-Car 

auto  rental,  fleet  services,  car  sales 

Andrev\^  C  Taylor 

St  Louis,  MO 

3.2 

50,000 

16 

19 

Marmon  Group 

manufacturing  &  service  companies 

John  D  Nichols 

Chicago,  IL 

6,414 

6,095 

6,087 

5,200e 

5,000^ 

4,815 

4,415^ 

4,259 

-5.5 

35,000 

17 

23 

SCIENCE  Applications  Intl 

tech  r&d,  systems  integration,  telecom  &  IT  outsourcing 

J  Robert  Beyster 

San  Diego,  CA 

3.4 

40.400 

18 

21 

Seagate  Technology 

makes  disk  drives;  data  storage  solutions 

Stephen  J  Luczo 

Scotts  Valley,  CA 

-4.7 

45.779; 

19 

25 

Menard 

home  improvement  centers 

John  Menard  Jr 

Eau  Claire,  Wl 

7.2 

9,2001 

20 

27 

SC  JOHNSON  &  SON 

cleaning;  home  storage,  insect  cntrl  &  pers  care  prods 

William  D  Perez 

Racine,  Wl 

11.1 

9,500; 

21 

24 

GRAYBAR  ELECTRIC 

wholesales  electrical,  telecom  &  network  equip 

Robert  A  Reynolds  Jr 

St  Louis,  MO 

-7.7 

9,800: 

22 

29 

Giant  Eagle 

supermarkets  in  PA,  OH,  WV,  MD;  food  wholesaling 

David  S  Shapira 

Pittsburgh,  PA 

-0.5 

26.0001 

23 

26 

Levi  Strauss  &  Co 

Levi's,  Dockers  &  Slates  jeans  &  other  apparel 

Philip  A  Marineau 

San  Francisco,  CA 

-8.3 

16,600; 

24 

38 

MBM 

distributes  food  to  restaurant  chains 

Jerry  L  Wordsworth 

Rocky  Mount,  NC 

4,236 

4,2306" 

4,185e 

4,185e 

4,100^ 

4,000e 

3,900e 

3,900 

3,890e" 

3,871 

3,750e 

3,750 

10.8 

3,500! 

25 

34 

Cox  Enterprises 

newspapers,  TV,  broadband,  radio;  auto  auctions 

James  C  Kennedy 

Atlanta,  GA 

78 

52,9001 

26 

30 

ADVANCE  PUBLICATIONS 

newspapers,  magazines:  Conde  Nasf 

Samuel  1  Newhouse  Jr 

New  York.  NY 

-4.9 

22,785 

27 

41 

ALTICOR 

Amway  household  &  personal-care  prods 

Doug  DeVos 

Ada,  Ml 

9.6 

10.000! 

28 

35 

HY-VEE 

Hy-Vee  Food  supermarkets.  Drug  Town  drugstores 

Ronald  D  Pearson 

West  Des  Moines,  lA 

5.1 

46,000( 

29 

39 

GUARDIAN  INDUSTRIES 

flat  glass,  fiberglass  insulation,  auto  glass  &  trim 

William  M  Davidson 

Auburn  Hills,  Ml 

5.3 

19.000 

30 

48 

Gulf  States  Toyota 

independent  distributor  of  Toyotas 

Thomas  N  Hynes 

Houston,  TX 

9.2 

3,000 

31 

37 

REYES  HOLDING 

food  &  beverage  distributor;  logistics;  real  estate 

J  Christopher  Reyes' 

Rosemont,  IL 

10.4 

3,877 

32 

31 

Hallmark  Cards 

greeting  cards;  TV  programs;  art  materials 

Donald  J  Hall  Jr 

Kansas  City,  MO 

-8.1 

19,600 

33 

28 

Peter  Kievvit  Sons' 

heavy  construction;  mining 

Kenneth  E  Stinson 

Omaha,  NE 

-13.0 

16,000 

34 

33 

InterTech  Group 

makes  polymers  &  composites 

Jerry  Zucker 

North  Charleston,  SC 

-6.3 

16.500 

35 

42 

SOUTHERN  WINE  &.  SPIRITS 

distributes  alcoholic  &  nonalcoholic  beverages 

Harvey  R  Chaplin 

Miami,  PL 

71 

5,68C 

36 

44 

EBY-BROWN 

distributes  candy  &  other  prods  to  Gonvenlence  stores 

Richard  W  Wake« 

Naperville,  IL 

3.670 

79 

2.10C 

37 

■ 

ROUNDY'S 

distributes,  retails  &  wholesales  food  products 

Robert  Mariano 

Pewaukee.  Wl 

3,619^ 

23.2 

13,451 
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STAY  CONNECTED 

Keep  up  with  business  on  the  go  using  the  PCS  Phone  by 

SANYO  SCP-4900.  With  PCS  Vision^"  from  Sprint, 

it's  clarity  you  can  see  and  hear. 


'1.7-inch  full-color  display 
'  High-quality  speaker  phone  for  conference  calls 
'WAP  2.0  Web  browser,  PC  USB  interface 
-  JAVA™  enabled 


'  Call  screening  like  on  your  answering  machine 
'  Built-in  ringers  and  graphics  for  personalization 
'  Voice-activated  dialing,  TTY  compatibility 


Clearly,  the  phone  to  give  or  get  this  holiday  season.  Receive  great  savings  on  PCS  Phones  by 
SANYO,  now  through  Dec.  31,  2002.  Visit  a  Certified  PCS  Vision  Retail  Location  in  your  area. 
Available  at  Sprint  Stores,  on  the  Web  at  www.sprintpcs.com/sanyo  or  call  (800)  480-4PCS. 


^Sprint  Store" 

nePCSCeatei 


Turn  On  the  Fun 


^_.     The  Sprint  Store  At 

(^  RadioShack 


Msi  \A/  w  .Sanyo  w  i  r  e  I  e  s  s  .  c  o 

Changing  your  wireless  world. 


SA0YO 


LARGEST    PRIVATE    COMPANIES 


RANK         COMPANY 
02       01      BUSINESS 


Chief  Executive 


Headquarters 


Revenues 


2001  CHANGE 

($MIL)  (%) 


38     36 


MILLIKEN  &  Co 

textiles  &,  chemical  products 


Roger  Milliken 


Spartanburg,  SC 


39      45 


MCKlNSEY  &  Co 

international  management  consulting  firm 


Rajat  Gupta 


New  York,  NY 


40     32 


ContiGroup  Cos 

poultry  &  pork  production;  cattle  feeding;  milling 


Paul  J  Fribourg 


New  York,  NY 


41      53 


RALEY'S 

Raley's  Food  &  Drug  stores;  other  stores 


William  J  Coyne 


West  Sacramento,  CA 


42      43 


Hearst 

publishing,  broadcasting  &  entertainment 


Victor  F  Ganzi 


New  York,  NY 


43      47 


Capital  Group  of  Cos 

manages  mutual  funds;  financial  svcs 


Larry  P  Clemmensen  Los  Angeles,  CA 


44      75 


Platinum  Equity 

acquires  &  operates  information-tech  companies 


Tom  T  Gores 


Los  Angeles,  CA 


Survival  Instincts 

Two  years  ago  FORBES  called  Cox  Enterprises  Chief  Executive 
James  Kennedy  the  most  unmogul-like  mogul  we'd  ever 
met.  The  heir  to  one  of  the  few  remaining  family  media  for- 
tunes, Kennedy  shuns  the  spotlight  and  hates  taking  credit  for  his 
savvy  moves  in  the  1990s  that  resulted  in  a  ten-year  annualized 
revenue  growth  rate  of  14%.  But  make  no  mistake— this  would-be 
wallflower  can  be  shrewd  when  he  wants  to  be.  How  else  could  Cox 
revenues  from  its  private  and  public  subsidiaries  have  increased 
sixfold  in  total?  That's  a  jump  from  $1.7  billion  in  1988,  when 
Kennedy  took  over  the  company,  to  a  projected  $10  billion  today. 

Cox  Enterprises  encompasses  privately  held  newspaper,  televi- 
sion and  auto  auction  businesses,  as  well  as  stakes  in  public  com- 
panies Cox  Communications  and  Cox  Radio.  Cox  Enterprises,  with 
private  revenues  of  $4.23  billion,  is  ranked  25  on  this  year's  list  of 
America's  largest  private  companies. 

Kennedy,  a  former  reporter  and  newspaper  general  manager, 
runs  the  conglomerate  at  the  behest  of  his  mother,  Barbara  Cox 
Anthony  of  Honolulu,  and  aunt,  Anne  Cox  Chambers,  a  onetime 
Democratic  fundraiser  and  former  ambassador  to  Belgium,  who  sit 
on  the  board  of  directors. 

Kennedy  says  he  saw  the  latest  economic  downturn  and  re- 
sulting ad  slump  coming  before  it  mired  the  U.S.  economy  two 
years  ago,  and  he  started  positioning  Cox  accordingly.  For  example, 
he  consolidated  the  chain's  flagship  papers,  merging  the  morning 
Atlanta  Constitution  with  the  afternoon  Atlanta  Journal  in  Novem- 
ber 2001.  Today  the  newspaper  group  is  35%  more  profitable  than 
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.>as 


3,600e 

3,336e 

3,300 

3,300 

3,270e* 

3,200e 

-77 

14,000 

-1.9 

13,000 

-18.0 

14,500 

10.0 

16,000 

-4.2 

17170 

-11.0 

4,500 : 

3,200^ 

33.3 

15,000: 

■ 

it  was  a  decade  ago  during  the  last  downturn. 

Although  he  has  cut  overhead,  Kennedy  hasn't  turned  his  ba 
on    growth    opportunities.    After   five   years    on    the   W( 
Autotrader.com  has  become  the  largest  online  marketplace 
used  cars.  This  venture  broke  through  to  profitability  in  the  th 
quarter,  and  2002  revenues  should  top  $100  million,  a  75% 
crease  over  2001. 

Look  for  Kennedy's  next  move  to  involve  cable  and  broadbai 
Kennedy  tried  (and  failed)  to  buy  AT&T  Broadband  in  2001,  but  C 
Communications— the  65%  Cox  Enterprises-owned  publicly  trac 
cable  company,  with  a  market  capitalization  of  $17  billion— is  c 
of  the  few  companies  that  can  generate  a  profit  in  the  cable  arei 
Analysts  predict  Kennedy  will  try  to  merge  Cox's  private  televisi 
operation  with  the  public  cable  business.  Cox  Television  has 
ready  spent  $60  million  to  put  its  15  on-air  TV  stations  in  the  di 
tal  band  this  year— which  opens  the  door  to  transmitting  multi 
streams  of  video.  —Lynn  J.  d 
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TOYOTA  HYBRID  SYSTEM 


toyota.com 


HYBRID  FACT  #2: 

IN  THE  RACE  FOR  GREENER  CARS, 
PRIUS  IS  LEADING  BY  MORE  THAN 
800  MILLION  MILES. 


The  first  mass-produced  vehicle  in  the  world  to  combine  a  super-efficient  gasoline  engine  with  an  electric  motor  that  never  needs  to  be  plugged 
in.  Double  the  average  mileage  of  conventional  vehicles,  with  up  to  90%  fewer  smog-forming  emissions.'  And,  since  1997,  over  100,000  owners 
have  been  putting  it  through  its  paces,  covering  millions  of  miles.'  The  gas/electric  Prius.  One  revolutionary  vehicle  that  can  really  go  the  distance. 


TOYOTA 


2002  tPA  eslima{es  city/htghway  nuieage,  Actuat  fesulb  may  vary.  Calil,  Ai(  fifiiotiftds  Beartl  SUUV-i alfiil.  For  more  infomiatian,  visit  www.aili.ca.gov.  Based  qv,  {lytifocarbons  and  owtles  ot  Hitrogetr  compared  lo  the  average  car.  -BasBii  on  average  mites 
is  monthly  sales,  "leading  by"  figure  reflects  estimated  Prius  mites  driven  minus  miles  driven  by  competitive  hybrid  vetiicles.  ©2002  Toyota  Motor  Sales,  U.S.fl,.  Inc. 


LARGEST    PRIVATE    COMPANIES 


Rank       Company 
'02    '01    Business 


Chief  Executive 


Headquarters 


45      46 


Flying  J 

truck  &  travel  plaza  stops  &  restaurants;  oil 


J  Phillip  Adams 


Ogden,  UT 


46    110 


Sammons  enterprises 

Insurance,  industrial  equip  sales,  bottled  water 


Robert  W  Korba 


Dallas,  TX 


47      56 


Quiktrip 

gas  &  convenience  stores  in  South,  Midwest  &  West 


Chester  Cadleux 


Tulsa,  OK 


48      57 


Bloomberg 

online  fini  data,  business  news,  mags,  broadcasting 


Lex  Fenwick 


New  York,  NY 


49      66 


kohler 

plumbing  prods;  engines;  furniture;  tile;  hotels 


Herbert  V  Kohler  Jr 


Kohler,  Wl 


50     54 


ScHWAN's  Sales  Enterprises 

makes  &  sells  frozen  pizza  &  ice  cream 


M  Lenny  Pippin 


Marshall,  MN 


51      55 


JR  SIMPLOT 

process  potatoes,  veg,  meat;  fertilizer;  livestock;  turf  prods 


Lawrence  S  Hlobik 


Boise,  ID 


52      58 


RaceTrac  Petroleum 

convenience  stores  &  gas  stations  in  13  states 


Carl  Bolch  Jr 


Smyrna,  GA 


53      59 


Wegmans  food  Markets 

supermarkets;  home  &  garden  centers 


Robert  B  Wegman 


Rochester,  NY 


54      65 


Gordon  food  Service 

distributes  food;  GFS  Marketplace  stores 


Dan  Gordon 


Grand  Rapids,  Ml 


55     61 


Keystone  Foods 

processes  beef  &  poultry  for  food  svc  cos;  food  distributor 


Herbert  Lotman 


West  Conshohocken,  PA 


56      60 


PERDUE  Farms 

processes  poultry  &  agricultural  products 


James  A  Perdue 


Salisbury,  MD 


57       ■ 


TENASKA  Energy 

power  generation,  natural  gas  &  energy  mktg 


Howard  L  Hawks 


Omaha,  NE 


58      78 


GILBANE 

builds  airports,  water-treatment  plants  &  other  facilities 


Paul  J  Choquette  Jr  Providence,  Rl 


59      70 


STATER  Bros  Markets 

156  supermarkets  in  southern  California 


Jack  H  Brown 


Colton,  CA 


60     52 


ALLEGis  Group 

provides  info  technology  svcs  &  staffing 


John  Carey 


Hanover,  MD 


61    191 


JOHNSONDIVERSEY^ 

floor  care;  food  sanit  &  hygiene;  appearance  products 


S  Curtis  Johnson 


Sturtevant,  Wl 


62      51 


International  Data  Group 

computer  mags  &  trade  shows;  mkt  research 


Patrick  Kenealy 


Boston,  MA 


63      73 


Connell 

leases  heavy  equip;  real  estate;  trades  rice  &  sugar 


Grover  Connell 


Berkeley  Heights,  NJ 


64      72 


Clark  Enterprises 

construction,  real  estate,  investments 


A  James  Clark 


Bethesda,  MD 


65      63 


Clark  Retail  Enterprises 

convenience  stores,  gas  stations 


Brandon  K  Barnholt  Oak  Brook,  IL 


66     82 


HI  Hackney 

distributes  food,  bottled  water  &  petroleum;  furniture 


William  B  Sansom 


Knoxville.  IN 


67     78 


Quality  King  Distributors 

distributes  drugs,  health  &  beauty-care  prods,  fragrances 


Glenn  Nussdorf 


Ronkonkoma,  NY 


68     71 


Transammonia 

trades  fertilizers,  liquid  petro  gas  &  petrochems 


Ronald  P  Stanton 


New  York.  NY 


69     64 


CONSOIJOATEO  Electrical  Disi  ributors 

wholesales  &  distributes  electrical  equip 


Keith  W  Colburn 


Westlake  Village,  CA 


Revenues 


2001  CHANGE 

($mil)  (%) 


EMPLOYEES 


3,150 

-5.4 

11,500 

3,085e 

3,050 

3,000e 

3,000e 

3,000^ 

41.8 

3,000 

4.1 

6,575 

5.3 

8,000 

15.4 

22,000 

— 

22,000 

3,000 

2,942 

2,920 

2,750^ 

2,716e 

— 

13,000 

4.7 

3,850 

4.3 

30,206 

5.8 

55,000 

2.5 

6,700 

2,700e 

2,665 

2,658 

2,653^ 

2,610e 

2.600e" 

2,580 

— 

20,000 

NA 

450 

11.3 

1,700 

4.0 

13,000 

-13.0 

8,000 

NA 

15,000 

-14.0 

13,050 

2,525 

4.1 

245 

2,500^ 

2.2 

4,000 

2,500 

11.1 

7,365 

2,500 
2,450^ 

8.7 

3,100 

2.1 

1,400 

2,434 

-0.5 

237 

2,400e 

-77 

5,350 
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voted  children  (Share  of  estate:  33%) 


^r^ 


Delighted  Alma  Mater  (Share  of  estate:  67%) 


/  m 


\  I' 


Iiil1 


philanthropy  goes  far  beyond  it? 


Phoenix  has  been  helping  people'who'^ 
done  well  do  better  for  more  than  150  years. 


oney.  It's  just  not  what  it  used  to  be 

.  j    "^  t  To  learn  about  our  product! 


services, 


ask  your  financial  advisor  and  visit  us 


^CUMULATE.   Pjg^SERVE.  TRANSFER;         wPHOENIX 


BiT^^wftT^T^ff^IB^^^c  ? 


mt  Management  provided  by  Phoenix  Investment  Partners  through  its  subsidiaries.  Insurance  and  miuities  issuefoy  Phoenix  Life  Insurance  Company 
'y  Office:  East  Greenbush,  NY)  and  its  insurance  subsidiaries.  Members  of  The  Phoenix  Companies,, Inc.,  C'M02  The  Phoenix  Companies,  Inc. 


LARGEST    PRIVATE    COMPANIES 


Rank       Company 
'02    '01    Business 


Chief  Executive 


Headquarters 


Revenues 


2001       change 

($MIL)  (%) 


EMPLOYEt 


70     85 


Springs  Industries 

makes  &  markets  home  furnishings 


Crandall  Close  Bowles        Fort  Mill,  SC 


2,400e' 


5.5        17.000 


71    137 


Whiting-Turner  Contracting 

construct  mgr,  general  contractor  &  design  builder 


Willard  Hackerman 


Baltimore,  MD 


72      49 


Schneider  National 

trucking;  third-party  logistics 


Donald  J  Schneider  Green  Bay,  Wl 


73    130 


Kinray 

distributes  drugs,  med  supplies,  health  &  beauty  prods 


Stewart  Rahr 


Whitestone,  NY 


74      62 


A-Mark  Financial 

trades  &  mkts  rare  coins,  precious  metals;  merchant  banking 


Steven  C  Markoff 


Santa  Monica,  CA 


75      67 


Sinclair  Oil 

oil  refineries,  gas  stations;  ski  resorts,  hotels 


Robert  E  Holding 


Salt  Lake  City,  UT 


76      79 


SIRVA" 

relocation  services,  logistics 


Jim  Rogers 


Naperville,  IL 


77      86 


BELK 

department  stores 


John  M  Belk 


Charlotte,  NC 


2,400 

2,388 

2,310 

2.300^ 

2,300e 

45.8 

2,100 

-23.0 

19,349; 

35.1 

600 

-12.0 

104 

-11.0 

6,900 

2,249 
2,243 

-5.2 

6,800: 

-1.2 

18,500: 

• 


JOHNSONDIVERSEY 


A  Clean  Merger 

The  name  JohnsonDiversey  is  new,  but  this  $2.6  billion 
company  traces  its  roots  back  to  1886.  More  recently, 
in  1999,  it  became  an  independent  company  when  John- 
son Wax  Professional  was  split  off  from  its  formidable  parent, 


^^^Sf^w^ 


SC  Johnson  &  Son,  a  manufacturer  of  well-known  consurr 
household  products  such  as  Windex  and  Pledge.  The  Johnsc 
Diversey  appellation  came  about  in  May,  when  the  compa 
doubled  its  size  by  merging  with  Unilever's  DiverseyLever. 

JohnsonDiversey  makes  commercial  cleaning  compoum 
and  equipment,  and  its  offerings  include  commercial  floor  w* 
sanitizers  for  restaurants  and  food-processing  companin 
cleansers  and  deodorizers  for  restrooms,  and  industrial  c 
greasers.  The  firm's  CMA  Dishmachines  subsidiary  manufactui 
commercial  dishwashing  systems. 

With  the  $1.6  billion  acquisition  and  a  14%  global  mark 
share,  JohnsonDiversey  is  now  a  close  second  in  its  business 

Ecolab,  which  has  17%  of  the  $32 1 
lion  industrial  cleaning  materi; 
market.  Diversey  wasn't  a  great  fit 
Unilever,  which  is  mostly  a  consun 
products  company.  But  Mark  Gull 
a  specialty  chemicals  analyst  at  Ba 
of  America  Securities,  says  t 
merger  with  Johnson  Wax  Prof( 
sional  made  sense  by  combini 
product  lines  aimed  at  more  or  le 
the  same  commercial  buyers. 

Are  more  acquisitions,  in  whai 
still  a  fragmented  business,  on  1 
horizon  for  JohnsonDiversey?  Gul 
doesn't  think  that  the  company  \ 
attempt  any  big  deals  for  the  fo 
seeable  future.  The  firm  now  carr 
$1.4  billion  in  debt  and  has  plenty 
do  integrating  the  two  companies. 
-Fei  Mei  Ct 
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)n  Malaysia  Airlines,  we  offer  our 
irst  and  Business  Class  passengers 
omplimentary  personal  chauffeur 
ervice  to  and  from  their  airport . 
s  just  one  of  the  many  reasons 
/hy  our  award-winning  service 
as  made  us  a  favorite  among 
avelers  around  the  globe.  We  fly 


to  over  1 1 0  destinations  worldwide, 
including  daily  direct  B747  service 
to  Kuala  Lumpur  from  Los  Angeles 
via  Taipei,  or  from  Newark  via  Dubai 
aboard  our  B777s.  Contact  your 
travel  agent  or  call  our  Premiere 
Desk  at  (888)  627-8477.  And  let 
us  give  you  a  real  lift. 


'  AIRLINES 

malaysiaairlines.com 


•Available  within  approx.  35  miles  of  the  North  American  city  airport  from  which  the  flight  originates  and  is  complimentary  up  to  a  max.  of  $150  (US  &  CAD)  fare 
per  paying  passenger.  Some  restrictions  apply  Partners  in  Northwest  Airlines'  WorldPerks®  and  Delta  SkyMiles®  frequent  flyer  programs.  ©2002  Malaysia  Airlines. 


LARGEST    PRIVATECOMPANIES 


Rank 
02     01 


Company 
Business 


Chief  executive 


Headquarters 


78     80 


BLACK  &  VEATCH 

engineering,  construct  &  tech  consulting  svcs 


Len  Rodman 


Kansas  City,  MO 


79    117 


DreamWorks  SKG 

produces  motion  pictures 


Jeffrey  Katzenberg 


Glendaie,  CA 


80     89 


RENco  Group 

steel,  lead  &  other  metals:  coal;  Hummer  vehicles 


Ira  L  Rennert 


81      87 


Edward  Jones 

securities  &  insurance  brokerage 


82    100 


GOLUB  Neil  M  Golub 

Price  Chopper  supermkts  &  Mini  Chopper  convenience  stores 


83    107 


SCHNUCK  MARKETS 

supermarkets  in  the  Midwest 


Craig  D  Schnuck 


84    gg 


Booz  ALLEN  Hamilton 

management  &  technology  consulting 


Ralph  W  Shrader 


85     91 


Structure  tone 

general  contractor;  construction  manager 


Anthony  Carvette 


86    138 


TiSHMAN  Realty  &  Construction 

construction;  building  management 


John  TIshman 


87     102 


Jeld-Wen  Holding 

mfrs  &  sells  windowis,  doors,  bidg  materials;  resorts 


Roderick  Wendt 


88    158 


WAWA 

convenience  stores 


Richard  D  Wood 


89      81 


H  Group  holding 

Hyatt  hotels  &  resorts;  assisted  living  centers 


Thomas  Pritzker 


90    103 


KB  TOYS 

mall-based  &  online  toy  retailer 


Michael  L  Glazer 


91     88 


KINKO'S 

self-service  copying,  custom  printing,  business  svcs 


Gary  Kusin 


92      69 


Micro  warehouse 

sells  computers  &  equip  online  &  via  catalog 


Jerome  B  York 


93    116 


ALEX  LEE 

distributes  food;  supermarkets 


Boyd  L  George 


94    118 


JF  Shea 

home  builder  &  general  contractor 


John  F  Shea 


95    121 


DynCorp 

technical  &  consulting  svcs  to  US  government 


Paul  V  Lombard! 


96     131 


CH2M  HILL  COS  Ralph  R  Peterson 

builds  &  operates  water,  environ  &  transport  projects 


97    176 


HB  ZACHRY  HB  Zachry  Jr 

general  contractor  for  power  plants  &  other  industrial  facilities 


98      96 


TravelCenters  of  America 

full-service  truck  stops 


Ed  Kuhn 


99      94 


INGRAM  Industries 

distributes  books;  marine  transport;  insurance 


Martha  R  Ingram 


New  York,  NY 


John  W  Bachmann  Maryland  Heights,  MO 


100  114 


SHEETZ 

convenience  stores  in  PA,  MD,  OH,  VA  &  WV 


Stanton  R  Sheetz 


101   125 


84  Lumber 

supplies  building  materials 


Joe  Hardy 


102  119 


DeMoulas  Super  markets 

DeMoulas  &  Market  Basket  supermarkets  in  MA  &  NH 


William  J  Shea 


Schenectady,  NY 


St  Louis,  MO 


McLean,  VA 


New  York,  NY 


New  York,  NY 


Klamath  Falls,  OR 


Wawa,  pa 


Chicago,  IL 


Piftsfield,  MA 


Dallas,  TX 


Norwalk,  CT 


Hickory,  NO 


Walnut,  CA 


Reston,  VA 


Greenwood  Village,  CO 


San  Antonio,  TX 


Westlake,  OH 


Nashville.  TN 


Altoona,  PA 


Eighty  Four,  PA 


Tewksbury,  MA 


REVENUES 


2001  CHANGE 

($MIL)  (%) 


Employees 


2,224 

-5.7 

8,500 

2,219 

2,175^ 

2,142 

2,125e 

2,107^ 

2,100 

2,100e 

2,080e 

2,040e 

2,010^ 

2,000e 

2,000 

2,000e 

2,000e 

1,980^ 

1,968 

1,960 

1,941 

l,940e 

18.5 

1,500 

1.2 

13,500 

-3.2 

26,738 

6.3 

19,700 

70 

18,000 

5.0 

11,510 

— 

1,600  ' 

26.8 

920 

2.0 

20,000 

34.0 

13,000 

-13.0 

41,000 

— 

25,000  1 

— 

20,000  t 

-22.0 

2,700 

4.8 

9,000 

5.6 

2,288 

8.3 

23,300 

13.7 

10,500 

38.6 

14,000 

1,935 
1,929 
1,920^ 

-6.1 

10,255 

-70 

6,148 

1.1 

8,500 

1,904 

73 

5,400 

l,900e 

2.7 

12,700 
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YOUB 

YOUF^P    IBE 
EWTtoi-BISE 

ABt  "IBID 
THEM. 


(SOUMPS  LIKE  A  SOUP 
BUSimgSS  PLflM  TO  US.) 


Even'  customer  is  an  investment.  Rut  are  vou  investing  wiselv: 
mvSAP™  CRJvl,  the  onlv'  open  and  integrated  (,'RVI  solution,  makes 
valuable  customer  data  a\  ailable  to  \'our  entire  organization.  In  real  time. 
So  the  back  office  knows  what  the  front  office  knows,  which  makes 
it  easier  to  give  customers  what  the\  need.  .\  lot  more  efhcientlv.  .And 
for  a  lot  less  money.  Visit  sap.com  or  call  800  880  1727  to  find  out  more 
about  mv.SAPCRM. 


THE  BEST-RUN  E-BUSiNESSES  RUN  SAP 


LARGEST    PRIVATE    COMPANIES 


rank      company 
02     01    Business 


Chief  Executive 


Headquarters 


103   105 


Vertis 

advertising  &  marl<eting 


Donald  E  Roland 


Baltimore,  MD 


104    92 


SCOULAR 

trades  &  stores  grain,  feed,  food  ingredients 


Randal  L  LInvllle 


Omaha,  N£ 


105     97 


UNIGROUP 

United  Van  Lines  &  Mayflower  Transit  movers 


Gerald  P  Stadler 


Fenton,  MO 


106    93 


Carlson  Cos 

restaurants,  hotels,  cruises,  travel  agencies;  marketing 


Marilyn  Carlson  Nelson      Minneapolis,  MN 


107    149 


FRY'S  Electronics 

consumer  electronics  stores 


John  Fry 


San  Jose,  CA 


108   185 


EPix  Holdings 

fiuman  resources  outsourcing 


Thomas  S  Taylor 


Tampa,  FL 


109   112 


Or  Pepper/7  Up  Bottling  Group 

bottles  soft  drinks 


Jim  Turner 


Dallas,  TX 


Booz  Allen's  Sweet  Spot 

Visited  the  Internal  Revenue  Service's  Web  site  lately?  If 
not,  you're  in  for  a  surprise.  The  site  is  clean,  well 
organized— even  a  tad  humorous.  We  liked  www.irs.gov 
enough  to  put  it  on  Forbes'  Best  of  The  Web  list. 

The  site  reflects  the  work  of  Booz  Allen  Hamilton,  the 
McLean,  Va.-based  consulting  firm.  Booz  Allen  was  chosen  in 
1998  to  help  the  IRS  modernize  and  also  shed  its  dismal  cus- 
tomer-service reputation.  The  firm  was  a  logical  choice,  as  8,000 
of  its  11,000  employees  work  in  its  government  and  technology 
practice.  This  group  handles  projects  ranging  from  conducting 
studies  for  governments  on  how  to  offer  services  via  the  Web  to 
helping  agencies  and  departments  revamp  or  outsource  their  in- 
formation technology. 

Edwin  Booz,  the  enterprising  economics  and  psychology 
graduate  who  founded  the  firm  in  1914,  pioneered  the  notion  that 
an  outsider  could  analyze  a  business  and  devise  ways  for  it  to  im- 
prove profitability  or  crack  new  markets.  In  its  history,  Booz  has 
had  engagements  as  varied  as  helping  organize  the  National 
Football  League  in  the  1960s,  advising  on  the  breakup  of  Ma  Bell 
and,  more  recently,  helping  Nissan  restructure  to  achieve  its 
amazing  turnaround. 

Booz's  team  on  the  IRS  project,  250  strong,  figured  out  a 
method  for  the  IRS  to  reshuffle  its  100,000  employees  into  units 
focused  on  particular  taxpayer  categories:  individuals,  chari- 
ties, businesses  and  so  on.  "We  made  sime  very  dramatic 
changes  in  the  way  the  IRS  is  organized,"  says  Booz  Chief  Exec- 


Revenues 


2001  CHANGE 

(SMIL)  (%) 


l,900e 


EMPLOYEES 


1,898 


1,896 


l,885e 


l,850e 


1,842 


l,820e 


-4.7 

8,500 

-9.5 

350 

-5.6 

1,400 

-9.5 

53,000 

20.9 

4,900 

38.4 

400 

-4.2 

8,000 

1 

utive  Ralph  Shrader,  an  electrical  engineering  Ph.D.  and  2l 
year  company  veteran. 

Result:  The  IRS'  public  confidence  numbers  are  up  20%  sim 
1998,  no  small  feat  for  an  agency  so  widely  reviled,  and  the  staj 
has  been  set  for  the  massive  task  of  modernizing  the  agencj 
computer  systems. 

Engagements  like  the  IRS  job  have  helped  Booz  keep  its  foe 
ing  in  a  slippery  economy  for  consultants.  Booz  Allen's  sales,  hi 
of  which  are  drawn  from  the  public  sector,  rose  5%  to  $2.1  billii 
for  the  fiscal  year  ended  last  March.  Strategy  competitors  McKi 
sey  and  Boston  Consulting  Group,  whose  work  is  skewed  more 
commercial  clients,  both  showed  declines  in  fiscal  2001  revenue 

If  anything,  Booz  is  likely  to  capitalize  on  the  expected  ri 
in  federal  government  spending  on  goods  and  services,  and  i 
the  overhaul  planned  for  the  nation's  military  and  the  horn 
land  security  force.  —Andrew  T.  Gilli 
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GLOBAL    VISION 


Hitachi's  visionary  technology  is  revealing  nature's  deepest  secrets  to  the 
naked  eye.  Our  versatile  electron  microscopes  -  indispensable  tools  in  the 
nanotechnology  revolution  -  have  a  multitude  of  uses  in  fields  ranging  from 
semiconductors  to  biotechnology.  And  our  non-invasive  Magnetic  Resonance 
Imaging  (MRI)  systems  provide  medical  professionals  with  fast,  accurate 
diagnostic  and  surgical  tools.  Saving  lives,  or  simply  making  life  better,  is  the 
global  vision  at  Hitachi.  Visit  us  on  the  web  and  see  how  we're  inspiring  the 
next  with  our  advanced  technologies  and  innovative  solutions. 

*The  focus  has  been  intentionally  adapted  for  this  advertisement. 


HITACHI 

Inspire  the  Next 


http://global.hitachi.com/inspire/ 


LARGEST     PRIVATECOMPANIES 


Rank       Company 
02     01    business 


110   290 


VarTec  Telecom 

data,  local  &.  long-distance  telephone  svcs 


111   172 


Hunt  Construction  Group 

general  contractor,  construction  mgmt 


112   132 


ANDERSEN  WINDOWS 

makes  windows  &,  patio  doors 


Chief  EXECUTIVE 


A  Joe  Mitchell  Jr 


Robert  G  Hunt 


Donald  Garofalo 


113   134 


Grant  Thornton  international 

accounting  &  consulting  svcs 


David  McDonnell 


114   128 


LEPRINO  FOODS 

processes  mozzarella  cheese 


James  Leprino 


Headquarters 


Dallas,  TX 


Indianapolis,  IN 


Bayport,  MM 


Chicago,  IL 


Denver,  CO 


Revenues 


2001         CHANGE 
($MIL)  (%) 


Employees 


1,820^" 

1,811 

1,800' 

l,800e' 

l,800e 

82.9 

2,900 

27.7 

850 

5.9 

7,000 

5.9 

22,000 

5.0 

3,000 

High  Contrast 

When  David  Ritz,  chief  executive  of  Ritz  Camera  Cen- 
ters, bought  400  stores  from  bankrupt  rival  Wolf 
Camera  last  year  for  $85  million,  he  cemented  his 
company's  place  as  the  nation's  largest  chain  of  retail  camera 
and  photo  processing  shops.  Ritz  now  has  over  1,200  stores  in 
48  states  and  estimated  revenues  of  $1.34  billion.  But  the  deal 
had  a  side  benefit:  It  brought  a  28-year-old  family  rift  full  circle. 
After  Ritz,  Wolf  Camera  was  the  nation's  second-largest 
chain— and  it  was  owned  by  Ritz's  cousin  Chuck  R.  Wolf.  Both 
David  and  Chuck  are  descendants  of  Benjamin  Ritz,  a  photogra- 
pher who  started  with  an  Atlantic  City  portrait  studio  in  1920  and 
went  into  retail  camera  sales  20  years  later. 

The  younger  Ritz  and  Wolf  began  their  careers  in  the  family 
business,  but  in  1974  Wolf  cashed  out  his  family  stock  and  set 
up  a  rival  company  in  Georgia  with  9  stores.  By  1998  he  had 
700.  "We're  both  very  competitive,"  says  Ritz,  53,  who  admits 
only  to  professional  animosity  with  his  cousin.  "He  just  wanted 
to  do  something  on  his  own." 

But  Wolf's  furious  growth  strategy  ran  aground  after  he 
purchased  the  Fox  Photo  chain  of  film  labs  from  Kodak  in  1998 
for  $64.5  million.  Even  after  shedding  300  stores,  Wolf  filed  for 
bankruptcy  last  year,  citing  $115  million  in  assets  and  $183  million 
in  liabilities.  Now  Wolf  is  back  in  the  family  fold  as  vice  chairman 
of  Ritz  Camera. 

Adding  more  camera  and  photofinishing  stores  seems  like 
a  risky  move,  given  the  rapid  growth  in  digital  photography  and 
the  expansion  of  giant  electronics  stores,  like  Best  Buy  and 
Circuit  City,  which  have  doubled  their  share  of  the  camera  mar- 
ket in  the  past  five  years,  to  13%.  But  the  big  vendors  are  mostly 
stealing  business  from  discount  stores  like  Walgreens  and 


Kmart,  not  from  specialty  camera  shops. 

Camera  retailers  like  Ritz  have  maintained  about  12%  of  th 
market  over  the  past  five  years,  catering  to  customers  wh 
appreciate  the  higher  level  of  expertise  and  service  a  special) 
camera  store  provides. 

Sales  of  digital  cameras  have  increased  64%  this  year,  ar 
that's  a  threat  to  the  $6.7  billion  film-processing  business.  Dav^ 
Ritz  hopes  to  make  up  some  of  the  slack  by  equipping  virtual 
all  of  his  stores  with  the  technology  to  make  high-quality  priir 
from  a  customer's  memory  card  or  disc.  And  Ritz  stores  s« 
everything  from  a  $60  digital  Argus  point-and-shoot  digital  can 
era  to  a  Contax  N  single  lens  reflex  digital  camera  with  6.2 
megapixels.  That  will  run  you  $7,000  just  for  the  camera  body 

Ritz  also  has  Internet  sites  where  customers  can  buy  can 
eras,  film  and  accessories  and  can  also  read  product  reviev 
and  share  digital  photos. 

Should  all  else  fail,  Ritz  has  covered  his  bases  by  diversifyir 
into  Boater's  World  Marine  Centers— 110  stores  selling  boatir 
supplies  like  electronic  fish  finders,  navigation  systems  ar 
radios  for  boaters  and  fishermen.  The  digital  age  has  not  y 
rendered  boats  obsolete.  —David  Armstroi 
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>«ew  York 

0 

Donovan  Moore 

(212)  708-9364 

Woodbridge.  NJ 

Angelo  Companile 
^32)  694-5469 

Washington,  D.C. 

George  Wilcox 
(202)  659-3330 

Atlanta 

Philip  Cave 
(404)  965-9300 

Miami 

Lisa  Braver 

Sue  Larew 

^05)  372-5005 

Palm  Beach 

Russell  O'Bnen 

Michael  Okun 

(561)  655-4030 

Naples 

James  Ncel 
(239)  435-0034 

Dallas 

David  Holmes 

(214)981-9400 

Chicago 

David  McNeel 

(312)  220-9898 

Los  Angeles 

Tom  Frank 

(213)  892-0900 

Menlo  Park 

Suzanne  KiUea 
(650)  233-9202 

San  Francisco 

Robert  Vanneman 
(415)291-1810 

London 

Alon  Kasha 
44-207-290-9377 


W£  YlNsl'E  NO  CONFLICTS 
OF  INTFRFST. 


BFCAUSF  WF 

Only  Havf  Onf 


INTFRFST. 


As  an  independent  private  bank,  Bessemer 

Trust  faces  no  pressure  from  stockholders, 

investment  banking  customers  or  Wall 

Street.  For  95  years  we  have  focused  solely 

on  our  client  families,  seeking  to  preserve 

and  enhance  their  wealth  for  future 

generations.  Our  professional,  objective  approach  to 

wealth  management  balances  performance  with  accountability, 

advice  with  integrity 

Our  clients  know  us  as  a  trusted  family  advisor,  not  a  vendor  with  products  to 
sell  or  commissions  to  earn.  Where  others  have  conflicts  of  interest,  we  represent 
an  alignment  of  interests.  All  of  our  clients,  including  our  owners  and  employees, 
share  in  the  investment  results  we  achieve.  We  are  proud  to  be  known  as  a  firm 
with  whom  clients  can  entrust  their  most  valuable  assets  -  their  famiUes 
and  their  legacies. 


A  Guide 
TO  Investing  for 

THE  WEALTHY 


If  you  or  your  family  have  ten  million  dollars  to  invest  and  would  like  to 
receive  our  investment  guide  for  the  wealthy,  please  call  or  write  today. 

630  Fifth  Avenue,  New  York,  New  York  Will 
www.bessemeicom   •  wealth@bessemeicom 
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LARGEST    PRIVATE    COMPANIES 


r^ 


RANK       Company 
'02    '01    Business 


Chief  Executive 


Headquarters 


115   175 


SOFTWARE  HOUSE  INTERNATIONAL 

computer  hardware,  software  &  svcs 


Leo  Koguan^ 


Somerset,  NJ 


116     77 


Venture  Industries 

manufactures  plastic  auto  components 


Larry  Winget 


Fraser,  Ml 


117   141 


E&J  Gallo  Winery 

generic  &  premium  wines  &  wine  prods 


Joseph  E  Gallo" 


Modesto,  CA 


118   181 


hensel  Phelps  Construction 

commercial  &  industrial  construction 


Jerry  L  Morgensen  Greeley,  CO 


119   109 


DPR  Construction 

general  contractor  of  tech-based  facilities 


Peter  Nosier 


Redwood  City,  CA 


120   133 


brookshire  Grocery 

Brookshire  £  Super  1  supermarkets 


Bruce  Brookshire 


Tyler,  TX 


121   146 


Follett 

college  bookstores;  wholesales  educational  prods  &.  svcs 


Christopher  D  Traut  River  Grove,  IL 


122   349 


HoucHENS  Industries 

supermarkets  &  convenience  stores;  cigarettes 


Jim  Gipson 


Bowling  Green,  KY 


123   139 


National  Distributing 

distributes  alcoholic  &  nonalcoholic  beverages 


Michael  C  Carlos" 


Atlanta,  GA 


124    95 


HAWORTH 

office  furniture  &  seating 


Gerald  B  Johanneson         Holland,  Ml 


125   140 


RICH  Products 

Coffee  Rich;  food  svcs;  in-store  bakery  goods 


Robert  E  Rich  Jr 


Buffalo,  NY 


126   143 


AECOM  Technology 

engineering,  design,  project  mgmt 


Richard  Newman 


Los  Angeles,  CA 


127   108 


Crown  Central  Petroleum 

petroleum  refiner  &  marketer 


Frank  B  Rosenberg  Baltimore,  MD 


128   152 


Cumberland  Farms 

convenience  stores,  gas  stations 


Lily  H  Bentas 


Canton,  MA 


129   101 


Hunt  consolidated/hunt  Oil 

oil  &  gas;  Hyatt  hotels;  electric  power 


Ray  L  Hunt 


Dallas,  TX 


130   124 


Quad/Graphics 

prints  catalogs  &  magazines 


Thomas  A  Quadracci  Pewaukee,  Wl 


131   106 


Gulf  Oil 

wholesales  petroleum  products 


Gary  Kaneb 


Chelsea,  MA 


132   211 


Purdue  pharma 

prescription  &  over-the-counter  drugs 


Mortimer  D  Sackler^'         Stamford,  CT 


133   126 


Golden  State  Foods 

processes  &  distributes  food  to  food  svc  Industry 


Mark  S  Wetterau 


Irvine,  CA 


134   162 


Services  Group  of  America 

distributes  food  &  supplies 


Thomas  J  Stewart 


Seattle,  WA 


135   120 


Central  National-Gottesman 

distributes  pulp  &  paper 


Kenneth  L  Wallach 


Purchase,  NY 


136   161 


GLAZER'S  WHOLrSALE  DRUG 

distributes  wine,  alcoholic  &  soft  drinks 


Bennett  J  Glazer 


Dallas.  TX 


137   166 


Purity  wholesale  Grocers 

distributes  groceries,  health  &  beauty  prods  &  drugs 


Salvatore  RicciardI 


Boca  Raton,  FL 


138   151 


Save  Mart  Supermarkets 

Save  Mart  &  Food  Maxx  supermarkets  In  California 


Robert  PIccininI 


Modesto,  CA 


139  164 


General  Parts 

Carquest  auto  parts  stores;  distribuies  auto  parts 


0  Temple  Sloan  Jr 


Raleigh,  NC 


Revenues 


2001        change 

($MiL)  (%) 


Employee 


1,800 

28.6 

1,000  : 

l,800e^ 

l,780e" 

1,771 

1,748 

l,740e 

NA 

10,500  i 

11.3 

3,600  i 

29.5 

2,200 

-11.0 

2.600 1 

2.7 

11,500 : 

1,733 

1,727^ 

l,725e 

1,710 

1,702 

1,700* 

l,700e 

1,700 

1.700e 

1,700 

l,680e 

l,660e 

1,659 

1,650 

1,628 

11.5 

10,000 1 

111.0 

5,8501 

5.8 

2,5001 

-17.0 

10,0001 

5.1 

6,5001 

12.4 

15,5001 

-13.0 

2,600 

13.3 

6,976 

-15.0 

2,500 

-5.6 

10,500 

-13.0 

150 

38.3 

5,000 

-6.0 

2,000 

11.5 

3,300 

-11.0 

800 

l,600e 
1,600 

8.1 

3,600 

10.3 

490 

1,600 
1,562 

5.0 

7300 

71 

13,000 
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comes  to  your  door, 

a  decision  is  made. 

The  CCD  chip  behind 

the  lens  captures  an  image. 

and  the  microprocessor 

{ooksforamatch. 

One  second  later— 

access  permitted  or 

access  denied. 

The  iris  of  the  human  eye. 

Unique  as  a  snoujf  lake, 

more  absolute  than 

a  fingerprint.  Perfect  key, 

meet  the  perfect  lock. 

Get  in  at  LUiuuj.lgiris.com 


THERe'S  A  RGASON 
RS,  THIGVeS  AND  SPIES  NeVGR  MAKG 

eve  CONTACT. 


Introduc:    _,  ...J 
IrisAccess™  3000  from  LG 


LARGEST    PRIVATE    COMPANIES 


Reyewues 


Rank       Compamy 


2001  CHAME 


02 

Dl 

ntsscss 

Chef  EXECUTIVE 

HEADOu/urruts 

140 

129 

BUILDERS  FIRSTSOURCE 

Royd  F  Sherman 

DaJlas,  TX 

141 

163 

ASPLUNDH  Tree  Expert 

icgi'i''.'  ~  =  '=gr~r''  L  ^tl^Tj-reaTgd  SVCS 

Christopher  B  Asplundh 

Willow  Grove.  PA 

142 

148 

SWINERTON 

David  H  Gmbb 

San  Francisco.  CA 

143 

■ 

DRESSER 

Patrick  M  Murray 

Addison.  TX 

144 

194 

WinCo  foods 

V.-;:-:::S;  ;; 

Williain  D  Long 

Boise.  ID 

145 

160 

DiGlORGIO 

Richard  B  Neff 

Carteret,  NJ 

146 

187 

Dunn  Industrjes 

gs- ri. : : -r = ctcr. a:r:snjciwn & progran nprt 

Terrence  P  Dunn 

Kansas  City,  MO 

147 

2^'- 

DOT  FOODS 

Patrick  F  Tracy 

Mount  Steriing,  IL 

(Sia) 

C:) 

EMPLtTEB 

1.561 
1,557 
1.549 
1.546 
1.540 
1.539 
1,533 
1,500^ 

-8,7 

6.800 

5.7 

26.385 

-0.1 

1.350 

9.8 

8.500 

18.5 

6.500 

2.9 

1.353 

16.9 

3.000 

35.5 

1,750 

Levitating  a 
Fallen  Angel 


It's  a  long  way  down  from  the  Nifty 
Fifty.  Polaroid's  leading-edge  instant 
cameras  made  it  one  of  the  50  elite 
stocks  to  own  in  the  early  1970s.  But 
the  company  has  been  undermined  by 
the  rapid  emergence  of  digital  imaging 
and  crippled  by  debt  taken  on  in  the 
[980s  to  avoid  a  takeover  by  Roy  Dis- 
ney's Shamrock  Holdings.  In  its  October 
2001  bankruptcy  Polaroid's  stock  be- 
came worthless. 

Picking  up  the  pieces  of  wtiat  is  now 
a  private  company  is  One  Equity  Part- 
ners, a  $3.5  billion  venture  capital  arm  of 
Bank  One.  On  Jul ,  31  Oi-se  Equity  bought 

65°o  of  Polaroid's  assets  (except  its  underfunded  pension  fund)  for 
$255  million,  with  the  other  35%  to  be  doled  out  to  unsecured 
credit  holders  by  the  bankruptcy  judge.  While  Polaroid  executives 
declined  to  discuss  fu-ure  alans.  its  dear  the  company  is  betting 
its  rebound  on  the  digital  m-rket. 

Not  that  Polaroid  hasn  t  ried  before.  The  company  is  distantly 


behind  Sony.  Olympus  and  Kodak  in  digital  cameras,  with  less  ttis 
5%  of  the  $3.2  billion  U.S.  market.  Former  Polaroid  diehards,  li^ 
insurance  adjusters  and  real  estate  agents,  are  flocking  to  digite 
eroding  highly  profitable  sales  of  instant  film.  That's  one  reasc 

revenues  dropped  30°o  la; 
year  to  an  estimated  $1 
billion. 

To  get  itself  into  the  dij 

ital  game  Polaroid  is  no 

trying    a     backdoor    a^ 

proach— self-service  kiost 

where  people  will  be  able 

plug  in  the  memory  care 

from  their  digital  camera 

view  each  image  and  print 

using  proprietary  Polaro 

technology.  The  compar 

claims  that  such  prints  w 

be  equal  in  quality  to  fil 

prints.  "This  is  the  Holy  Gr. 

the  digital  camera  indust 

has  been  looking  for.'"  bra 

Polaroid  spokesman  He 

bert  N.  Colcord.  Test  runs 

shops  in  Massachusetts  a 

planned  this  winter,  with  tl 

aim  of  a  national  rollout  by  the  end  of  2003. 

The  company  is  also  looking  for  ways  to  milk  its  once-premi 
brand  name.  Its  first  foray  into  licensing  was  a  deal  with  Wal-M< 
to  slap  the  Polaroid  name  on  Agfa  35mm  film.  The  company  hop 
to  do  the  same  with  digital  cameras  through  Its  new  deal  with  Ho 
Kong's  wwu  —Brendan  Coft 
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Four  Seasons 


LARGEST    PRIVATE    COMPANIES 


Rank       Company 
02     01    business 


Chief  EXECUTIVE 


HEADOUARTERS 


148   169 


Frank  Consolidated  Enterprises 

fleet  leasing  &  management 


James  Frank 


Des  Plaines,  IL 


149   154 


Grocers  Supply 

distributes  food  to  convenience  stores  &  supermkts 


Milton  Levit 


Houston,  TX 


150   186 


MARITZ 

travel  svcs,  pert  improvement,  education  &  marketing 


Steve  Maritz 


Fenton,  MO 


151     74 


PARSONS 

international  engineering  &  construction  svcs 


James  F  McNulty 


Pasadena,  CA 


152    182 


SCHREIBER  FOODS 

makes  &  packages  cheese,  frozen  entrees 


Larry  Ferguson 


Green  Bay,  Wl 


153   157 


SOUTHWIRE 

heavy  wire  &  cable;  copper  &  aluminum  rods 


Stuart  Thorn 


Carrollton,  GA 


154   188 


YOUNG'S  MARKET 

distributes  wine  &  spirits 


Chiarles  Andrews 


Orange,  CA 


155   127 


BE&K 

engineering,  construction  &  maintenance 


T  Michael  Goodrich  Birmingham,  AL 


156   168 


TOWERS  PERRIN 

human  resources  &  financial  svcs  consulting 


Mark  V  Mactas 


New  York,  NY 


157   159 


DHL  AIRWAYS 

international  air-express  delivery 


Vicki  Bretthauer 


Barrington,  IL 


158   111 


Ergon 

refines  petroleum;  computer  equip;  trucking 


Leslie  B  Lampton  Sr  Jackson,  MS 


159   173 


FLINT  Ink 

manufactures  printing  ink  &  coatings 


H  Howard  Flint  II 


Ann  Arbor,  Ml 


160  177 


WALSH  Group 

general  contractor,  construction  mgr,  design  builder 


Matthew  M  Walsh 


Chicago,  IL 


161   178 


HORIZON  Natural  Resources 

coal  mines;  makes  mining  equip 


18 


Donald  Brown 


Ashland,  KY 


162    98 


Apex  Oil 

distributes,  stores  &,  trades  petroleum  prods 


Paul  Anthony  Novelly         Clayton,  MO 


163   201 


BOSE 

audio  systems;  noise-reduction  headsets 


Amar  G  Bose 


Framingham,  MA 


164   153 


DELAWARE  NORTH  COS 

park  svcs  &  sports  concessions 


Jeremy  M  Jacobs 


Buffalo,  NY 


165   170 


HEICO  COS 

industrial  machinery,  heavy  equipment 


Michael  E  Heisley  Sr  Chicago,  IL 


166   210 


Mary  Kay 

markets  cosmetics  &  personal  care  prods  via  direct  selling 


Richard  Rogers 


Dallas,  TX 


167    83 


metaldyne 

designs  &  makes  transportation  equip 


Timothy  Leuliette 


Plymouth,  Ml 


168   145 


AG  Spanos  Cos 

commercial  &  residential  construction;  real  estate  dev 


Dean  A  Spanos 


Stockton,  CA 


169 


VouGHT  Aircraft  Industries 

aerostructure  subcontractor 


Tom  Risley 


Dallas,  TX 


170   165 


Metromedia 

steak  houses  &  other  restaurants;  outdoor  ads 


John  W  Kluge 


East  Rutherford,  NJ 


171   203 


ABC  Supply 

distributes  roofing,  siding,  insulation,  windows  &  tools 


Kenneth  A  Hendricks  Beloit,  Wl 


172   179    E^SCO  Industries  James  T  Stephens 

subscription  svcs;  databases;  printing:  fishing/hunting  prods 


Birmingham,  AL 


REVENUES 


2001  CHANGE 

($MiL)  (%) 


EMPLOYEE! 


1,500^ 

71 

600 

1,500 

1,500^ 

1,500^ 

l,500e 

1,500 

l,485e 

1,478 

1,469 

1.462 

l,460e 

1,450 

1,443 

1,413 

l,400e 

1,400 

l,400e 

l,400e 

1,400^ 

1.400e^ 

l,400e 

1,400 

l,397e 

1,382 

l,380e 

— 

2,200 

13.8 

6,000 

NA 

9,500 

10.9 

4,400 

— 

3,300 

13.4 

1,700 

-16.0 

8,822 

1.4 

9,009 

-2.4 

10,087 

-23.0 

2,000 

3.6 

4,000 

4.0 

5,000 

2.4 

4,000 

-30.0 

175 

12.0 

7000 

-6.7 

25,000 

-1.8 

9,000 

16.7 

3,600 

NA 

8,500 

-10.0 

600 

NA 

5,000 

-3.7 

28,500 

11.5 

3,078 

— 

4,500 
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wiseview  at  any  angle. 


wise 
view 


TM 


AMSUNG  TFT  LCD 


Iseview  is  a  trademark  owned 
^  Samsung  Electronics  Co.  Ltd. 


Now  you  can  get  distortion  free  viewing  1 .8"  to  40" 
displays  with  outstanding  clear  resolution.  The  choice 
is  clear.  The  choice  is  wisev|ew  digital  displays  by 
Samsung. 

wlsevjew  technology  that's  ahead  of  its  time.  Every 
TFT-LCD  visual  display  on  a  cell  phone,  notebook, 
monitor  PDA,  LCD  TV  or  game  with  the  wisev|ew  logo 


has  the  reliability,  clarity  and  quality  that  you  can 
expect  from  Samsung. 

wiseview  from  Samsung.  When  you're  looking  for  the 
perfect  view,  look  for  the  wisevjew  logo.  It's  flat  out  the 
clear  choice. 

For  more  information,  visit  us  at 
www.samsungTFTLCD.com 


Notebook  "■  '=  TFT  Monitor        PDA  phone  LCD  TV 


SAMSUNG  DiGiTu/L 

everyone's  invited. 


NOVEMBER    19   &    20,    9PM    ET/PT 


W  Northwestern  Mutual® 

Sponsofed  by  the  Northwestern  Mutual  Foundation 

®  2002  I  he  N^^nll^vo^kTn  MiilujI  l.iU  l  M.iiulnum   I  hi  .  'uriLiWi-  |■.lJ!ln^ln.^!l  of  rhr  Norllnvostern  Vtuv\ial  I  \l>  l>K\niince  C..    M.Kv  inU.-r  \\  I 
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HEADQUARTERS 

REVENUES 

LARGEST    PRIVATE 

COMPANIES 

RANK 
02      01 

COMPANY 
BUSINESS 

Chief  EXECUTIVE 

2001 

($MIL) 

CHANGE 

(%) 

EMPLOYEES 

173   207 

OEBRUCE  Grain                                                      Paul  DeBmce 
grain  elevators;  merchandises  grain,  trades  fertilizer 

Kansas  City,  MO 

1,378 

14.7 

400 

174   150 

BOROEN  CHEMICAL 

industrial  chems  &  resins,  UV  curable  coatings 

Craig  0  Morrison 

Columbus,  OH 

1,372 
l,360e 
1,3592 
1,350^ 

-10.0 

2,800 

175   135 

Amsted  Industries 

railroad  &.  industrial  equip,  building  materials 

W  Robert  Reum 

Chicago,  IL 

-6.2 

9,000 

176   218 

BASHAS' 

Bashas'  &  other  supermarkets  in  Arizona 

Edward  N  Basha  Jr 

Chandler,  AZ 

16.2 

10,800 

177   213 

PARSONS  BRINCKERHOFF 

engineering  &  construction  management 

Thomas  J  O'Neill 

New  York,  NY 

0.2 

9,294 

Special  Agent 


It  began  with  a 
handshake  with 
Arnold    Palmer 
ifter  a  round  of  golf 
n  I960.  "Arnold  and  I 
lever  had  a  written 
ieal  and  still  don't  to 
his  day,"  says  Mark 
/cCormack,  founder  of 
he  sports  management 
jiant  IMG.  He's  inked  a 
ew  since  then,  though. 

By  representing  celeb- 
ities  and  sports  stars  like  Tiger  Woods, 
^eylon  Manning,  Heidi  Klum,  Itzhak  Perl- 
nan— even  the  Pope  was  once  a  client— 
vIcCormack,  72,  has  built  IMG  into  a  $1.26 
Million  (revenues)  company  with  85  of- 
ices  in  35  countries,  involved  in  televi- 
sion production,  consulting,  event  plan- 
iing  and,  of  course,  representation. 

Though  McCormack  is  now  expand- 
ig  IMG's  presence  in  modeling  and  liter- 
iry  representation,  sports  is  still  the  heart  of  the  business.  Rep- 
esenting  athletes  and  producing  sports  events  constitute  80% 
if  IMG's  revenues,  of  which  about  half  are  generated  by  its  televi- 
lon  arm,  TWI,  which  handles  events  such  as  Wimbledon  and  the 
Olympics.  But  it's  the  company's  ability  to  produce  its  own  con- 
ent  that  separates  it  from  competitors  like  SFX. 

Example:  For  the  British  Masters,  a  European  PGA  event,  IMG  is 


in  charge  of  every  aspect  of  the  golf  tournament— from  grass-cut- 
ting to  providing  on-air  commentary— so  it  guarantees  sponsors 
airtime.  And  at  such  contests,  IMG  showcases  its  own  talent.  Most 
of  the  big  names  on  golf's  European  Tour,  like  Colin  Montgomerie 
and  Sergio  Garcia,  are  clients.  IMG  also  has  a  big  presence  in 
cricket  and  rugby. 

Recent  challenges?  After  Sept.  II  the 
Ryder  Cup  golf  tournament  in  England 
(which  IMG  televises)  was  postponed,  and 
IMG   tennis   stars   Venus   and   Serena 
Williams  skipped  playing  in  Europe.  And 
just  last  month,  after  the  terrorist  bomb- 
ing in  Bali,  an  Australian  cricket  team 
canceled  its  travel  plans.  Another  prob- 
lem is  the  world  economy.  "Sponsorship 
dollars  are  the  first  to  go  in  tough 
times,"  says  McCormack. 

But  that  hasn't  stopped 


McCormack  from  pushing. 
IMG  has  made  the  world's 
number  one  sport,  soccer,  a 
priority,  signing  500  players 
and  35  national  teams  in  the 
last  five  years.  In  its  search 
for  the  stars  of  tomorrow, 
IMG  owns  the  Bollettieri  Ten- 
nis Academy  in  Bradenton, 
Fla.,  where  its  preeminent 
training  academies  for  golf, 
soccer  and  baseball  are  also 
housed.  It's  also  a  founder  of 

the  Chinese  National  Basketball  League,  a  position  that  could  help 

it  discover  the  next  great  foreign  NBA  player. 

When  will  McCormack— a  notoriously  energetic  man  who  still 

plays  golf  with  Arnold  Palmer  and  tennis  with  Monica  Seles— slow 

down?  Not  anytime  soon.  "Most  people  retire  to  do  what  I  do  every 

day,"  he  says. 

—Monte  Burke 
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LARGEST    PRIVATE    COMPANIES 


RANK         COMPANY 
'02      '01     BUSINESS 


Chief  Executive 


Headouarters 


178   192 


LANOGA 

lumber/building  materials  stores  in  18  states 


Paul  Hylbert 


Redmond,  WA 


179   197 


LIFE  Care  Centers  of  America 

nursing,  assisted-  &  independent-living  centers 


Forrest  L  Preston 


Cleveland,  TN 


180   189 


RiTZ  Camera  Centers 

photography  stores;  boat  stores 


David  Ritz 


Beltsville,  MD 


181   214 


DISCOUNT  TIRE 

operates  500  tire  stores  In  19  states 


Gary  T  Van  Brunt 


Scottsdale,  AZ 


182   167 


SIERRA  Pacific  Industries 

lumber  &  millwork  products;  windows 


Red  Emmerson 


Redding,  CA 


183   147 


Day  &  ZIMMERMANN 

temp  tech  svcs;  engineering;  construction;  defense 


Harold  L  Yoh  I 


Philadelphia,  PA 


184   156 


NATIONAL  Gypsum 

makes  gypsum  wallboard 


Thomas  C  Nelson 


Charlotte,  NC 


185     ■ 


POLAROID 

cameras,  digital  imaging  prods  &  films 


William  Flarity 


Waltham,  MA 


186  205 


G-l  HOLDINGS 

makes  roofing  &  other  building  materials 


Sunll  Kumar 


Wayne,  NJ 


187   195 


SF  HOLDINGS 

paper  &  plastic  utensils  &  containers 


Dennis  Mehiel 


New  York,  NY 


188   235 


FOSTER  FARMS 

processes  chicken,  turkey  &,  deli  meats;  feed  mills 


Paul  Carter 


Livingston,  CA 


189   184 


IMG 

talent  mgmt  svcs;  special  events;  TV  programs;  licensing 


Mark  H  McCormack  Cleveland,  OH 


190   270 


ROOMS  TO  Go 

furniture  stores 


Jeffrey  Seaman 


Seffner,  PL 


191  221 


Domino's  Pizza 

pizza  delivery  &  carryout 


David  A  Brandon 


Ann  Arbor,  Ml 


192   208 


Austin  Industries 

heavy,  commercial  &  indust  construction  &  mgmt 


Ronald  J  Gafford 


Dallas,  TX 


193   223 


BARTON  MALOW 

builds  corporate,  industrial  &,  public  facilities 


Ben  Malbach  I 


Southfield,  Ml 


194   279 


MEDLINE  Industries 

medical-surgical,  wound-care  prods  &  textiles 


Charles  S  Mills 


Mundelein,  IL 


195   233 


RIVERWOOD  INTERNATIONAL 

coated  kraft  paperboard;  paper  mills;  packaging  machinery 


Stephen  M  Humphrey        Atlanta,  GA 


196  199 


ICC  Industries 

chemicals,  plastics  &  pharmaceuticals 


John  J  Farber 


New  York,  NY 


197   193 


TAYLOR 

printing,  stationery;  direct-mail  mktg;  elec  equip 


Brad  Schreier 


North  Mankato,  MN 


198    209     ^A^NES  &  NOBLE  COLLEGE  BOOKSTORES  Leonard  Riggio 

college  &  online  bookstores 


New  York,  NY 


199   174 


WL  GORE  &  ASSOCIATES 

fabrics;  electronics;  industrial  &,  medical  prods 


Charles  E  Carroll 


Newark,  DE 


200  224 


Skadden,  ARPS 

law  firm 


Robert  C  Sheehan 


New  York,  NY 


201   265 


ROONEY  BROTHERS 

construction;  electronics;  real  estate:  building  materials 


LF  Rooney I 


Tulsa,  OK 


202   287 


Genmar  Holdings 

makes  motorized  recreational  boats 


Grant  Oppegaard 


Minneapolis,  MN 
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Revenues 


2001  CHANGE 

($mil)  (%) 


Employees 


l,344e 

1,340 

l,340e 

1,320 

l,315e 

1,300 

l,300e 

l,300e 

1,293 

l,277e 

1,269 

l,260e 

3.4 

5,367 

5.9 

29,650 

2.7 

12,000 

10.7 

8,415 

-9.3 

3,600 

-16.0 

20,000 

-13.0 

2,600 

-30.0 

4,200 

70 

3,400 

-3.0 

6,370 

12.6 

11,000 

-6.7 

2,500 

1,260 

21.2 

5,500 

1,258 
1,257 
1,251 
1,251 
1,250 

78 

12,600 

4.8 

6,000 

78 

1,264 

23.1 

3,616 

10.7 

4,100 

1,249" 
l,248e 
l,240e 

-0.9 

2,300 

-4.0 

14,000 

3.3 

9,500 

1,230 
l,225e 
1,201 
l,200e 

-12.0 

6,000 

6.2 

4,350 

14.1 

2,500 

20.0 

6,500 

I 


BANKING  TOO,  PROFESSI^r^Xfc^JSM  (^AYS  OFF 


'■^.y 


m: 


^V'  ..1. 
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RETAIL  BANKING 

ASSET  MANAGEMENT  &  PRIVATE  BANKING 

CORPORATE  &  INVESTMENT  BANKING 


I  No.  1  export  finance  arranger  worldwide  -  Trade  Finance  Magazine*  ■  Asset  Management 
ated  aa+  by  Fitch-AMR,  in  2000  and  2001  ■  13.5  million  customers  in  Retail  Banking 
80,000  employees  worldwide  ■  In  the  last  five  years,  Societe  Generale  Group  has  built 
I  strong  reputation  and  acquired  a  new  dimension  along  the  way  thanks  to  its  three 
)usinesses:  Retail  Banking,  Asset  Management, 'Corporate  &  Investment  Banking.  Our 
olors,  symbols  of  our  success,  will  amaze  you.  www.socgen.com 

iune20O2 


Red, 
black 
and 
rising 


GROUP 


LARGEST    PRIVATE    COMPANIES 


I 


Rank       Company 
'02    '01    business 


Chief  Executive 


203   244 


Sealy 

makes  &  markets  mattresses  &  foundations 


David  IVIcllquham 


204  261 


BEN  E  Keith 

distributes  food  &  Anheuser-Busch  beer 


Robert  Hallam 


205  232 


Wilbur-Ellis 

distributes  agrichems  &  fertilizers  &  industrial  chems 


Herbert  B  Tully 


206   274 


BATTELLE  MEMORIAL  INSTITUTE 

technology  development  &  commercialization 


Carl  F  Kohrt 


207  226 


BIG  Y  FOODS 

47  supermarkets  in  Connecticut  &  Massachusetts 


Donald  H  D'Amour 


HEADQUARTERS 


Trinity,  NC 


Fort  Worth,  TX 


San  Francisco,  CA 


Columbus,  OH 


Springfield,  MA 


208  297 


HOFFMAN 


Wayne  A  Drinkward  Portland,  OR 


Industrial  &  commercial  construction 


209  255 


MICHAEL  FOODS 

produces  liquefied  eggs  &  refrigerated  foods 


Gregg  A  Ostrander 


Minnetonka,  MN 


Revenues 


2001  CHANGE 

($MIL)  (%) 


EMPLOYEES 


1,197 

1,185 

1,185 

1,176 

l,170e 

1,165 

1,161 

8.6 

6,410 

11.0 

2,526 

4.8 

2,300 

14.3 

8,700 

1.4 

7850 

22.1 

1,200 

74 

4,050 

MICHAEL    FOODS 


Guarding  the 
Henhouse 


Eggs  have  been  a  commodity  for 
several  millennia,  but  Michael 
Foods  aims  for  a  little  value 
added.  The  Minnetonka,  Minn,  firm 
cracks  them  open  and  pasteurizes 
them  to  eliminate  salmonella  and  liste- 
ria bacteria.  The  company  every  year 
turns  II  billion  eggs  laid  by  30  million 
hens  into  a  billion  pounds  of  Better'n 
Eggs,  Table  Ready,  Easy  Eggs,  All  Whites 
and  other  products. 

Seventy  percent  of  the  processed  eggs 
go  to  food  service  companies  such  as  Ara- 
mark, Burger  King,  Dairy  Queen,  Hilton  Hotels 
and  the  International  House  of  Pancakes.  The 
company  also  processes  potato  and  dairy  foods  and 
distributes  refrigerated  foods  though  it  recently  announced 
that  the  refrigerated  foods  business  may  be  up  for  sale.  A  quar- 
ter of  Michael's  business  is  in  retail  egg-derivatives  and  refrig- 
erated potatoes. 

"The  trend  is  that  more  and  more  egg  consumption  is  moving 
away  from  the  traditional  shell  form,"  says  Chief  Executive  Officer 
Gregg  Ostrander.  Think  of  the  phenomenon  as  the  industrial  ver- 


sion of  the  American  shift  away  from  home  cooking. 

Egg-related  foods  are  Michael's  largest  source  of  incon 
contributing  56%  of  the  $1.16  billion  in  annual  sales  and  84%' 
its  $74  million  in  profits.  That  means  Michael  has  40%  of  t 
$1.5  billion  processed  egg  business. 

Ostrander  protects  his  market  share  like 

rooster  guarding  his  nest  of  hens.  Over  t 

years  the  company  has  filed  several 

suits  against  other  food  companies  i 

alleged  infringement  on  the  ultrapc 

teurization  patents  that  it  licenses  fn 

North  Carolina  State  University. 

2000  Michael  restarted  a  laws 

against  Sunny  Fresh  Foods,  a  di 

sion  of  Cargill  (see  p.  160),  after  t 

N.C.  State  patents  were  upheld 

the  U.S.  Patent  &  Trademark  Offi' 

The  case  is  expected  to  go  to  tr 

next  spring. 

Regardless  of  the  outcome  of 
suit  against  Sunny  Fresh,  these  patei 
will  expire  over  the  next  four  to  eif 
years,  so  Ostrander  realizes  he  has  to 
prepared  for  a  more  competitive  environmf 
Expansion  is  one  option.  To  that  effect,  ear 
this  year  the  company  bought  the  egg  business 
Canadian  Inovatech,  an  Abbotsford,  B.C.  firm,  wh 
should  add  $45  million  to  annual  sales. 

Michael  Foods'  management  also  picked  a  good  time  to  t; 
the  company  private.  Two  years  ago,  in  a  stock  market  that  v 
much  more  enamored  of  the  Internet  than  poultry,  Michael  Fo( 
underwent  an  $800  million  buyout  by  Vestar  Capital  Partnt 
Goldner  Hawn  Johnson  &  Morrison,  and  affiliates  of  the  Mich 
family  and  management.  —  Vivian  V 
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Are  you  giving  your  empldyees  the  tools 
for  retirement  that  you  would  wafit  for  yourself? 

At  CIGNA,  we  provide  retirement  benefits  that  satisfy  both  the  employee  and  the  benefits  manager 
in  you.  With  CIGNA's  Workplace  Finandal  Solutionsr  every  retirement  service  we  offer  is  customized  for  your 
particular  needs.  As  an  employee,  you'll  find  online  investment  guidance  that  allows  you  to  tailor  your 
retirement  savings  goals  to  your  individual  life-stage.  And  a  roster  of  high-quality  investment 
options  as  well.  As  a  benefits  manager,  you'll  find  that  CIGNA's  hassle-free  plan  administration 
will  help  you  to  manage  your  company's  retirement  plan  more  effectively  Because  when  things 
are  working  better  for  your  employees,  you  feel  a  lot  better,  too.  | 

For  more  on  the  retirement,  health,  life  and  disability  benefits  that  work  for  you  CiGNA 

and  your  employees,  visit  us  at  wvvw.cigna.com.  A  Business  of  Caring. 


Health 


Life     and 


EMPLOYEE     BENEFI TS 


LARGEST     PRIVATE    COMPANIES 


Rank 
02     01 


Company 
Business 


Chief  Executive 


Headquarters 


210  254 


CONAIR 

hair  dryers  &  appliances;  personal  care  prods 


Ron  Diamond^^ 


East  Windsor,  NJ 


211  237 


SAS  Institute 

data  warehousing  &  data  mining  software  &  svcs 


James  H  Goodnight  Gary,  NC 


212      ■ 


FHC  HEALTH  Systems 

health  care  svcs;  pharmacy  benefits  management 


Ronald  I  Dozoretz 


Falls  Church,  VA 


213   256 


MA  MORTENSON  M  a  Mortenson,  Jr 

design-builder,  general  contractor,  construct  management 


Minneapolis,  MN 


214  240 


Goodman  Manufacturing 

makes  air  conditioners,  heating  &.  ventilation  equip 


John  B  Goodman 


Houston,  TX 


215  289 


TIC-THE  Industrial  Co 

builds  power  &.  petrochem  plants  &  other  facilities 


Ron  McKenzie 


Steamboat  Springs,  GO 


216  283 


Baker  &  Taylor 

distributes  books  &  entertainment  media 


Gary  M  Rautenstrauch       Charlotte,  NC 


217   277 


JM  HUBER 

chemicals;  wood  prods;  energy  exploration 


Peter  T  Francis 


Edison,  NJ 


218  239 


MODERN  Continental  Cos 

heavy,  residential  &  commercial  construction 


Leiio  Marino 


Cambridge,  MA 


219  122 


AMERICAN  Tire  Distributors^" 

distributes  tires,  repairs  autos 


Richard  P  Johnson 


Huntersville,  NC 


220  298 


Ashley  Furniture  Industries 

makes  &  distributes  furniture 


Todd  Wanek 


Arcadia,  Wl 


221   225 


LL  BEAN 

outdoor  sporting  goods  &.  apparel 


Chris  McCormIck 


Freeport,  ME 


222  171 


BREED  TECHNOLOGIES 

automotive  safety  systems  &  components 


John  M  Riess 


Lakeland,  FL 


223 


Columbia  House 

markets  music,  videos  &  entertainment  prods 


Scott  Flanders 


New  York,  NY 


224  219 


Dart  Container 

polystyrene  cups  &  other  food  containers 


Kenneth  B  Dart 


Mason,  Ml 


225   267 


DICK  CORP 

industrial  &  heavy  civil  contractor  &  manager 


Dennis  Watts 


Pittsburgh,  PA 


226  242 


SHAMROCK  FOODS 

distributes  food;  processes  dairy  products 


Norman  McClelland 


Phoenix,  AZ 


227   284 


Bass  Pro 

sporting  goods  stores 


John  L  Morris 


Springfield,  MO 


228  312 


Love's  Travel  Stops 

travel  centers,  convenience  stores 


Tom  Love 


Oklahoma  City,  OK 


229  295 


Honickman  Affiliates 

bottles  soft  drinks 


Jeffrey  Honickman 


Pennsauken,  NJ 


230  227 


NESCO 

industrial  equipment;  engineering  svcs 


Robert  J  Tomsich 


Mayfield  Heights,  OH 


231  220 


NOVEON 

makes  specialty  chems,  coatings  &  plastics 


Stephen  J  Demetriou         Cleveland,  OH 


232   271 


Arctic  Slope  Regional 

oilfield  svcs;  refines  &.  distribs  petrol:  engineering  & 


Jacob  Adams 
construct 


Barrow,  AK 


233   282 


Baker  &  mcKenzie 

law  firm 


Christine  Lagarde 


Chicago,  IL 


234  228 


NORTH  Pacific  Group  t  j  Tomjack 

trades  &  distribs  forest,  bidg,  ag,  food,  steel  &  other  prods 


Portland,  OR 


REVENUES 


2001  CHANGE 

($MIL)  (%) 


EMPLOYEE 


1,151 

1,130 

1,128 

1,128 

l,125e 

1,123 

1,122 

1,122 

1,117 

1,108 

l.lOOe 

l,100e 

l.lOOe 

l,100e 

l,100e 

1,100 

1,093 

l.OSOe 

1,086 

l,076e 

l,065e 

6.4 

4,592 

0.9 

8,800 

13.7 

7400 

4.4 

1,800 

0.9 

3,750 

12.5 

5,000 

12.2 

2,750 

9.8 

3,003 

-0.1 

4,823 

-39.0 

2,025 

15.5 

6,000 

-4.3 

4,200 

-23.0 

16,000 

NA 

4,000 

-6.0 

4,950 

4.8 

3,500 

-1.4 

2,143 

9.0 

8,800 

21.5 

3,200 

9.5 

5,000 

-74 

9,500 

1,063 

-9.0 

2.790 

1,062 
1,060 
1,060 

2.7 

6,413 

6.0 

8,120 

-78 

850 
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When  you  care  for  a 
vehicle  this  my 

it's  only  natural  ^ 
to  get  a  little  atta 

When  you  buy  a  Ford  Quality  Checked  Cei.. 
Pre-owned  vehicle,  you  can  rest  easy  knowi.. 
our  technicians  have  done  everything  to  ensur„  . 
you'll  only  get  the  best.  Each  and  every  pre-owni 
car,  truck  and  SUV  has  been  picked  frojnJhe  finest 
of  trade-ins  and  includes:  , 


powe. 


imited  warranty  backed  by  Ford* 


y     115-point  Inspection 

y     24-hour  roadside  assistance         ^ 

y     Vehicle  history  report 

,r 

^         r\ : ?■_■-■_     ^«    ^1  ^^^     -• 


^      Lincoln  or  Mercury  Dealer  nationwide 


So  see  your  local  Ford  Quality  Checked  Certified 
Pre-owned  Dealer  today,  or  call  toll-free 
866-222-6798  to  find  a  dealer  near  you  or  log 
ontowww.fordcpo.com. 


HNAIJCINCI 


S®uialiflBs^nll^a 


@©criSiS©(ol  ^^m-msmM 


L<^55a^^ 


"See  dealer  for  a  copy  of  the  warranty.  "4.9%  limited-term  APR  finaricjng  for  0-36  months  and  5.9%  limited-term  APR  financir 
for  37-60  months  available  on  Explorer,  Ranger  and  Focus.  Not  all  buyers  will  qualify  for  lowest  rate.  Take  retail  delivery  from 


dealer  stock  by  12.'31/02.  Only  Quality 


gible.  See  dealer  for  details  and  qualifications. 


^fK^^^^Mf 


« 
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"When  your  business 
reputation  is  on  tiie  iine^ 
place  your  Call  Center 
in  Ontario/' 

PaulTsapans,  President  &  CEO,  Hewlett-Packard  (Canada)  Ltd. 


Currently  home  to  over  3,000  Call  Centers,  Ontario  boasts  North  America's  most 
advanced  telecommunications  infrastructure.  No  wonder  that  technology  leader,  HP  Canada, 
chose  Ontario  as  the  base  for  their  newest  Call  Center.  •  Charged  to  provide  customer  support 
for  both  consumer  and  small  business  products,  the  Hewlett-Packard  Customer  Care  facility 
connects  19  of  20  callers  with  expert  assistance  in  under  three  minutes.  "As  the  PC  pace-setter 
in  Canada,  we  knew  that  our  customer  service  had  to  be  in  the  same  league  as  our  products, 
with  excellent  technical  support  to  all  (Wallers,"  notes  Mr.  Tsaparis.  •  Ontario's  state-of-the-art 
infrastructure,  coupling  fiber  optic  lines  with  digital  switching,  is  just  one  of  the  advantages  of 
locating  here.  •  13  community  colleges  offer  accredited  Call  Center  CSR  and  management 
programs.  •  Our  workforce  is  professional,  polite  and  well-trained  to  be  of  service  -  in  100  different 
languages.  •  Turn-over  is  a  small  fraction  of  U.S.  norms,  and  KPMG  confirms  that  our  basic 
business  costs  are  highly  competitive.  So  it's  no  surprise  Ontario  is  now  among  the  leaders 
in  Call  Center  job  growth  in  North  America.  To  learn  how  Ontario  can  be  of  service,  simply  call. 


www.2ontarlo.com 

1  800  819-8701 


Ontmiio 

Canada 

The  Futures  Right  Here 


LARGEST    PRIVATE    COMPANIES 


Rank       Company 
02    '01    Business 


Chief  Executive 


Headquarters. 


235   252 


UIS 

auto  parts;  confectionery  prods;  millwork  prods 


Andrew  G  Pietrini 


Jersey  City,  NJ 


236  262 


ANDERSON  NEWS 

wholesales  periodicals  &  books 


Charles  Anderson 


Knoxvllle,  TN 


237  251 


DELCO  Remy  International 

starters  &  alternators  for  cars  &  trucks 


Thomas  J  Snyder 


Anderson,  IN 


238   246 


BOSTON  CONSULTING  GROUP 

consulting 


Carl  W  Stern 


Boston,  MA 


239  293 


Stevedoring  Services  of  America 

loads  &,  unloads  ships  &  provides  port  svcs 


Jon  F  Hemingway 


Seattle,  WA 


240  278 


Buffets 

franchises  &  operates  buffet-style  restaurants 


Kerry  A  Kramp 


Eagan,  MN 


241 


JD  HEISKELL 

grain  storage;  livestock  feed 


Scott  Hillman 


Tulare,  CA 


242  206 


McCarthy  Building  Cos 

general  contractor;  construction  manager 


Michael  D  Bolen 


St  Louis,  MO 


243  266 


Carpenter 

makes  polyurethane  foam 


Stanley  F  Pauley 


Richmond,  VA 


244   306 


24  HOUR  FITNESS  WORLDWIDE 

fitness  centers 


Mark  S  Mastrov 


San  Francisco,  CA 


245 


Herbalife  International 

health  &  nutritional  supplements,  weight-control  prods 


Francis  X  Tirelli 


Los  Angeles,  CA 


246  241 


MENASHA 

packaging,  plastics,  promotional  graphics 


Harold  Smethills 


Neenah,  Wl 


247   405 


YATES  Cos 

commercial  construction 


W  Gully  Yates  Jr 


Philadelphia,  MS 


248  260 


ClubCorp 

manages  resorts,  golf  courses  &  athletic  clubs 


Robert  H  Dedman  Jr  Dallas,  TX 


249  307 


HOBBY  LOBBY  STORES 

hobby  &  craft  stores 


David  Green 


Oklahoma  City,  OK 


250  275 


PRINTPACK 

makes  candy  wrappers  &.  other  flexible  packaging 


Dennis  M  Love 


Atlanta,  GA 


251      ■ 


Agrilink  Foods 

produces  &  markets  frozen  vegetables 


Denis  M  Mullen 


Rochester,  NY 


252   285 


BOSCOV'S 

department  stores 


Kenneth  S  Lakin^^ 


Reading,  PA 


253   330 


Rudolph  &  Sletten 

contractor  for  high-tech  &  biotech  facilities 


Allen  Rudolph 


Foster  City,  CA 


254   366 


Crowley  Maritime 

marine  transport,  harbor  &  barge  svcs;  logistics 


Thomas  B  Crowley  Jr         Oakland,  CA 


255   269 


PRIMUS 

wholesales  plumbing,  HVAC  &  electrical  prods 


Richard  W  Schwartz  Dayton,  OH 


256    215     CONNELL  Limited  PARTNERSHIP  Francis  a  Doyle 

recycles  aluminum;  diemaking  tools;  heat-transfer  prods 


Boston,  MA 


257   212 


Swagelok 

valves,  tube  fittings  &  other  fluid-system  parts 


William  R  Cosgrove  Solon,  OH 


BE»EHU£SL 


2001  CHANGE 

($MIL)  (%) 


l,002e 


1,001 


1,001 


1,000 


l.OOOe^ 


EMPLOYEES 


1,056 

l,054e 

1,053 

1,050 

l,046e 

1,045 

1,036 

1,036 

1,035^ 

-2.9 

8,820 

-0.8 

7,000 

-3.1 

7,422 

-4.5 

4,450 

5.8 

10,000 

2.4 

25,000 

142.0 

370 

-14.0 

2,000 

-1.4 

6,200 

1,029 

1,020 

1,018 

l,016e 

1,015 

1,015 

l,015e 

1,011 

13.0 

27,000 

-6.0 

2,445 

-8.5 

5,658 

36.7 

4,100 

-5.1 

23,000 

12.2 

15,000 

-1.1 

3,900 

-12.0 

4,000 

l,010e 

1.0 

12,000 

176 


800 


26.7         3,800 


-3.8         3,195 


-16.0         1,700 


-170         3,000 


■  Not  on  last  year's  list,  e:  Forbes  estimate.  NA:  Not  applicable.  'Pro  forma  figure.  ^Company  provided  estimate.  Worldwide  figures.  'Excludes  public  subsidiaries.  ^Reflects  divestiture  c 
consulting  unit.  'Doug  Meijer  is  co-chief  executive.  'M  Jude  Reyes  is  co-chief  executive.  'Thomas  G  Wal<e  is  co-chief  executive.  'Formerly  known  as  SC  Johnson  Commercial  Markets. 
"Reflects  acquisition  of  DiverseyLever.  "Formerly  known  as  Allied  Worldwide.  '^Reflects  North  American  Excel  Communications  acquisition.  "Thai  Lee  is  co-chief  executive.  "Robert  J 
Gallo  is  co-president.  ''-"Excludes  excise  tax.  "Jay  M  Davis  is  co-chief  executive.  "Raymond  R  Sackler  is  co-chief  executive.  "Formerly  known  as  AIE  Resources.  "Barry  Haber  is 
co-president.  '"Formerly  known  as  Heafner  Tire  Group.  ^'Albert  Boscov  is  co-chief  executive. 
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Winning  witli  e-learning:  When  the  Wharton  School 
of  the  University  of  Pennsylvania  envisioned  a  21st- 
century  academic  center,  they  chose  IBM  expertise. 
From  its  IBM  e-business  infrastructure  to  the  students' 
IBM  ThinkPads®  the  Jon  M.  Huntsman  Hall  is  now 
•  cutting  edge.  Get  in  the  game  at  ibm.com/e-business 
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ARGEST    PRIVATE    COMPANIES 


COMPANY    INDEX 


RANK    Company 


A-Mark  Financial 
ABC  Supply 


Advance  Publications 


aecom  Technology 
agrilink  Foods 
Alex  lee 
allegis  Group 
alticor 


American  Tire  Distributors 
Amsteo  Industries 


Andersen  Windows 
Anderson  News 


Apex  Oil 


Arctic  Slope  Regional 
Ashley  Furniture  Industries 


Asplundh  Tree  Expert 


Austin  industries 


Baker  &  Mckenzie 
Baker  &  Taylor 


Barnes  &  noble  College  bookstores 

Barton  Malow 

Bashas' 


Bass  Pro 


battelle  Memorial  Institute 


be&k 


llbean 


bechtel 


belk 


big  y  foods 


Black  &VEATCH 
Bloomberg 
Booz  Allen  Hamilton 
Borden  Chemical 
boscov  s 

BOSE 

Boston  Consulting  Group 

Breed  Technologies 

brookshire  Grocery 

Buffets 

Builders  FirstSource 

HE  Butt  Grocery 

C&S  Wholesale  Grocers 

Capital  Group  of  Cos 


RANK 

COMPANY 

1 

Cargill 

106 

Carlson  Cos 

243 

135 

Carpenter 

Central  National-Gottesman 

96 

CH2M  HILL  cos 

64 

Clark  Enterprises 

65 
248 
223 

Clark  Retail  Enterprises 

ClubCorp 

COLUMBIA  HOUSE 

210 
63 

CONAIR 

CONNELL 

256 

CONNELL  Limited  Partnership 

69 

CONSOL  Electrical  Distributors 

40 

ContiGroup  Cos 

Cox  enterprises 

WAm 

254 

CROWLEY  MARITIME 

127 
128 

Crown  Central  Petroleum 

Cumberland  Farms 

224 

Dart  Container 

183 

DAY  &  ZIMMERMANN 

173 

DeBruce  Grain 

164 

Delaware  North  Cos 

237 

DELCO  REMY  INTERNATIONAL 

102 

demoulas  Super  Markets 

157 

DHL  AIRWAYS 

225 

Dick  Corp 

145 
181 

DiGlORGIO 

DISCOUNT  Tire 

109 

OR  PEPPER/7  UP  BOTTLING  GROUP 

191 

DOMINO'S  PIZZA 

147 

DOT  FOODS 

119 

DPR  CONSTRUCTION 

79 

DreamWorks  SKG 

143 

DRESSER 

146 

DUNN  INDUSTRIES 

95 

DYNCORP 

172 

ebsco  Industries 

36 

eby-brown 

101 

84  Lumber 

15 

ENTERPRISE  Rent-a-Car 

108 

EPIX  HOLDINGS 

158 

ERGON 

Ernst  &  young 

8 

RANK    Company 


FHC  Health  Systems 


FIDELITY  Investments 


Flint  Ink 


Flying  J 


FOLLETT 


Foster  Farms 


Frank  Consolidated  Enterprises 
Fry's  Electronics 
G-l  Holdings 


E&J  Gallo  Winery 


General  Parts 


Genmar  Holdings 


^M  Giant  Eagle 


Gilbane 


Glazer's  Wholesale  Drug 
Golden  State  Foods 

GOLUB 

Goodman  Manufacturing 


Gordon  Food  Service 


WL  Gore  &  associates 
Grant  Thornton  international 
Graybar  Electric 
Grocers  Supply 


Guardian  Industries 


Gulf  Oil 


Gulf  states  Toyota 


H  GROUP  Holding 


HI  HACKNEY 


HALLMARK  CARDS 
HAWORTH 


HEARST 


HEico  Cos 


JD  HEISKELL 


hensel  Phelps  Construction 
Herbalife  International 
Hobby  lobby  Stores 
Hoffman 


honickman  Affiliates 
Horizon  Natural  Resources 


houchens  Industries 


jm  huber 


Hunt  Consolidated/Hunt  Oil 


Hunt  Construction  Group 
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vww.swissre.com 


Wouldn't  you  like  to  harvest  more  from  the  fruits  of  your  labor?  We  can  help  you  increase  the  value  of  your  capital  with 
innovative  insurance  techniques  and  sophisticated  investment  banking  and  asset  management  skills  that  protect  you 
from  unexpected  volatility.  Our  solutions  create  a  third  form  of  corporate  capital,  beyond  equity  and  debt,  to  help  grow 
your  business.  As  a  leading  manager  of  capital  and  risk,  we're  pioneering  the  concept  of  convergence  by  tearing  down 
the  wall  between  capital  and  risk  management.  Indeed,  as  you  can  see,  there's  a  lot  more  to  us  than  our  name  suggests. 

Solutions  beyond  the  obvious.         Swiss  Re 

III 


LARGEST    PRIVATE    COMPANIES 


COMPANY    INDEX 


RANK    Company 


Huntsman 

HY-VEE 


ICC  INDUSTRIES 


IMG 


INGRAM  INDUSTRIES 


international  data  group 
interTech  Group 


jelo-wen  holding 


JM  Family  Enterprises 
johnsondiversey 


SC  JOHNSON  &  SON 
EDWARD  JONES 


KB  TOYS 


BEN  E  Keith 


Keystone  foods 


Peter  Kiewit  Sons' 

KINKO'S 


KINRAY 


KOCH  Industries 

KOHLER 


LANOGA 


LEPRINO  FOODS 


LEVI  Strauss  &  Co 


LIFE  Care  Centers  of  America 


love's  Travel  Stops 


maritz 
marmon  Group 


Mars 

MARY  KAY 
MBM 


McCarthy  Building  Cos 

MCKINSEY  &  Co 

Medline  industries 

meijer 

Menard 

Menasha 

Metaldyne 

Metromedia 


209 

MICHAEL  FOODS 

92 

Micro  Warehouse 

38 

MILLIKEN  &  Co 

218 

modern  Continental  Cos 

213 

MA  MORTENSON 

RANK     COMPANY 


National  distributing 
National  Gypsum 


Nesco 


NORTH  Pacific  Group 

NOVEON 


PARSONS 


Parsons  Brinckerhoff 


Perdue  Farms 


putinum  Equity 
Polaroid 


pricewaterhouseCoopers 
Primus 


printpack 


publix  Super  Markets 
Purdue  Pharma 


Purity  Wholesale  Grocers 
Quad/Graphics 


Quality  King  distributors 


QuikTrip 


raceTrac  Petroleum 


raley's 


renco  Group 


Reyes  holding 


Rich  Products 


RiTz  Camera  Centers 


RivERWooD  International 


ROOMS  TO  Go 


RODNEY  BROTHERS 


ROUNDY'S 


RUDOLPH  &  SLETTEN 


SAMMONS  ENTERPRISES 
SAS  INSTITUTE 


Save  Mart  Supermarkets 
Schneider  National 
SCHNUCK  Markets 
Schreiber  foods 
SCHWAN's  Sales  Enterprises 
SCIENCE  Applications  Intl 
Scoular 


Seagate  Technology 
Sealy 


Services  Group  of  America 
SF  Holdings 


RANK     COMPANY 


SHAMROCK  Foods 


jfshea 


Sheetz 


Sierra  Pacirc  industries 
jr  simplot 


Sinclair  Gil 


Sirva 


iniM  Skadden.Arps 


Software  House  international 
southern  wine  &  spirits 


SOUTHWIRE 


AG  SPANOS  COS 


SPRINGS  INDUSTRIES 


Stater  Bros  markets 
Stevedoring  Services  of  America 


Structure  Tone 


SWAGELOK 


Swift  &  Co 


Swinerton 
Taylor 


Tenaska  Energy 


TIC-the  Industrial  Co 


TISHMAN  REALTY  &  CONSTRUCTION  I 


Towers  Perrin 


Transammonia 


TravelCenters  of  America 
24  HOUR  fitness  worldwide 


uis 


unigroup 


varTec  Telecom 


Venture  Industries 
Vertis 


vouGHT  Aircraft  Industries 

Walsh  Group 

wawa 


wegmans  Food  markets 
Whiting-Turner  Contracting 


Wilbur-Ellis 
winco  Foods 


Yates  Cos 


YOUNG'S  Market 
hb  zachry 
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ECIAL  ADVERTISING  SECTION 


Rebuilding  Faith 

n  Corporate  Governance 


by  JudithTurnock 


Diversity 

Promises 

Fresh 

Approaches 


The  collapse  of  a 

number  of  high-flying 

merican  corporations, 

followed  by  restated 

financials  of  far  too 

many  other  respected 

companies,  has  made 

investors  around  the 

\Nor\6  jittery.  Just  look 

at  the  stock  market, 

the  world's  safe 

"bank,"  which  cannot 

seem  to  recover, 

despite  a  slew  of  new 

regulations  and  laws. 


Confirming  this  loss  of  confidence  is  a  recent  nationwide  survey  of  jurors  in  civil  cases 
conducted  by  DecisionQuest  for  the  Minority  Corporate  Council  Association.  Very  large 
majorities  of  respondents  agreed  that: 

•  corporate  failures  revealed  so  far  are  merely  the  "tip  of  the  iceberg"  (76%) 

•  companies  are  likely  to  hide  the  truth  about  problems  unless  or  until  they  are  forced  to 
reveal  them  (85%) 

•  senior  executives  were  the  most  likely  corporate  employees  to  lie  about  the  company  (52%). 
Radical  changes  are  needed  to  reverse  these  depressing  public  perceptions.  It  makes  sense 

to  begin  with  those  legally  responsible  for  corporate  governance  —  the  corporate  directors 
and  senior  executives.  Now  under  enormous  pressure  to  put  their  houses  in  order,  they  need 
bold  strategies  to  renew  investor  trust  to  restore  confidence  in  their  organizations. 

It  is  the  time  to  bring  in  "fresh  blood,"  says  Connie  Duckworth,  who  heads  the  Board  of 
the  Committee  of  200,  the  nation's  premier  membership  organization  of  corporate  and 
entrepreneurial  executive  women.  "Opening  up  the  boardroom  to  women  and  people  of  color 
can  hardly  make  things  worse  and  will  probably  make  them  better.  In  crisis  often  lies  the 
opportunity  for  positive  change." 

In  addition,  fresh  blood  on  corporate  advisory  boards  and  at  all  points  where  a 
company  connects  with  its  consumers,  such  as  marketing,  advertising  and  franchising, 
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can  increase  diversity  and  the  bottom  line  simultaneously. 
Here  are  opportunities  tailor-made  to  increase  diversity  in 
corporate  governance. 

Opening  Up  the  Boardroom 

Corporate  women  and  minorities  possess  an  "outsider" 
status  that  is  now  an  advantage  for  corporate  governance. 
They  have  little  vested  in  the  traditional  business  relationships 
among  and  between  executives  and  board  directors.  In 
addition,  many  have  decades  of  corporate  executive  experience. 
Observes  Trey  Reynolds,  managing  director  of  The  Directorship 
Search  Group,  one  of  the  nation's  leading  board  search  firms, 
"More  and  more  companies  honestly  believe  board  diversity 
is  important.  And  as  more  and  more  women  and  minorities  are 
progressing  up  the  corporate  ladder,  there  are  more  and  more 
good  candidates." 

A  vast  new  pool  of  men  and  women  are  in  fact  prepared  and 
available  to  serve.  They  bring  the  promise  of  new  perspectives, 
new  ideas,  new  relationships  and  new  transparency.  Providing 
the  opportunity  for  all  talented  people  to  excel  has  always 
been  the  strength  of  our  dynamic  economy.  Why  exclude 
the  boardroom  from  those  advantages?  Committee  of  200's 
Duckworth  reasons,  "to  exclude  more  than  half  the  population 
from  consideration  for  board  membership  is  to  go  to  a  very 
limited  well  for  talent.  This  is  not  only  bad  business  judgment. 
It  defies  common  sense." 


benefits  : 
place,  e;r 
beyond  hu  ■■   the 

marketing,  ae.    . a:i- 

chise  aspects  d       i  business. 

We  are  committed  to  boirn;  r^  company  that  reflects  the 

changing  demographics  c!  ['-\e  U.S.  population." 

—  Mike  O'Driscoll,  President 

Aston  Martin  Jaguar  Land  Rover  North  America 


Two  Forward-Thinking  Companies:  Freddie  Mac 
Land  Rover  North  America 

This  special  report  features  the  trend-setting  divt 
achievements  of  two  respected  organizations.  Governr 
chartered  but  shareholder-owned,  Freddie  Mac  has  a 
force  of  about  4,000  and  holds  a  loan  portfolio  just  shy  o' 
trillion,  representing  20%  of  the  total  U.S.  mortgage  mar 
packages  these  mortgages  for  trading  on  the  secoi 
market.  Freddie  Mac's  mortgage  packages  carry  the  hi' 
investment  credit  rating,  and  its  growth  in  shareholder  re 
has  averaged  1 9%  annually  for  the  last  ten  years.  Freddie 
is  regularly  cited  in  the  business  media  as  one  of  the; 
managed  companies  as  well  as  one  that  is  diversity-frien 

Land  Rover  North  America  imports  and  distributes  F! 
Rover,  Discovery  and  Freelander  vehicles  manufactui 
Solihull,  England,  for  sale  in  the  U.S.,  Canada  and  Mexico 
North  American  headquarters  is  in  Irvine,  Calif.,  with  open; 
in  Mahwah,  N.J.,  and  Lanham,  Md.  Land  Rover's  Disc: 
combines  innovative  design,  off-road  capability  and  all-a; 
competence.  The  Range  Rover  remains  virtually  unchallenf 
the  full-size  class,  and  with  its  first  premium,  small  sport-1 
vehicle,  the  all-new  Freelander,  Land  Rover  continues  ; 
tradition  of  producing  multipurpose,  go-anywhere  vehicle 
withstand  the  most  rugged  conditions.  Almost  2  millior 
wheel-drive  vehicles  have  been  produced  by  Land  Rover' 
wide  since  the  original  model  in  1948.  Land  Rover  is  deterii 

to  build  its  North  American  sales  substae 

through  appeals  to  the  diverse  U.S.  market. 

Board  and  Senior  Executive  Diversity 

Success  in  diversity  cannot  be  achieved  w 
clear,  convincing  and  oft-communicated  sl 
from  the  top,  backed  up  by  action.  One  of  the 
important  displays  of  commitment  is  the  m 
of  board  members  and  senior  executives. 
those  slates  are  all  filled  by  white  men,  it  is  d 
if  not  impossible  to  convince  ambitious  w 
and  minorities  they  have  a  fair  shot  at  real  sl 
there.  High-potential  women  and  minorities 
those  companies  at  a  much  higher  ratep 
white  men,  and  word  gets  around  quickly.  JDi 
the  most  desirable  recruits  choose  jobs  elsev  ^i 
Corporate  America  is  learning  these  lessons 

Freddie   Mac  displays  that  visible  div 
commitment  and  thus  gains  advantage 
war  for  talent.  Freddie  Mac's  18-member  be 
among  the  most  diverse  of  the  nation 


i'tmmuunm-tmtn.crmiMi%mi»K»»mtna.UK.cvtMikmr.im. 


THE  NEW  RANGE  ROVER. 


HIGHER  GROUND. 


What  defines  the  evolution  of  a 


world-class  vehicle?  The  ability  to  scale 


new  heights.  And  when  you  experience 


the  new  2003  Range  Rover,  getting  there 


is  as  rewarding  as  being  there.  With  a  new 


cross-linked  Electronic  Air  Suspension  that 


provides  unprecedented  comfort  and  capability 


over  almost  any  terrain.  And  the  special 


alchemy  of  its  luxurious  waterfall-lit  wood  and 


leather  interior  that  Indulges  the  soul. 


No  wonder  Car  and  Driver  magazine 


selected  it  "Best  Luxury  Sport-Utility  Vehicle. 


The  new  Range  Rover  for  2003.  From  Land  Rover. 


The  most  well-traveled  vehicles  on  earth. 


ANGE  ROVER 


THE  LAND  ROVER  EXPERIENCE 
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corporations,  with  two  minority  men  and  three  women,  one  of 
them  Hispanic  (28%).  In  addition,  of  its  29  executives  with  the 
title  of  senior  vice  president  or  higher,  there  are  five  minority 
men  and  three  women,  one  of  them  Hispanic  (28%).  Land 
Rover's  groundbreaking  diversity  efforts  through  its  Diversity 
Advisory  Council  are  placing  it  in  an  excellent  position  to  meet 
future  challenges  across  the  full  spectrum  of  its  business. 

The  personal  involvement  of  senior  executives  in  diversity 
initiatives  not  only  effects  policy  changes;  it  produces  a  more 
diversity-friendly  work  environment.  It  changes  corporate 
culture  for  the  better.  The  most  successful  corporations  are  on 
this  trend-setting  path. 

Freddie  Mac's  "Champions  of  Diversity" 

"Champions  of  Diversity"  is  Freddie  Mac's  four-phase 
company-wide  program,  says  Keith  Barley,  vice  president  of 
employee  strategies  and  practices.  "It  is  designed  to  achieve 
alignment  among  all  our  diversity  programs  as  well  as  clarity 
about  the  business  imperative."  The  vice  chair  and  his  direct 
reports  meet  regularly  as  a  group  for  awareness  training 
conducted  by  internal  and  external  facilitators.  The  vice 
presidents  who  run  departments  within  the  15  divisions  attend 
similar  sessions  and  frequently  are  joined  by  senior  executives, 
who  give  their  perspective  and  reiterate  their  support.  All 
managers  receive  similar  group  training,  and  computer-based 
training  modules  reach  every  other  employee. 


Freddie  Mac 


Fac  has  a  powerf 
?^  infiuence  on  the  lives  of  millions 

;:OfA)T>r  •'■•■"'■•  ■f-^ 
I^Qlobal . ..., 
housing, 
theecono^'i'  .- 
being  ih;i 
the  home  of 


families  attain 

er'otionai  well- 

living  in 

'  'y 


by  harnessing  all  of  our  company's 
strengths,  including  the  power  of  our  diversity,  will  we 
be  able  to  meet  the  needs  of  a  new  and  increasingly 
diverse  generation  of  homebuyers.  That's  why  we 
foster  an  environment  where  each  person  feels  valued 
and  able  to  contribute  'o  the  fii'lest  potential." 

—  Leiand  C.  Brendsel 

Chairman  and  Chief  Executive  Officer 


"Because  of  our  public  purpose,"  says  Barley,  "we'att 
passionate  and  committed  workforce.  Diversity  augment 
enhances  our  mission.  We  enjoy  diversity  success  anc 
high  employee  morale." 

Land  Rover's  Diversity  Advisory  Council  Incli 
Outside  Business  and  Civic  Leaders 

In  March  2002,  Ford's  four  Buropean  marques,  Aston  fv 
Jaguar,  Land  Rover  and  Volvo  (which  comprise  Ford's  Prt 
Automotive  Group),  established  a  new,  combined  Divt 
Advisory  Council  headed  by  Julian  Bond,  chair  of  the  N/ 
Board.  Nine  other  outsiders  join  Bond  on  the  Co 
representatives  of  the  Asian-American  Chamber  of  Comrr 
the  Hispanic  Association  on  Corporate  Responsibility, 
Enterprise,  On  Wheels  and  Latina  magazines,  and  the  Na 
Association  of  Minority  Automobile  Dealers. 

These  outside  advisors,  working  with  ten  inside  mer 
including  Mike  O'Driscoll,  president  of  Aston  Martin  J. 
Land  Rover  North  America,  provide  guidance  on  a  wide  v 
of  business  issues,  especially  marketing,  advertising,  h 
resources  and  franchise  development.  By  targeting  incre 
workforce  diversity  as  well  as  diversity  among  service  vef 
and  franchisers.  Land  Rover  is  repositioning  itself  to  co: 
quickly  with  a  vast  market  of  well-heeled  new  consuu 
Inviting  outsiders  to  advise  on  internal  strategy  opens  thr 
to  changes  that  transcend  normal  organizational  proce 
Land  Rover's  initiative  is  on  the  cutting  edge  of' 
sity  programs  because  it  combines  an  intern; 
an  external  perspective. 

The  Council  meets  quarterly  and  has  already 
an  increase  in  the  diversity  of  advertising  anc 
keting  firms  hired.  The  personal  involvement  of 
most  senior  executives  ensures  that  the  Coi 
guidance  will  continue  to  translate  into  action. 
Strategies  to  increase  diversity  in  the  t 
room  and  among  senior  executives  can  be  p 
implemented,  and  there  are  now  comp 
business  reasons  for  doing  so  dramatical 
immediately.  Turning  to  people  of  color  and  w 
is  a  relatively  simple  and  straightforward  strati 
breathe  new  life  into  the  traditional  patter 
corporate  governance  and  to  break  the  logj 
distrust  and  suspicion. 

Judith  L  Turnock,  an  executive  coach,  is  co-author  of  Ci  ■ 
the  Corporate  Code:  The  Revealing  Success  Storie  I 
African-American  Executives,  to  be  published  I  tl 
American  Management  Association  in  March  2003.  S  |ci 
be  reached  at  212-222-3206,  jlthmg@aol.com. 


We  helped 

thousands  of  families 

buy  homes  today. 

What  did  you  do': 


Freddie  Mac  is  a  Fortune  500® 
company  witti  an  important  public 
mission:  to  iower  the  cost  of  home 
mortgages  so  more  families  can 
own  homes.  And  we  need  your 
help,  if  you  want  to  work  for  a 
company  that  supports  inclusion, 
values  different  opinions  and 
wants  you  to  have  a  rich,  fulfilling 
life -both  inside  and  outside  the 
office -find  yourself  a  new  career 
at  www.freddiemac.com.  Your  life 
isn't  the  only  one  you'll  change. 


Freddie 
Mac 


We  Open  Doors' 


www.freddiemac.com 
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PFIZER  DISCOVERS  NEW 
ELEMENT  FOR  SUCCESS. 


THEY  CALL  IT 

MICHIGAN 

#1  State  for  new  business  locations  and  expansions  5  years  in  a  row 

#4  Nationally  with  over  560,000  High-Tech  workers 

#2  Nationally  with  nearly  $19  billion  in  total  R&D  Expenditures 
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Pfizer's  decision  to  expand  in  Michigan  is  the  biggest  news  since  Boeing  expanded  in  Chicago.  Actually, 
bigger.  Business  Expansion  magazine  has  named  the  Pfizer  investment  the  largest  deal  in  the  nation  for  2  n 

For  the  full  story,  call  1 .800.946.6829  or  visit  www.michigan.org. 


MICHIGAN 


www.michigan.org 
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Bang  for  the  Buck 

Network  Appliance  charges  far  less  than  EMC,  the  data 
storage  king.  Guess  which  one  makes  money  these  days? 


BY  DANIEL  LYONS 
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Out  of  the  woods:  NctApp  chief  Warmenhovcn. 


MACK  IN  THE  MIDDLE  OF  THE  TECH  BUBBLE,  DANIEL  WARMENHOVEN  WAS  OFFERING  Cus- 
tomers an  astounding  proposition:  His  company,  Network  Appliance,  could  deliver  data 
storage  devices  that  cost  one-third  of  what  they  paid  for  gear  made  by  EMC  Corp.,  the  stor- 
age leader.  Even  more  astounding  was  the  fact  that  nobody  cared.  "One  guy  just  inter- 
rupted me  in  the  middle  of  a  presentation  and  said,  'Stop!  I  don't  care  about  low  cost!  Cost 
is  not  the  issue!'"  recalls  Warmenhoven,  chief  executive  at  Network  Appliance,  based  in 
Sunnyvale,  Calif  The  customer  asked  him  to  leave. 
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In  these  penny-pinching  days  after 
the  crash,  Warmenhoven's  low-cost  boxes 
suddenly  look  a  whole  lot  better.  That  guy 
who  tossed  Warmenhoven  out  of  his 
office?  "Today  he's  a  customer,"  he  says. 
That  helps  explain  why  scrappy  little  Net- 
work Appliance — "NetApp,"  as  the  com- 
pany is  known — this  year  could  pass  $80 
million  in  net  income  on  11%  growth  in 
revenue  to  almost  $900  million,  accord- 
ing to  a  forecast  from  Merrill  Lynch.  The 
firm  figures  EMC,  in  sharp  contrast,  will 
post  a  net  loss  of  $188  million  as  sales 
decline  32%  to  $5.2  billion. 

NetApp,  whose  stock  trades  in  the  $9 
range,  down  sharply  from  a  52-week  high 
near  $28,  is  reaping  returns  on  a  big 
change  in  the  way  companies  store  data. 
Instead  of  attaching  storage  boxes 
directly  to  individual  servers — EMC's  tra- 
ditional approach — companies  now 
favor  connecting  storage  boxes  to  a  net- 
work, so  that  any  server  can  fetch  data 
from  any  storage  box.  Last  year  this  "net- 
worked storage"  represented  about  one- 
third  of  the  $24  billion  worldwide  storage 
market.  By  2006  sales  in  the  overall  stor- 
age market  will  hover  at  about  the  same 
level,  but  networked  storage  wUl  make  up 
two-thirds  of  the  market,  as  sales  grow 
17%  annually  to  $16.5  billion  from  just 
under  $8  billion  last  year,  research  firm 
Gartner  predicts. 

By  2006,  Warmenhoven  avers,  the 
power  will  have  shifted  in  storage  as 


"We're  getting 
IN  FRONT  OF 
CUSTOMERS  who 

wouldn't  talk  to  us." 

NetApp  slowly  wrests  market  share  away 
from  bigger  rivals  like  EMC,  Hitachi  Data 
Systems  and  IBM.  In  the  end,  he  says,  EMC 
will  dominate  only  a  single  tiny  segment: 
storage  for  mainframes.  "We  will  push 
them  back  into  a  corner,"  he  vows. 

EMC  still  towers  over  NetApp,  even  in 
the  world  of  networked  storage.  But  the 
giant  is  hurting.  Its  sales  of  server- 
attached  boxes  are  declining,  bruising 
revenue.  Over  the  past  five  quarters  EMC 
has  lost  $499  million.  In  the  past  two 
years  it  has  laid  off  about  7,000  employ- 
ees, reducing  its  work  force  by  30%.  Gross 
margins  have  plunged  from  almost  60% 
to  just  40%  as  EMC  slashes  prices  to  keep 
from  losing  deals. 

It  still  isn't  enough.  Weiser  Lock,  a 
$100  million  (sales)  company  in  Tucson, 
Ariz.,  unplugged  two  EMC  Symmetrix 
boxes  in  July  and  replaced  them  with  a 
NetApp  machine.  The  issue  wasn't  the 
price  of  the  boxes  but  the  cost  of  running 
them.  "EMC  was  charging  us  $80,000  a 
year  for  maintenance.  NetApp  is  charging 
us  $30,000  for  three  years  of  mainte- 


nance," says  Tom  Mendelboim,  netwc 
manager  at  Weiser. 

Two  years  ago  70%  of  NetApp  rever 
-  came  from  dot-coms  and  other  techi 
blue-chip  accounts  in  other  industr 
stayed  away.  Today  60%  of  sales  coi 
from  customers  in  financial  services, 
federal  government,  telecom,  energy  a 
manufacturing,  including  Citigroi 
ExxonMobil,  Ford,  General  Electric,  Gt 
eral  Motors  and  MerriU  Lynch. 

"All  the  oil  companies,  all  the  financi 
services  companies — they  were  all  Et 
customers,  and  now  they're  using  NetA 
too,"  says  Warmenhoven,  a  genial  5 1  -ye 
old  who  studied  electrical  engineering 
Princeton  and  started  his  career  design 
networking  gear  at  IBM.  "We've  had  1 
opportunity  to  get  in  front  of  custom 
who  wouldn't  talk  to  us  before." 

The  key  to  NetApp's  success:  Thi 
small.  EMC  is  known  for  big,  high-e 
storage  boxes  that  cost  upwards  of 
million;  NetApp's  small  "filers"  cost  as 
tie  as  $15,000.  Customers  can  buy  a  few 
start  and  eventually  cobble  together  hi 
dreds  or  even  thousands. 

EMC  used  to  deride  NetApp's  boxes 
mere  toys,  unable  to  store  vast  amou 
of  data  and  poorly  suited  to  runni 
databases,  a  key  corporate  use.  Not 
anymore.  And  filers  are  startlingly  sim 
to  run.  Broadcom,  a  $1  billion  chipmal 
needs  only  two  part-time  people  to  m; 
age  120  terabytes  of  data  (a  terabyt( 


Sprinting  Just  to  Stay  in  Place 


Storage  was  supposed  to  be  the  one  technology  sector  immune  from  recession.  Not  so. 


Storage  capacity  shipped  is  growing 
72%  a  year . . . 

100  (thou) 


. . .  but  the  price  of  storage  is  plunging 
42%  a  year. 

$10.000 


As  a  result,  worldwide  spending  on 
storage  will  be  flat  through  2006. 

$100  (bil) 


Terabytes  shipped 
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Average  price  per  gigabyte 
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An  YWARE-      The  downside:  your  walk  through  the  parking  lot  was  long.  The  upside:  it  gave  you  time 

to  think  about  a  way  to  eliminate  the  high  cost  and  hassles  of  overnight  delivery. 

And  lo  and  behold,  you  found  it:  Canon  imageRUNNER™  technology.  It  lets  you  send  documents  anywhere,  in  any  form,  at  any  time, 

)ver  your  network  or  the  Internet.  Instantaneously.  Just  scan  a  document  into  the  imageRUNNER  and  send  it  — to  desktops.  E-mail 

addresses,  fax  machines,  databases  and  file  servers.  All  of  which  results  in  lowered  costs  and  increased  productivity.  So,  take  pride. 

Thanks  to  Canon  know-how,  your  walk  through  the  parking  lot  is  considerably  shorter.  1-866-25-CANON  www.imagerunner.com 

Canon  is  a  rcgislewj  rrademark  and  IMAGERUNNER  and  Canon  Know  How  arc  trademarks  of  Canon  Inc.  IMAGEANYWARE  is  a  service  mark  of  Canon  U,S.A..  Inc.  C>2002  Canon  U.S.A.  Inc. 
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1,000  gigabytes)  on  NetApp  filers.  "The 
total  cost  of  ownership  is  unbelievably 
low,"  says  Kenneth  Venner,  chief  informa- 
tion officer  at  Broadcom,  in  Irvine,  Calif. 
(A  caveat:  NetApp  uses  Broadcom  chips 
in  its  filers.) 

Earlier  this  year  Deutsche  Telekom 
started  using  NetApp  filers  and  caching 
devices  to  build  the  world's  largest 
streaming  video  system,  delivering 
movies  on  demand  to  45,000  house- 
holds. The  system  holds  20  terabytes 
of  data. 

Yahoo,  the  Internet  company,  uses 
NetApp  boxes  to  store  more  than  a 
petabyte  (1,000  terabytes)  of  data 
generated  by  1 50  million  users  of  Yahoo 
e-mail.  Oracle,  the  database  giant,  uses 
NetApp  to  manage  300  terabytes  of  data 
and  offers  NetApp  filers  to  customers 
who  buy  its  new  distributed  database. 
Some  26%  of  NetApp's  sales  now  come 
from  database  applications,  compared 
with  16%  a  year  ago. 

Southwest  Airlines  uses  NetApp  filers 
to  run  almost  every  aspect  of  its  business, 
including  systems  that  are  critical  to 
keeping  planes  in  the  air.  Southwest  chose 
NetApp  in  part  because  it  costs  less  than 
EMC  and  other  major  storage  vendors 
and  offers  performance  that  in  some  ways 
exceeds  EMC's.  "We  spent  a  lot  less  and  we 
got  a  lot  more,"  says  Richard  Hulsey,  a 
system  design  engineer  at  Southwest. 

NetApp's  filers  are  ordinary  Intel- 
based  servers  running  special  software 
that  makes  them  good  at  storing  and 
retrieving.  A  filer's  brain  consists  of  a  sin- 
gle circuit  board  running  NetApp's  Data 
OnTap  operating  system  instead  of  Win- 
dows. Now  Windows,  too,  is  aiming  to 
run  storage  devices  {see  box). 

Traditional  storage  devices  like  the 
ones  EMC  makes  are  more  complex.  They 
start  with  an  array  of  disk  drives  and  use 
specialized  controllers  and  a  memory 
cache  to  move  data  in  and  out  at  high 
speeds.  They  handle  data  at  the  "block" 
level,  which  gives  them  an  advantage  in 
handling  databases.  NetApp's  machines 
traditionally  dealt  with  data  at  the  "file" 
level.  That  has  hurt  them  at  times.  Mi- 
crosoft would  not  certify  NetApy-  ma- 
chines as  a  platform  for  its  SQL  Server 
database  and  Exchange  e-mail  system  until 


Yahoo  uses  NetApp 
boxes  to  store 
MORE THAN A 
PEIABYTEnfjdata. 

recendy,  when  NetApp  developed  the  abil- 
ity to  handle  data  at  the  block  level,  too. 

NetApp's  filers  also  have  lagged 
behind  EMC  in  speed.  That's  because 
NetApp  filers  clip  onto  an  ordinary  Eth- 
ernet network  that  connects  PCs  and 
servers,  in  a  scheme  known  as  "network 
attached  storage"  (nas).  EMC  and  others 
use  a  faster  "storage  area  network"  (san) 
arrangement  in  which  each  storage  box  is 
connected  to  each  other  by  high-perfor- 
mance Fibre  Channel  switches,  which 
move  data  at  up  to  2  gigabits  per  second. 


NetApp's  drawback  is  disappearing 
because  new  forms  of  Ethernet  can  move  i 
data  at  speeds  of  1  to  10  gigabits  per  sec- 
ond. Also,  a  new  NetApp  box  can  run  in  a ' 
SAN  configuration,  just  like  an  EMC  box, 
but  at  one-third  the  price. 

EMC  laughs  off  any  threat  from 
NetApp,  saying  NetApp  has  neither  the 
expertise  nor  the  resources  to  buUd  SAN 
systems  for  customers.  EMC,  based  in 
Hopkinton,  Mass.,  is  betting  its  future  on 
software,  developing  programs  to  manage 
all  of  a  customer's  storage  equipment, 
even  boxes  from  such  rivals  as  Hitachi, 
HP,  IBM  and  NetApp. 

But  for  now  customers  seem  more 
interested  in  saving  a  few  bucks,  and  their 
miserly  ways  are  bad  for  EMC — and  great 
for  NetApp.  No  wonder  Warmenhoven 
smiles  a  lot.  He  is  one  of  the  few  guys  to 
find  an  upside  in  the  ever-lengthening 
high-tech  depression.  F 


The  Next  Challenge 

Even  as  NetApp  attacks  EMC  from  below,  it  is  being  chased  by  an  unlikely  rival  that 
makes  an  even  lower-cost  solution:  Microsoft.  For  two  years  the  Redmond,  Wash, 
giant  has  been  pushing  a  version  of  its  Windows  operating  system  tweaked  with 
extra  features  for  running  storage  devices.  It's  all  part  of  Microsoft's  plan  to  put 
Windows  everywhere,  from  TV  set-top  boxes  to  handheld  devices  and  cell  phones. 

And  why  not?  Storage  devices  like  the  ones 
NetApp  sells  are  basically  regular  Intel-based 
computers  with  a  bunch  of  disk  drives  attached. 
Instead  of  using  Windows,  NetApp  runs  its  own 
operating  system,  called  Data  OnTap.  Microsoft 
has  asked  NetApp  to  drop  OnTap  and  use  Win- 
dows, but  NetApp  won't  do  it. 

No  matter  Microsoft  today  sells  its  Windows- 
based  storage  software  as  a  kit  to  more  than  20 
server  makers,  including  Dell,  HP  and  IBM.  They 
call  it  Windows  Powered  NAS  (meaning  "network 
attached  storage").  The  hardware  companies  load  Microsoft's  code  onto  Intel 
servers,  add  their  own  software,  attach  some  disks  and  produce  a  box  that  Mi- 
crosoft claims  costs,  on  average,  less  than  half  what  NetApp  charges. 

Continental  Airlines  chose  Windows-based  storage  boxes  made  by  Compaq 
(now  HP)  in  part  because  they  were  low-cost  and  easy  to  manage— you  just  use 
the  same  programming  tools  you  use  with  all  your  other  Windows  servers,  says 
Eric  Craig,  director  of  technology  at  Continental  in  Houston. 

Microsoft  and  its  allies  now  hold  44%  market  share  (by  units)  in  the  NAS 
market  that  NetApp  pioneered.  In  dollars  Microsoft's  share  is  only  14%,  a  reflec- 
tion of  its  lower  prices.  NetApp,  by  contrast,  has  35%  share  of  dollars  but  only 
6.5%  of  units  shipped.  EMC,  the  most  expensive  storage  player,  gets  41%  of  NAS 
dollars  on  only  1.4%  of  units.  —D.L. 
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I'll  show  you  mine, 


Iff  you  show  me  yours. 
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Have  something  to  show  off?  You  can  gather  all  the  stuff 
you'll  need  and  hit  the  road,  but  why  burn  the  time  and 
money?  A  WebEx  online  meeting  is  the  way  to  go. 
No  matter  where  you  are,  all  you  need  is  a  browser 
and  WebEx  delivers  a  live,  incredibly  interactive, 
online  meeting  experience.  Whether  ifs  sales, 
training,  seminars  or  technical  support,  you  can  call  a  meeting  on  the  fly  and 
instantly  put  the  power  of  integrated  data,  voice  and  video  to  work.  You'll  cut  costs, 
boost  sales  and  massively  increase  productivity.  If  you've  never  seen  WebEx  in  action, 
visit  webex.com/freeshowing  and  we'll  show  you  our  stuff. 


webex 

online  meetings 


I  now  for  a  free  showing.  888-998-MEET(6338)  '»  We've  got  to  start  meeting  like  this. 


vVebEx  logo  are  registered  trademarks  of  WebEx  Communications,  Inc.  "2002  WebEx  Communications,  Inc.  All  rights  reserved.  Terms  and  conditions  apply. 
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Dialing  for  Dollars 

Wooing  software  clients  for  million-dollar  deals  over  a  round  of  golf  is  a  distant  memory. 
The  new  pitch  has  a  smaller  price  tag  and  a  distinctly  unglamorous  setting:  over  the  phone. 

BY  NICOLE  RIDGWAY 


KODAK    E100S 


Leave  no  voicemail  box  untouched:  telephone  sales  reps  at  a  Veritas  call  center  in  Heathrow,  Fla. 


ON  A  MUGGY  OCTOBER  MORN- 
ing,  65  sales  reps  at  a  call  center 
near  Orlando,  Fla.  gear  up  for 
their  twice-monthly  "call  blitz." 
Their  employer,  Veritas  Software 
Corp.,  with  $  1 .5  billion  in  revenue  last  year, 
sells  applications  for  managing  data  stor- 
age. The  group  of  reps — youthful,  fresh- 
faced  and  outfitted  in  black,  logoed  polo 
shirts — convenes  for  a  pep  talk  from  the 
boss.  The  rep  who  snags  the  third-most 
leads  that  day  will  win  a  DVD  player;  the 
runner-up,  a  digital  camera. 

The  grand  prize:  a  $1,000  Bose  sur- 
round-sound home  theater  system.  The 


reps  cheer  and  troop  off  to  the  phones  as 
the  boss  issues  his  rallying  cry:  "Execute! 
Execute!  Execute!" 

Minutes  later  the  room  is  abuzz, 
punctuated  by  the  bang  of  a  gong  to  sig- 
nal the  first  catch  of  the  day.  Working  a 
list  of  1,500  contacts  derived  through 
e-mail  and  the  Web,  the  team  generates 
$3.5  million  in  leads  by  day's  end.  The 
Bose  gear  goes  to  Frank  Santorelli,  45, 
who  landed  $445,000  in  potential  orders. 
He  used  to  sell  insurance  at  lohn  Han- 
cock. "I  wouldn't  wish  selling  life  insur- 
ance on  anyone,"  he  says  triumphandy. 

Things  have  gotten  a  bit  desperate  in 


the  once-turbocharged  software  industry. 
Worldwide  sales  will  likely  drop  6%  this 
year,  to  $75  billion,  according  to  Meta 
Group.  Veritas  faces  a  1%  revenue  drop 
this  year.  When  tech  roared,  veteran  Veri- 
tas reps  closed  million-dollar  deals  over  a 
ritzy  round  of  golf  Now  platoons  of  talk- 
ers eke  out  sales  from  a  classy  boiler  room 
in  Florida.  Deal  sizes  average  just  $22,000. 

"With  this  economy,  you  have  to  turn 
over  every  stone  and  look  in  every  crack 
to  find  more  money,"  says  Jeremy  Bur- 
ton, Veritas'  chief  marketing  officer,  whc 
masterminded  the  call  blitz. 

Oracle,  BEA  Systems,  Adobe  and  IBM 


226      FORBES-   November  25,  2002 


No  one  brings  more  passion  and  know-how  to  his  business  than  Eddie  Smith.  That's  what  we  look 
for  in  all  UPS  suppliers,  so  we  didn't  hesitate  to  give  Eddie  a  shot  at  making  boxes  for  our  company. 
Eddie  turned  that  opportunity  into  a  major  business  partnership.  Today,  he  also  works  closely  with 
UPS  on  design  and  forecasting.  E.  Smith  Box  Company  may  be  smaller  than  UPS,  but  both  firms 
share  the  same  values.  We  believe  hard  work  pays  off.  And  we're  sticklers  for  detail.  When 
two  companies  have  that  much  in  common,  chances  are  they'll  be  partners  for  a  long  time. 


WHAT  CAN  BROWN  DO  FOR  YOU? 


AS    BUSINESS    PARTNERS,    EDDIE    SMITH    AND 

UPS    HAVE    A    LOT    IN    COMMON.    DEVOTION 

TO   WORK.   COMMITMENT  TO   QUALITY.   A   DEEP 

LOVE   OF   CARDBOARD. 
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To  become  a  UPS  supplier, 
apply  online  at  community.ups.com. 
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have  aU  been  upgrading  their  call  centers 
from  handling  basic  inbound  service 
queries  to  waging  highly  charged  sales 
efforts.  In  February  BEA  revved  up  its  call 
centers  into  a  major  revenue  generator.  In 
late  2000  IBM  linked  its  online  store  to  its 
call  centers,  using  the  Web  site  to  create 
leads.  Oracle,  which  began  cold-calling 
more  than  a  decade  ago  with  a  30-person 
team,  now  devotes  almost  half  of  its 
2,300-strong  North  American  sales  force 
to  telephone  pitches.  It  hosts  monthly 
global  blitzes  that  reach  up  to  40,000 
prospects  and  runs  weekly  product-spe- 
cific pushes  known  as  Shark  Weeks. 

"We  continue  to  invest  in  tele-sales 
and  reduce  the  number  of  field  salespeo- 
ple we  have,"  says  Oracle  Chief  Market- 
ing Officer  Mark  Jarvis. 

Economics  strongly  favors  the  shift  to 
cold-calling.  Field  sales  reps  can  rack  up 
$1,000  to  $2,000  a  week  in  travel  while 
visiting  a  mere  ten  clients.  Bonuses  and 
hefty  commissions  can  amount  to  5%  to 
7%  of  an  order's  value.  Tele-reps  make 
$35,000  a  year  and  place  250  calls  a  week, 
without  leaving  their  chairs. 

That  is,  if  they  can  get  clients  to  stay 
on  the  phone.  Telemarketers  typically 
need  to  reel  in  a  customer  within  the  first 
20  seconds,  or  the  call  is  lost.  Making  it  aU 
the  more  difficult,  corporate  tech  staffs' 
phones  ring  incessantly  ft^om  an  onrush 
of  telemarketers. 

Despite  the  pestering,  Steven  Finigian, 
a  tech  manager  at  environmental  consul- 
tancy Condor  Earth  Technologies,  prefers 
the  tele-sales  approach.  It  is  easier  to  hang 
up  on  someone  than  to  turn  him  away  at 
the  door,  he  says.  A  brief  phone  caU  wastes 
less  time  than  45  minutes  in  person. 

The  phone  force  has  quotas  to  meet 
just  as  sales  reps  in  the  field  do.  At  Veritas, 
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the  tele-pitchmen  must 
log  15  hours  of  calls 
and  reach  at  least  250 
leads  every  week,  and 
each  call  must  last  more 
than  20  seconds  to  be 
counted.  That  frees  Ver- 
itas' field  reps  to  clinch 
the  deals  the  callers  ini- 
tiate and  to  go  after  big- 
ger, more  elusive  fish. 

Veritas'  phone  foray 
went  into  full  swing 
after  Burton,  who  had 
been  at  Oracle,  joined 
the  company  in  May. 
He  was  recruited  by 
Veritas  Chief  Executive  Gary  Bloom, 
another  Oracle  alum.  Burton  brought 
along  many  of  his  old  tricks.  Soon  after 
he  joined,  he  set  up  Veritas'  first  call  blitz, 
generating  $11  million  in  leads.  Four 
more  blitzes  since  July  have  added 
another  $14  million  to  the  company's 
pipeline,  as  well  as  1,000  hot  leads  for  the 
field  salesmen.  So  far  roughly  40%  of  that 
$25  million  may  have  accrued  as  revenue. 

For  the  quarter  ended  Sept.  30,  Veri- 
tas' sales  hit  $366  million,  up  8%  from  a 
year  earlier.  Of  that  $14  million  increase, 
60%  of  it  may  have  come  from  the  Florida 
phone  team,  even  as  the  number  of 
$1  million-plus  deals  fell  by  50%  from  the 
prior  quarter.  "We  went  from  18  big  deals 
to  9.  But  at  the  same  time,  we  exceeded 
revenue  expectations,"  Bloom  says. 

BEA  Systems'  call  centers  are  expected 
to  generate  $32  million  in  sales  for  the  fis- 
cal year  ending  Jan.  31.  That  will  help  BEA 
hold  its  expected  sales  decline  this  year  to 
6%  instead  of  10%,  letting  revenue  come 
m  at  $914  million,  according  to  consensus 
Wall  Street  estimates. 


"With  this 
economy,  you 
have  to  turn 
over  every 
stone  and 
look  in  every 
crack  to  find 
moremoney." 


£,%!  Number  of  seconds  a  Veritas  tele-sales  rep  needs  to 
stay  on  phone  for  call  to  count  toward  sales  quota. 


Number  of  calls  per  week  to  make  quota. 


250 

19  Number  of  hours  talking  on  the  phone 
per  week  to  make  Veritas'  quota. 

V  V  W|UUII  Typical  salary  for  tele-sales  work. 


Sources;  Veritas:  Meta  Group. 


Still,  some  firms 
have  dropped  the 
phone  approach.  Busi- 
ness Objects,  whose 
software  tracks  business 
performance,  shut  its 
tele-sales  operations  in 
2000  after  eight  years. 
The  company  switched 
its  product  lineup  to 
broader  software  appli- 
cations, and  the  reps 
were  ill-equipped  to  ex- 
plain all  the  intricacies 
over  the  phone.  Cus- 
tomers preferred  face 
time  with  a  field  sales 
rep  before  spending  hundreds  of  thou- 
sands of  dollars  on  software.  "If  you're 
into  the  stack-'em-high,  sell-'em-cheap- 
type  business  model  and  the  customer 
doesn't  necessarily  need  a  lot  of  con- 
vincing about  what  it  is  they're  buying, 
then  using  tele-sales  is  fine,"  says 
Jonathan  Temple,  Business  Objects'  gen- 
eral manager  for  sales  in  the  Americas. 

Making  tele-sales  work  requires  train- 
ing folks  with  Htde  knowledge  about  soft- 
ware to  speak  the  language  of  corporate 
tech  managers.  "Having  a  marginally 
trained  person  call  up  is  not  going  to  go 
down  well  with  clients  used  to  direct 
sales,"  says  Mukul  Krishna,  an  analyst  at 
Frost  &  Sullivan. 

Veritas  puts  its  call  center  employees 
through  five  mandatory  90-minute  train- 
ing sessions  a  month,  going  over  selling 
points  on  technical  features,  competitive 
products  and  hardware  requirements. 
Burton  got  the  marketing  and  sales 
departments  at  Veritas  to  create  Web 
pages  that  oudine  a  product's  best  points. 
A  tele-salesperson  and  the  customer  can 
browse  through  the  pages  together  over 
the  Internet.  When  the  technicalities  get 
too  sticky  for  the  caller  to  handle,  the  next 
step  is  a  three-way  conference  call  with 
support  staff.  I 

Once  businesses  start  buying  software! 
again,  the  hundreds  of  leads  turned  up  by 
Veritas'  gung-ho  bunch  in  Heathrow 
could  yield  a  new  boom.  "These  sale 
guys  who  closed  a  $5,000  deal  now,"  sa 
a  hopeful  leremy  Burton,  "could  be  cloi 
ing  $50,000  deals  later  on." 
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Smart  Cart 


YOUR  OWN  ROBOT:  $599.99.  THAT'S  THE  EXCITING 
come-on  for  the  ERl  Personal  Robot  from  Evolution 
Robotics,  yet  another  company  in  Internet  hype- 
master  Bill  Gross'  erratic  Idealab  portfolio.  It's 
enough  to  give  you  visions  of  an  armored  servant 
offering  the  guests  canapes  and  champagne  and  vacuuming  up 
afterwards. 

The  thrill  may  ebb  a  bit  when  you  discover  that  what  you  get 
for  your  $600  is  a  box  of  aluminum  and  plastic  parts  and  tiny 
screws  that  take  about  two  hours  to  assemble — a  step  you  can 
skip  by  paying  $100  more.  And  even  R2D2  might  scorn  the  result: 
a  low-slung  battery-operated  cart  with  two  belt-driven  front 
wheels  and  a  freewheeling  caster  in  back,  plus  a  camera  and  a 
couple  of  USB  connectors  that  hook  up  to  the  robot's  sophisti- 
cated brain.  You  have  to  supply  that:  a  standard  Windows  laptop 
computer,  preferably  one  with  a  WiFi  connection,  that  runs  the 
ERl's  software.  What  you  end  up  with  looks  more  like  a  laptop 
on  wheels  than  any  robot 
you've  ever  imagined. 

But  the  combination  can 
do  more  than  you  might 
expect.  It  recognizes  words, 
sound  levels,  objects  and  even 
phrases  in  e-mails.  It  can 
move  forward,  backward,  left 
or  right  and  drive  toward 
objects  it  recognizes.  Using 
the  laptop  speakers,  it  can  talk 
and  play  sounds.  Its  camera 
can  record  photos  and  videos 
and  e-mail  them  for  you.  A 
grab-a-beer  gripper  arm  bal- 
lyhooed  at  trade  shows  earlier 
this  year  is  still  not  ready, 
though  the  company  will  let 
you  order  it  for  an  extra  $200. 
The  software  lets  you  con- 
trol the  robot  with  simple  "if- 
then"  programming  whose 
results  can  be  fun.  For  exam- 
ple, you  can  tell  the  system 
that  if  it  hears  a  loud  sound,  it 
should  play  audio  of  a  bark- 
ing dog,  spin  around  slowly  • 
and  send  a  video  of  what  it 
sees  to  your  e-mail  address.  If 
you're  lucky,  you'll  be  able  to 
figure  out  who  stole  your  lap- 
top and  robot. 
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If  the  laptop  lacks  a  wireL 
network,  forget  about  using  the 
robot's  personal  e-maO  address 
and  plan  on  spending  time  prone 
on  the  floor,  awkwardly  typing 
your  commands  on  a  nearly  ver- 
tical keyboard — or  somehow 
rigging  the  cables  so  that  you  can^ 
bring  laptop  to  lap.  WiFi  lets  you  j 
use  a  second  computer  to  con-i 
trol  the  ERl  remotely,  which  is|j : 
easier  on  the  back.  ' 

In  theory,  you  can  control  the  ERl  from  your  office,  but  that 
may  involve  tricky  settings  to  get  around  the  firewalls  at  either, 
end  of  the  line — and  clearly  violates  the  documentation's 
urgent  warnings  that  "The  robot  should  never  be  left  to  operate 
unattended  or  unsupervised"  and  "you  are  assuming  all  risks' 

for  any  damage  to  your  laptop 


Even  R2D2  might 

scorn  a  robot  that 

looks  like  a  laptop 

on  wheels.  But 

when  it  works,  the 

combination  can 

do  a  lot  more 

than  you  might 

expect. 


Evolution  Robotics'  ERl:  It 
won't  replace  the  servants. 


computer."  Point  well  taken: 
Even  when  I  was  right  there  in 
the  room,  I  nearly  crashed  the 
laptop's  screen  into  an  over- 
hanging tabletop.  ERl's  imper- 
fect collision  detection  needs 
an  extra  camera  and  USB  port," 
neither  of  which  comes  with 
the  package. 

Schools  would  have  great 
fun  with  this  product  if  its  fit 
and  finish  were  improved.  The 
camera  was  tilted  off-kilter 
with  no  way  to  adjust  it,  the 
software  required  an  upgrade 
not  obvious  on  the  company's 
Web  site  and,  after  fixing  a 
show-stopping  bug  that  the 
chief  support  technician  was 
finally  able  to  diagnose,  the 
program  still  crashed  repeat- 
edly. Though  object-recogni- 
tion occasionally  worked 
well — the  unit  could  follow^'' 
the  box  it  came  in  like  a  need) 
puppy — it  was  maddeningl) 
inconsistent.  Thanks  in  part  to 
heavy  demands  from  the 
robot,  the  laptop's  batteries 
drained  in  an  hour  or  so,  lon§ 
before  the  ERl's  did. 
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ental  plan. 


Direct  Reimbufsement  (OR^)  lets  you 
design  a  self-funded  dental  plan  tfiat's 
figfit  for  your  entpjoyees  and  your 
company  You  ^et|anineHihe  employee 
contributions.  An^ou  only  pay  for 
what  your  employees  use.  Calf  rtow  (or 
more  information,  or  visit  our  w^jte 
for  a  OR  cost  estimate.  60  ahead,  chr 
us  out.  You'll  like  what  you  see. 

1-tM-232-769S  ext.  137 
www.a4a.«r§/DR/137 
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Worst  omission:  a  quick  way  of  get- 
ting the  unit  to  stop  fast.  For  now,  you 
ha\'e  to  get  to  the  laptop  or  remote  com- 
puter and  click  an  onscreen  stop  but- 
ton— an  iSy  proposition  when  the  unit  is 
roUing  swiftly  toward  a  staircase. 


HP  Media  Center  PC:  TV 
and  computer  meet  again 


PC  TV:  Encore  Debut 


HP's  new  Media  Center  PCs  are 
hardly  the  first  computers  to 
come  with  TV  tuners  and  TV- 
style  remote  controls,  but  they  are  the 
first  to  use  Microsoft's  new  Windows 
XP  Media  Center  Edition— a  bunch  of 
remote  control  and  TiVo-like  TV  fea- 
tures bolted  onto  the  bad  old  operat- 
ing system  and  apparently  intended 
for  dorm  rooms  with  space  con- 
straints. But  the  cutting-edge  hard- 
ware is  marred  by  glitches  inherent  in 
the  phrase  'Microsoft  version  i.O.' 

For  $1,999.  sans  monitor  you  get 
just  about  everything  you  can  think  of 
in  a  fast  Windows  computer  including 
slots  for  just  about  any  removable 
memory  device  you'll  find  in  a  digital 
camera  or  music  player  plus  a  5.1  sur- 
round-sound card  that  connects  to  a 
set  of  six  speakers  (and  their  in- 
evitable nest  of  wires).  Cheaper  mod- 
els cut  speed,  capacity  and  features; 
none  includes  a  digital  connector  for 
monitors  or  a  tuner  for  one  of  the  most 
popular  formats  of  all:  radio. 

The  Media  Center  program  and  re- 
mote let  you  play  DVDs,  music,  slide 
shows  and  TV  from  across  the  room. 


Yet  despite  all  the  catches,  there's  some- 
thing fascinating  about  watching 
mechanical  device  chase  a  S20  bill  with  the 
single-mindedness  of  a  rapacious  stock- 
broker. Just  where  is  the  boundar)'  between" 
humans  and  machines,  an\'wav? 


But  the  remote  has 
trouble  working  with 
some  DVD  menus,  and 
using  it  for  slide 
shows  and  music  lim- 
its you  to  material 
you've  already 
arranged  on  the  hard 
drive.  Worse,  it  can't 
serve  as  a  mouse,  so 
you  cant  Web  surf 
from  your  La-Z-Boy. 
The  system  can't 
automatically  adjust 
the  monitor  for  opti- 
mal results,  and  it  won't  warn  you  if 
you  try  to  turn  off  the  machine  when 
you  have  a  TV  recording  planned.  On 
awakening  from  standby  mode  to 
record  a  show,  the  unit  produces  a 
loud  thump  from  the  speakers— an  un- 
welcome potential  intrusion  upon  col- 
legiate slumbers. 

Just  changing  the  TV  display  from 
full-screen  to  a  smaller  window  occa- 
sionally wipes  out  the  picture  or  sound 
entirety.  The  recorder  can  produce  de- 
cent video  at  its  best  setting,  but  rt 
looks  awful  on  computer  screens,  par- 
ticularly flat-panel  models,  thanks  to 
problems  with  rescaling  the  picture  to 
PC  specifications. 

Someday  you  may  be  able  to  bum 
DVD's  from  TV  shows  you've  recorded 
with  Media  Center  and  play  them  back 
elsewhere.  But  PCs  will  need  Micro- 
soft s  forthcoming  Windows  Media 
Player  9  Series,  and  the  DVD  burner 
will  need  new  software  that  can  con- 
vert the  PC  files  into  formats  that  DVD 
players  can  read— assuming  copy- 
protection issues  don't  get  in  the  way. 

All  of  which  means  customers 
should  hold  out  for  the  next  version.  F  I 


Prirh>f^    StepteaMaaes(5teve@cranky.ciMi)«ascohostof  O^ptafOkMandhasbeen 
^^^^— -com    technology  far  nearly  Nw  decades  Visit  his  ho«e  page  at '~' '— 
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Apparently,  Jason  was 
quite  proud  of  his  decision. 
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a  Direct  Reimbursement  (DR")  dental  plan,  you  decide  how  much  your  company  contributes.  You 
ie  how  much  your  employees  contribute.  And  since  there  are  no  monthly  premiums,  you  pay  only 
n  your  employees  actually  visit  the  dentist.  It's  the  self-funded  dental  plan  for  smart  companies. 
'  all,  who  wouldn't  be  taken  with  such  an  affordable  dental  plan?  Call  now  for  more  information,^ 
sit  our  website  for  a  DR  cost  estimate.  1-800-232-7698  ext.137  |  www.ada.org/DR/137 
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How  to  Crash  Well 

A  new  Mercedes  is  engineered  to  minimize  injuries  by  preparing  the  car  for  impact. 


BY  JONATHAN  FAHEY 


'^  ar  crash  survivors  often  talk  about  stopped  time,  as  if  the  disaster  happened  in  slow 
motion.  That's  a  trick  of  the  mind,  but  a  surprisingly  long  amount  of  time  does  elapse 
between  loss  of  control  and  impact.  Engineers  at  Mercedes-Benz  clocked  that  in- 
terval at  half  a  second  to  five  seconds  in  most  crashes.  Now  comes  a  car,  the  new 
$73,000  S-Class  sedan,  that  uses  that  moment  to  prepare  for  a  safer  smash.  "Every-  J 

thing  over  a  few  hundred  milliseconds  is  a  really,  really  long  time  for  us,"  says  -^ ^ 

Roland  Bachmann,  senior  safety  engineer  for  Mercedes  large  cars.  Sensors  A 

measure  yaw  (the  nose  swerving  from  side  to  side),  understeer  or  oversteer  JH 

(the  car  not  going  where  the  front  tires  are  pointing)  and  braking  pres-  r-#    j 

sure  to  gauge  whether  the  car  is  out  of  control,  and  signal  the  car  to  make  /     m^ 

the  proper  adjustments.  Further  out:  radar  that  sees  a  looming  pole  or  /   jM    /' 

guardrail  and  raises  or  lowers  the  entire  chassis  to  take  the  blow  better.  j^     '  1^   \ 


Wi 


BELTED  IN 
Electric  motors 
tighten  tlie  seat  belts 
to  remove  slack  in 
advance  of  a  crash. 


.!**!'■ 


'A 


SEATING  CHANGE 
Front  and  back  passenger  seats  are  adjust^  T 
to  prepare  folPthe  blow.  The  front  seat  is  moved      ■ 
upright,  and  cujihions  in  the  rear  seat  are  moved  up 
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BATTEN  THE  HATCH 

If  sensors  conclude  a  rollover  is 
possible,  the  sunroof  is  closed  to  keep 
passengers  in  the  car,  and  objects  out. 
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^ART  II  IN  A  SERIES:  FOCUS  ON  ALTERNATIVE  ENERGY 


/lichigan's  NextEnergy  Initiative 
3  PoNA/er  Charged 


V\ckery  Eckhoff 

J^M  hen  Michigan  Governor  John 

tm^m  Engler  unveiled  the  state's  inno- 

ive  NextEnergy  initiative  this  past  Apnl, 

had  one  goal  in  mind:  to  make  Michi- 

n  a  world  leader  in  alternative  energy 

:hnologies.  "Michigan  will  build  it,"  he 

/s,  "and  they  will  come. 

'This  plan  represents  a  turning  point 

istory  because  it  will  help  reduce  Amer- 

's  dependence  on  foreign  oil,  improve 

environment  and  strengthen  the  econ- 

iy, "  Engler  says.  "The  heart  of  Next- 

ergy  is  transforming  our  cluster  of  auto 

lovation  into  a  cluster  of  energy  innova- 

n.  NextEnergy  will  power  Michigan's 

ure." 

art  of  that  discussion  centers  on  the 
ernal  combustion  engine  and  the 
0,000  jobs  it  generates  in  Michigan.  As 
tomakers  tell  it,  the  future  is  fuel-cell 
:hnology  —  an  estimated  $95  billion 
rket  and  one  in  which  $4.5  billion  in 
D  has  already  been  committed. 
Although  key  to  NextEnergy,  fuel-cell- 
^A/ered  cars  are  not  the  only  focus.  Next- 
ergy  is  actively  supporting  development 
fuel  cells  for  a  range  of  mobile  and  sta- 
nary  applications,  in  addition  to  solar, 
nd,  hydro  and  other  renewables. 
vIextEnergy's  goal  is  to  nurture  innova- 
1,  strengthen  collaboration  and  focus  on 
g-term  growth  and  job  creation.  Experts 
w  sharing  knowledge  to  be  as  impor- 
it  to  growth  as  competition.  Says  Reg 
)dlin,  director  of  Environmental  Energy 
inning    for    DaimlerChrysler    and    a 


member  of  NextEnergy's  advisory  com- 
mittee, "We  have  to  experiment  with  the 
marketplace  and  new  products  that  are 
untried,  and  it  has  to  be  done  right  the  first 
time.  So  we're  all  willing  to  work  together." 

Michigan's  innovative  alternative  energy 
program  includes  business  incentives, 
new  academic  curricula,  a  NextEnergy 
Advisory  Council  of  industry  leaders  from 
around  the  globe,  Demonstration  Micro- 
grids  and  an  international  NextEnergy  con- 
ference. The  nucleus  of  the  initiative,  how- 
ever, is  the  proposed  NextEnergyZone  and 
NextEnergy  Center. 

Located  within  a  SmartZone''"  in  Wayne 
State  University's  Research  and  Technolo- 
gy Park,  the  NextEnergy  Center  will  serve 
as  a  comprehensive  clearinghouse  and 
information  resource  on  alternative  energy 
technologies.  "The  Center  will  foster  col- 
laborative industry  research  and  incubate 
alternative  energy  technology  companies," 
says  Doug  Rothwell,  MEDC  president  and 
CEO,  one  of  NextEnergy's  main  architects. 
"Groundbreaking  is  planned  for  the  end  of 
this  year." 

Companies  and  start-ups  located  in  the 
zone  or  across  the  entire  state  that  are 
involved  in  the  research,  design  or  manu- 
facturing of  alternative  energy  technolo- 
gies will  benefit  from  substantial  tax  and 
regulator/  incentives  provided  by  the  state. 
Already,  a  number  of  companies  contact- 
ed by  the  Michigan  Economic  Develop- 
ment Corporation  (MEDC)  have  expressed 
interest  in  establishing  facilities  there  once 


Top:  DaimlerChrysler's  fuel-cell-powered 

NECAR  prototype  vehicle.  Bottom:  Wind  power 

is  just  one  developing  area  for  NextEnergy. 

the  center's  up  and  running  next  fall,  given 
its  proximity  to  the  tremendous  concen- 
tration of  automotive  companies  and  the 
large  supply  of  technology  workers. 

Michigan  is  reaching  beyond  its  borders 
in  seeking  participation  and  getting  support. 
"NextEnergy  underscores  the  need  for 
state-level  initiatives  to  support  the  devel- 
opment of  this  very  critical  form  of  tech- 
nology," says  Roger  Saillant,  CEO  of  Plug 
Power  in  Latham,  N.Y.,  one  of  the  nation's 
top  fuel-cell  suppliers  and  manufacturers. 

Global  interest  is  also  high.  The  MEDC 
has  been  to  England,  Scotland,  Ireland, 
Germany  and  Canada,  all  of  which  are 
investing  heavily  in  alternative  energy 
development.  "We  see  collaborations  with 
key  regions  around  the  globe  in  areas  of 
common  interest,  such  as  curriculum 
development  vital  in  the  acceleration  of 
this  industry,"  says  Rothwell.  "This  is 
clearly  not  just  about  Michigan.  We  hope 
to  benefit  the  entire  world. "  ■ 


NEXT 


For  more  information  on 

NextEnergy,  visit  www.NextEnergy.org 

or  call  1-800-946-6829. 


Everything  you  expect  from  Forbei 


only  on  FOX. 

Saturdays  Ham  et 

Sundays  (Check  your  local  list 


Forbes  on  F0>  cuts  to  the  heart  of 
today's  business  issues  with  editorial 
analysis  and  insights  you  can't  get 
anywhere  else.  With  Forbes  on  FOX, 
you  get  the  kind  of  intelligence  you 
need  to  make  the  business  decisions 
that  work  for  you. 


We  report.  You  decide. 


The  Network  America  Trusts 
for  Fair  and  Balanced  News 

©2002  FOX  News  Network,  LLC.  AU  rights  reserved. 


MidCap  SPDR:  the  complete  S&P  MidCap  400  in  one  share. 

Find  out  more:  visit  wzvw.amex.com/MDY  or  call  \-Soo-THE  AMEX^. 


{ 


*The  itsy-bitsy  spider  crawled  up  the  S&P  MidCap  400  and 
a  completely  different  kind  of  opportunity  was  born. 


Once  upon  a  time  not 
so  long  ago,  we  happened 
upon  a  smart  way  to  put 
all  the  stocks  of  the  S&P 
MidCap  400  in  your 
portfolio  in  one  single 
transaction.  It's  the  MidCap 
Spider  (MDY),  an  exchange 
traded  fund  that  ^ves  you 
instant  diversity  wilh  all  the 
opportunities  of  the  S&P 
MidCap  400.    Here's  the 
other  smart  part:  each 
share  represents  the  whole 
basket  of  SS.P  MidCap  400 
stocks,  just  like  a  tradilional 
index  fund.  But  you 
buy  and  sell  MidCap 
Spiders  like  a  stock. 
In  fact,  you  can  trade 
them  all  day  long.  So, 
il's  the  best  of  both 
worlds — made  even 

better  by  low 
management  fees! 
MidCap  Spiders  are 
one  of  more  than  lOO 
exchange  traded  funds  listed 
on  the  American  Stock 
Exchange.  Ask  your  advisor 
about  MidCap  Spiders.  It's  I 
an  investing  idea  that's  any- 
thing but  ilsy-bitsy. 


n/lidCap 

AMERICAN 

STOCK  EXCHANGE 


*Usual  brokeiiige   commissu-  For   more   complete    MidCap   SPDR   information  and   a   prospfclus.    including  potential   risks, 

call  1-800-  I  ME  AMEX  or  visii  .     x.com/MDY.  Read  prospectus  carefully  before  investing. 

A1.PS  Distributors,  Inc..  a  regist   <    d  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust.  liO 

MidClap  SPDRs  are  subject  (o  risks      ruilar  to  those  of  .stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility,  so  that  an 
investor's  sliares.  when  redeemed  or     .  d,  may  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no  guarantee  of  future  results. 

S&P  MidCap  400  and  MidCap  SIM.  '  .  <  trademarks  of  Ihc  McCraw  Hill  C'ompanies.  Inc..  and  have  been  licensed  for  use  by  PDR_Sei-viccs  LLC   ,,. 
and  American  Stock  Exchange  1.1  r    \'  ,,!Cap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  hy  Standard  &  Poor's  and  Standard  &  Pooi 
makes  no  rcprcseniation  rci;.iiilin  >    i       nKi^abililv  ciP  invo^iino  in  Xfii^Ciip  SPDRs.  1^2002  American  stock  exchange  llc 

I 

i 


Unplugged 

Invance  created  an  in-store  ad  system  that  actually  got  shoppers  to  buy 
lore  Altoids,  Coke  and  other  stuff.  Too  bad  its  business  plan  was  a  mess. 


i  EMILY  LAMBERT 
^D  JOHN  TURRETTINI 

N  THE  SLOW-GROWTH  WORLD  OF 

Twinkles,  Cheese  Nips  and  Diet  Coke, 

an  amazing  thing  happened  in  34  con- 

\  enience  stores  in  Denver  in  the  first 

eight  months  of  the  year.  Sales  of 

toids  mints  at  the  stores  jumped  4.9%  a 

onth,  on  average.  PowerBars,  too,  were 

ddenly  in  big  demand,  with  sales  levitat- 

g  6.2%.  And  Kit  Kat  candy  bars  practi- 


cally swaggered  to  store  registers,  posting  a 
7.7%  sales  increase. 

"Products  were  flying  out  of  here," 
says  Ronald  BeU,  a  Conoco      jy  commercials  go  retail: 
manager,  marveling  that       Alan  Slothower  with  the 
some  items  were  difficult  to     in-store  system  that  blared 
keep  in  stock.  The  cause:     ads-and  moved  products. 
three  new  TV  sets  installed  at  the  beginning 
of  the  year  near  store  shelves,  over  refriger- 
ated cases  and  by  the  cashier.  The  TV  sys- 
tem, controlled  by  a  fledgling  company 


called  Onvance,  aired  round-the-clock 
slick  segments  on  local  sports  and  weather, 
interspersed  with  copious  bursts  of  10-to- 
30-second  commercials  for 
products  in  the  stores.  Most 
shoppers  were  in  stores  long 
enough  to  see  six  ads. 
It's    easy    to    see    why    Nabisco, 
M&M/Mars,  Frito-Lay,  Coca-Cola  and 
other  marketers  were  sold.  Most  advertis- 
ing runs  in  the  wrong  place — consumers 
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see  it  at  home,  rather  than  in  the  store. 
Onvance  aired  ads  at  the  point  of  sale  just 
as  customers  were  already  buying  some- 
thing. Better  yet,  the  venue  let  marketers 
aim  the  ads  at  young  men,  a  group  that  is 
maddeningly  difficult  to  reach. 

Another  bonus:  Unlike  TV  ads,  which 
are  easily  skipped,  the  Onvance  TVs 
couldn't  be  turned  down — or  turned  off. 
The  TV  sets,  placed  in  some  440  stores, 
were  controlled  by  an  elaborate  high- 
speed satellite  system  provided  by  Hughes 
Network  Systems.  The  sateUites  checked 
the  sets  at  least  once  an  hour  to  make  sure 
they  were  stiU  on. 

Onvance  was  the  dream  of  Alan 
Slothower,  36,  a  former  auditor  with 
Crown  Central  Petroleum,  who  was  short 
on  marketing  experience  and  long  on 
enthusiasm.  When  Crown's  parent,  Rose- 
more,  and  five  other  oil  companies 
formed  the  venture  in  April  2001,  he 
jumped  at  the  chance  to  run  it.  The  first 
customers  would  come  from  the  com- 
bined total  of  7,600  stores  managed  by  his 
backers,  which  included  Irving  Oil,  Sim- 
cor  Energy,  Warren  Equities,  Tesoro 
Petroleum  and  Conoco  (now  Conoco- 
Phillips).  The  companies — each  with  a 
12.5%  stake  in  Atlanta-based  Onvance — 
hoped  to  boost  sales  in  the  convenience 
stores  alongside  their  gas  pumps.  They 
also  wanted  to  woo  more  franchisees. 

"We  thought  that  might  make  our 
brand  more  attractive,"  says  Carlton 
Adams,  a  spokesman  for  ConocoPhillips. 

Slothower  had  even  bigger  ambitions. 
He  aimed  to  sign  up  2,300  stores  by  year- 
end  and  to  add  4,700  more  in  2003,  and 
he  wanted  to  expand  beyond  just  captive 
stores  to  enlist  independent  chains,  as 
well.  He  also  pitched  other  revenue- 
building  ideas  to  stores,  including  pack- 
age-shipping kiosks.  Though  Onvance's 
revenue  was  but  a  trickle,  he  projected 
annual  sales  of  $43  million  by  thj  end  of 
next  year,  60%  from  sales  of  commercial 
time  and  the  remainder  from  monthly 
fees  paid  by  the  stores.  By  his  estimate 
Onvance  would  be  prcfuabte  in  2004. 
"This  business  was  gO"<;  to  make  it," 
Slothower  says. 

"It  was  a  terrific  idet,  a  real  no- 
braincr,"  says  Steven  J.  Farell;'..  chief  exec- 
utive of  TargelCast  TCM,  viiicl-i  sold  ads 


for  Onvance.  But  the  startup  had  a  rela- 
tively small  budget:  $16  million,  to  be 
doled  out  in  increments  only  when  On- 
vance achieved  quotas  for  signing  up  a 
certain  number  of  stores  and  advertisers. 
And  Onvance  was  trying  to  succeed  in  a 
field  littered  with  failures.  Ted  Turner's 
in-supermarket  channel  installed  check- 
out-aisle TVs  that  advertised  grocery 
items — never  mind  that  few  shoppers 
were  willing  to  step  out  of  line  and  head 
back  to  the  aisles.  The  big  7-Eleven  chain 
has  a  system  of  screens,  but  it's  a  silent 
network  that  also  hawks  items  that  are 
unavailable  in  its  stores. 

Undaunted,  Onvance  started  solicit- 
ing sponsors  and  convenience  stores  in 
April  2001.  The  first  big  bang:  a  five- 
month,  25-store  test  in  Raleigh,  N.C.  last 
fall.  Four  marketers  signed  on,  including 
Frito-Lay  and  Coca-Cola  Consolidated, 


tantalizing  promise  that  extra  profits 
would  offset  the  outlay.  The  industry's 
sales  are  expected  to  grow  by  just  1%  this 
year,  and  margins  are  sinking.  The  typical 
convenience  store  has  annual  in-store 
sales  of  $917,000,  letting  it  eke  out  just 
$28,300  in  pretax  profit  last  year,  down 
31%  in  a  decade,  says  the  National  Asso- 
ciation of  Convenience  Stores.  On  that 
scale,  Onvance  was  a  pretty  big  gamble.  A 
store  had  to  pay  $4,200  upfront  to  install 
Onvance,  or  pay  for  it  in  monthly  fees 
that  averaged  $350. 

Onvance  had  high  prices  in  part 
because  it  had  high  costs.  The  company 
paid  $6.4  million — 40%  of  its  original 
budget — to  McKinsey  &  Co.  as  project 
consultant.  (To  preserve  cash,  Onvance 
paid  half  the  sum  to  McKinsey  in  the 
form  of  a  50%  equity  stake,  a  setup  that 
would  cause  a  crisis  months  later.)  From 


Snack  Central 

People  buy  a  lot  more  than  Cokes  and  smokes  at  convenience  stores. 


$283  billion 


Convenience  store  sales  in  the  U.S.  in  2001. 


/  X  SvCOIluS  Average  amount  of  time  it  takes  customers  to  select  an  item  in  a 
convenience  store. 

XXill  IHIIIIOn  Slurpees  sold  by  7-Eleven  every  month.  Favorite  flavors:  Coca-Cola  and 
Minute  Maid  Cherry.  The  greatest  number  of  Slurpees  are  sold  in  Winnipeg,  Man. 

Sources:  National  Association  of  Convenience  Stores:  7-Eleven. 


one  of  the  nation's  largest  Coke  bottlers. 
They  ponied  up  a  total  of  $68,000. 
Although  companies  could  provide  their 
own  commercials,  Onvance  also  offered 
to  create  new  ones  for  a  fee. 

In  the  test,  monthly  sales  at  the 
Raleigh  stores  rose  an  average  of  6.8%  to 
$76,900,  outpacing  the  annual  growth 
rate  in  the  industry  overall.  That  meant 
$1,400  a  month  on  average  in  additional 
profit  for  each  store.  Sales  of  Coke 
instantly  rose  11%,  impressing  Robert 
Hannah,  a  vice  president  at  Coca-Cola 
Consolidated.  But  the  price  he  paid  to  air 
the  ads  was  "horrendous — $1,000  per 
store  per  month,"  he  says.  The  incremen- 
tal sales  did  not  cover  the  cost  of  the  ads, 
and  he  bailed  out.  "I  couldn't  afford  it." 

Moreover,  some  storekeepers  appar- 
ently balked  at  the  expense  of  installing 
the  Onvance  system,  despite  Slothower's 


May  to  October  of  this  year  Onvance  i 
spent  almost  $4  million  on  content,  travel 
and  salaries  for  six  executives  and  more 
than  two  dozen  staff,  and  rent  for  the 
Onvance  office  and  two  corporate  apart- 
ments in  Atlanta.  Onvance's  revenue  this 
year:  a  paltry  $1 16,445. 

Nonetheless  Onvance  had  wired  up 
440  convenience  stores  in  25  states  by  the 
middle  of  this  year,  helped  by  the  strong 
results  in  the  Raleigh  trial.  In  May,  one  of 
its  peak  months,  Onvance  says  it  pulled  in 
$100,000  from  major  advertisers,  includ- 
ing Pfizer  and  Interstate  Batteries. 

But  the  company  was  spending  far 
more  than  it  was  taking  in.  That  owes  in 
part  to  how  Onvance's  owners  set  it  up. 
Slothower  confides:  The  benchmarks  he 
needed  to  hit  were  based  not  on  revenue 
targets  but  on  the  number  of  stores  and 
brands  he  had  landed.  No  wonder,  then, 
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that  when  stores  and  marketers  started 
gripmg  about  Onvance's  costs,  Slothower 
granted  steep  discounts  to  get  them  on 
board — and  to  keep  the  money  coming 
in  from  his  backers.  Onvance  started 
picking  up  the  cost  of  hooking  up  the  sys- 
tem, shelling  out  $2  mOlion  for  the  stores 
it  equipped.  And  for  advertisers  it  slashed 
prices  up  to  80%  in  some  cases. 

By  April  of  this  year  Onvance,  with 
skyrocketing  costs,  was  struggling,  and 
the  oil  companies  were  reluctant  to  invest 
any  more  money.  Then  came  a  terrible 
blow:  In  June  McKinsey  &  Co.  moved  to 
convert  its  equity  stake  into  cash, 
demanding  $3  million.  One  month  later 
the  oil  companies  told  Slothower  they 
wouldn't  advance  him  any  more  money. 

With  $350,000  in  the  bank  in  August, 
Slothower  cut  his  staff  by  50%  and  filed 
for  Chapter  1 1  reorganization.  But  old 
hopes  die  hard.  He  still  believed  he  could 
build  a  viable,  humming  network  of  ad- 
blaring  TVs  in  thousands  of  convenience 
stores,  if  only  he  could  have  a  bit  more 
time  and  money.  He  got  a  $900,000  loan 
from  his  backers  and  used  much  of  it  to 
search  for  additional  investors  or  a  buyer. 
Slothower  hired  investment  bank  Matrix 
Capital  Markets  Group  to  shop  Onvance. 
He  also  paid  $10,405  in  cash  for  a  pro- 
motional booth  at  a  national  conve- 
nience store  trade  show  in  October, 
thinking  he  might  attract  more  stores  or 
an  acquirer. 

He  didn't  get  the  chance  to  try.  On- 
vance's six  oil-company  owners  pulled 
the  plug  in  October,  demanding  it  repay 
the  $900,000  loan  before  it  doles  out  $1.7 
million  owed  to  creditors.  Onvance  con- 
verted its  Chapter  1 1  filing  to  a  Chapter  7 
liquidation  on  Oct.  24. 

"It's  a  huge  shame,"  says  a  defeated 
Slothower.  He  is  now  job  hunting  from 
his  Atlanta  home.  But  the  fiop  has  left 
something  behind  for  Onvance- 
equipped  stores.  The  TV  sets  still  blare 
away,  airing  programming  and  product 
pitches  until  it's  decided  how  Onvance 
will  diwy  up  some  $2.3  million  In  assets. 
The  in-store  fare  seem.s  to  have  a  pacify- 
ing effect  on  customs  .ijwded 
stores.  Instead  of  grumb'ing  while  they 
wait  in  line  at  registers,  they  now  stand 
quietly  and  watch  TV.  F 


Reality  Bites 

Rolling  Stone  adopts  a  new  attitude  to  woo 
advertisers  and  readers.  Some  aren't  sold. 


BY  ALLISON  PASS 

FOR  ALMOST  A  DECADE  ROLLING 
Stone  magazine  used  a  clever,  effec- 
tive ad  campaign  to  tell  Madison 
Avenue  that  the  way  to  reach  educated, 
well-to-do  baby  boomers  was  through 
its  pages.  The  "Perception/Reality"  pitch 
ran  imtil  1994  and  contrasted  marketers' 
perception  of  its  readers  with — you  get 
it.  One  ad  featured  a  hippie,  the  per- 
ceived reader,  juxta- 
posed with  a  yuppie. 

Now  the  venera- 
ble title,  which  cele- 
brates its  35th  anniver- 
sary this  month,  sends 
a  sneering,  irreverent 
message    in    profane 
print  ads.  "Live  fast,  die 
a  senior  citizen,"  reads 
one.  "Drugs,  debauch- 
ery,    trashed     hotels, 
women  half  your  age; 
today's  flash-in-the-pan 
rock  star  needs  a  role 
model  to  keep  the  dream 
alive!"  Another  sarcasti- 
cally bashes   the   record 
industry  for,  among  other 
things,  charging  too  much 
for  compact  discs. 

The  stark,  text-only  ads, 
created  by  ad  agency  Bartle 
Bogle  Hegarty,    appear    as 
handwritten  notes  to  rock  mu- 
sicians and  the  music  business. 
And  at  times  they  go  too  far.  One  ad 
blasts  rockers  for  grumbling  about  the 
burdens  of  success:  "Live  it  up  and  savor 
the  lifestyle — because  the  kids  will  laugh 
really  f***ing  hard  should  they  ever  run 
into  you  flipping  burgers  for  Mickey  D's." 
(The  asterisks  are  ours.) 

Whoops.  McDonald's,  miffed  at  that 
reference,  isn't  advertising  in  the  maga- 
zine for  the  balance  of  the  year.  And  the 
burger  behemoth  is  reconsidering  a 


planned  multipage  deal  for  2003.  So 
much  for  the  new  reality. 

The  snarky  trade  campaign  is  a  reac- 
tion to  dire  times.  Rolling  Stone,  a  biweekly 
owned  by  Wenner  Media,  has  been  bat-j 
tered  by  the  ad  drought  and  competition 
fi-om,  among  others,  British-style  "laddie" 
magazines,  such  as  Maxim  and  FHM,  that 
are  popular  with  guys  and  adver- 


Oops-. 


tisers.  Ad  pages  sank 
19%  last  year  and  sagged  another  6% 
through  this  September,  says  Publisher's 
Information  Bureau.  Newsstand  sales, 
meanwhile,  were  down  15%  for  the  first 
half  of  the  year.  No  wonder  there's  a  re- 
design to  woo  readers  and  a  new  manag- 
ing editor:  Ed  Needham,  formerly  of  FHM 
But  is  the  new  ad  effort  working?  Rolling 
Stone  says  it  had  1 12  ad  pages  in  the  Oct 
3 1  issue,  up  43%  from  the  same  issue  last 
year — but  then,  those  ads  were  sold  be- 
fore its  new  campaign  debuted.  F 
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Ray  can't  say  he  blames  them. 
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ACT  2,  SCENE  I 

Party  City  nearly  imploded  the  first  time  around.  Now,  at  last,  there's  something  to  celebrate. 


BY  LEIGH  GALLAGHER 

H.\LLO\\TEN  IS  ALWAYS  A  SCARY 
time  for  James  Shea.  October  is 
when  the  475-unit  Party  City 
Corp.  generates  22%  of  annual 
sales — nearly  SI 00  million 
worth  of  gory  rubber  masks,  fake  bloody 
body  parts  and  cardboard  coffins,  not  to 
mention  last-minute  orders  for  Britney 
Spears  look-alike  costumes.  And  Shea,  who 
took  over  as  chief  executive  when  the  chain 
was  reeling  in  late  1999,  knows  what  it's 
like  to  come  back  from  the  dead. 

Founded  in  1986  by  Steven  MandeU,  a 
driven,  grow-at-all-costs  builder  who  had 
been  a  relentless  party-supply  sales  rep,  the 
company  expanded  like  a  mutant  virus, 
opening  150  stores  by  1995.  Wall  Street 
loved  the  idea  of  a  category  killer — a  single 
source  for  birthday  party  plates  and  hats, 
as  well  as  Bride-of-Frankenstein  costumes. 
Going  public  in  1996,  Party  City  attracted 
franchisees,  competitors  and  investors;  its 
stock  shot  from  $10  at  the  oftering  to  $34 
by  March  1998. 

Then,  kaboom.  While  sales  kept  rising, 
headquarters  didn't  have  the  inventory- 
management  and  accounting  systems  to 
support  rapid  growth.  By  March  1 999  the 
company  stunned  investors  with  news  that 
it  couldn't  complete  its  year-i  nd  audit  for 
1 998  because  it  couldn't  calculate  u-  iinen- 
tory.  By  April  the  stcKk  had  fallen  to  S.i,  and 


by  July  it  was  deUsted  from  Nasdaq  trad- 
ing. The  founder  resigned,  and  board  mem- 
ber and  former  Pathmark  chairman  Jack 
Futterman  took  over  as  interim  chief  exec- 
utive. By  the  time  it  completed  the  18- 
month  audit  for  January  1998  through  July 
1999,  it  reported  a  S12  million  loss  on  sales 
of  $450  million. 

It  was  down  literally  to  its  last  few  dol- 
lars in  cash,  and  bankruptcy  loomed.  Even 
franchisees  bought  company-owned  stores 
to  keep  things  afloat.  A  major  share- 
holder— Sidney  Craig,  husband  of  Jenny 
Craig,  whose  sons  are  franchisees — set  up  a 
meeting  with  Michael  E.  Tennenbaum,  Los 
Angeles-based  investor  and  former  Bear 
Steams  vice  chairman  of  investment  bank- 
ing, to  rescue  Party  City.  "It  was  a  horror 
stor\' — I  should  have  brought  an  airsick  bag 
to  the  meeting,"  says  Tennenbaum.  "Here 
was  a  business  that  had  great  profit  mar- 
gins and  was  destroying  its  competition. 
And  yet  the  company  was  insolvent." 

Party  City  was  in  violation  of  its  bank 
covenants,  its  suppliers  were  demanding 
payment  in  advance  and  its  books  were  so 
messy  they  couldn't  give  Tennenbaum 
monthly  gross  margin  figures  for  indi\idual 
stores.  But  he  was  intrigued  enough  to 
order  an  analysis,  and  a  few  days  later  he 
agreed  to  organize  a  round  of  funding.  He 
lent  $  1 2  million  to  the  company  and  per- 
suaded Goldman  Sachs  and  a  unit  of  liq- 


uidator  Gordon  Brothers  to  join  him,  pro- 
viding a  total  of  S37  million  in  exchange 
for  notes  bearing  interest  at  12.5%  and 
14%,  and  warrants  to  acquire  6.9  million 
shares  at  $3  per  share  (later  repriced  to 
51.07  per  share).  All  told,  the  deal  valued 
the  company  at  SI 00  million — hiunbling 
compared  with  its  $400  million  market 
value  a  little  over  a  year  before.  Still,  enough 
cash  to  pay  oflf  creditors  and  place  eleventh- 
hour  orders  for  Halloween  1999. 

A  three-month  search  for  a  new  chief 
dug  up  Jim  Shea,  then-president  of  house- 
wares retailer  Lechters  and  former  mer- 
chandising executive  at  Dayton  Hudson, 
May  Department  Stores  and  Eddie  Bauer. 
In  contrast  to  the  voluble  Mandell,  who 
one  Hallo%veen  appeared  dressed  as  a  king 
to  promote  the  company  on  CNBC,  Shea 
was  so  low-key  as  to  seem  almost  dull. 
"He  didn't  have  the  fabulous  resume — he 
hadn't  just  saved  Barneys,"says  Tennen- 
baum. "But  he  seemed  reaUy  solid." 

Some  of  the  mess  was  cleared  by  the 
time  Shea,  now  57,  jumped  on  board  in 
December  1999.  Vendors  had  been  paid 
and  new  deals  reached;  a  new  chief  finan- 
cial officer  was  straightening  out  account- 
ing. Shea  focused  on  store  operations,  lo-  ; 
gistics  and  franchising — its  240  franchised 

Hardly  a  party  animal:  James  Shea  has 
still  brought  new  life  to  a  near-dead  chain. 
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units,  51%  of  the  total,  pay  a  4%  annual 
royalty — along  with  rebuilding  inventory 
and  point-of-sales  systems  and  rethinking 
merchandise. 

The  stores  needed  a  face-lift;  customers 
found  them  too  dark  and  difficult  to  navi- 
gate. Shea  replaced  overhead  fluorescent 
lights  with  halogen  ones  and  changed  the 
layout  from  a  supermarket-aisle  design  to  a 
more  circular  orientation,  organized  by  cat- 


"We  had  to  prove  ourselves,"  Shea  says 
simply.  In  the  summer  of  2001  Party  City 
made  it  back  onto  the  Nasdaq,  a  rare  feat 
that  Shea  marked  by  a  celebration  at  Nas- 
daq's headquarters,  with  models  dressed  in 
costumes.  Since  then  the  party  chain  has- 
posted  a  72%  jump  in  earnings  to  $  1 7  mil- 
lion, on  healthy  7%  growth  in  sales  to  $423 
million,  for  the  fiscal  year  ended  June  29. 
Company-owned  same-store  sales  climbed 


It's  Still  AN  EXERCISE  IN  GLOBAL 
DIELQA/IACY  to  bring  iiLinvestorsJl 


egories.  He  separated  adults'  and  children's 
party  goods  and  moved  seasonal  merchan- 
dise to  the  center  of  the  store  from  the  pe- 
riphery. He  added  a  luau  section  for  Hawai- 
ian-themed  parties  and  an  "inflation 
station"  for  helium  balloons.  Exploiting  the 
fastest-growing  area.  Shea  expanded  the 
space  dedicated  to  goodies  for  children's 
birthday  parties  and  won  exclusive  rights 
to  Crayola-branded  party  games  and  some 
Disney-themed  Halloween  costumes. 


5%.  At  a  recent  $10.33,  shares  are  down 
from  $17.60  in  May  but  have  crept  up 
steadily  from  $1  since  Shea's  arrival. 

Shea  has  begun  wooing  WaU  Street,  al- 
beit reluctantly.  "It's  still  an  exercise  in 
global  diplomacy  to  bring  in  investors," 
says  Gary  Giblen,  director  of  research  at 
C.L.  King  &  Associates,  one  of  three  ana- 
lysts who  cover  Party  City.  "I'm  sure  that's 
held  the  stock  back." 

Little  has  held  back  Shea's  ambition. 


He  claims  he  can  almost  triple  the  chain's 
U.S.  reach  to  1,500  stores  and  grab  an  even 
larger  share  of  the  $13  billion  market  foi 
party  supplies — a  market  Wal-Mart  and 
Target  overlook,  he  says.  About  half  of  all 
party  goods  are  sold  through  mass  mer^ 
chants,  but  because  of  low- ticket  and  high; 
handling  costs  (Party  City  carries  15,000" 
items,  with  an  average  price  of  $2),  they 
don't  pursue  the  business  all  that  avidly. 

That  leaves  room  for  consolidation. 
Party  City's  main  rivals  are  in  sorry  shape: 
NaperviUe,  lU. -based  Factory  Card  Outlet^ 
with  170  stores,  emerged  from  Chapter  11 
in  April;  140-store  Minneapolis-based 
Paper  Warehouse  was  delisted  from  Nas- 
daq in  Jime,  but  not  before  Shea  scooped 
up  13  of  its  stores  in  the  Seattle  area. 

When  Goldman  Sachs  sold  its  18% 

stake  a  few  months  ago,  the  buyer  was  one 

of  Michael  Tennenbaum's  frmds.  It  was  a 

rare  move  for  an  early  investor,  payin] 

$13.25  a  share  for  Goldman's  stake,  fi 

north  of  his  $1 -per-share  initial  investmeni 

Says  he:  "We're  either  brUliantiy  brave  or 

naively  optimistic."  F[ 
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FIELDWORK 

Everyone  knows  you  can't  make  a  buck  in  organic  farming.  Right? 


BY  ALLISON  PASS 

ANDREW  AND  MYRA  GOODMAN 
stumbled  into  organic  farming  18 
years  ago.  Both  had  moved  from 
Manhattan  to  attend  colleges  in  the  Bay 
Area  and  later  settled  and  got  married 
while  living  on  a  2.5-acre  farm  in  Carmel 
Valley,  Calif.  In  exchange  for  rent,  they 
agreed  to  fix  up  the  property.  To  earn 
money,  these  city  slickers  who  knew  noth- 
ing about  agriculture  began  growing  or- 
ganic raspberries — without  herbicides,  pes- 
ticides or  chemical  fertilizers.  "Organic  just 
seemed — and  I  don't  mean  it  to  sound 
trite — it  just  seemed  the  right  way,"  says 
Drew,  now  42.  And  a  tough  way  to  get 
$12,000  in  roadside  sales  and  the  rare 
restaurant  score — working  seven  hours  a 
day  picking  berries  and  another  four  or  five 
under  the  sizzling  sun  hawking  them. 

Eventually  the  Goodmans  got  smart. 
They  diversified  their  crops,  found  others 
to  do  the  labor,  discovered  grocery  chains, 
cut  deals  with  bigger  partners  and  rode 
the  craze  for  organic  foods,  which  is 
largely  a  triumph  of  perception  over  sci- 
entific evidence,  since  there  is  no  proof 
that  they  are  safer  or  healthier  than  con- 
ventionally   produced    edibles.    Still, 


organic  is  a  charmed  category, 
growing  five  times  faster  than 
other  foodstuffs  and  approaching 
$  1 1  billion  in  annual  sales.  Today 
the  Goodmans'  produce  is  grown 
under  the  Earthbound  Farm 
brand  name  on  11,000  certified 
organic  acres  in  California,  Arizona,  Col- 
orado, Oaxaca,  Mexico  and  New  Zealand. 
Natural  Selection  Foods,  as  their  San  luan 
Bautista,  Calif -based  company  is  called, 
hopes  to  pull  in  more  than  $200  million 
in  revenues  this  year  from  the  likes  of 
Kroger,  Wal-Mart  and  Whole  Foods. 

You'd  hardly  know  they  struggled  for 
years  as  a  tiny  operation  run  out  of  their 
kitchen.  Drew  focused  on  sales  and  receiv- 
ables, Myra  worked  on  payroll,  accounts 
payable  and  marketing.  Buying  a  32-acre 
farm  in  Watsonville  and  building  a  9,000- 
square-foot  packaging  plant  in  1989  rep- 
resented a  major  leap  forward.  So  did 
hooking  Costco  as  a  customer  at  a  1992 
trade  show  (the  giant  retailer  still  gobbles 
up  10%  of  their  annual  produce).  But  the 
Goodmans'  biggest  break  came  in  teaming 
up  with  Salinas,  Calif.-based  Mission 
Ranches,  which  has  converted  6,000  acres 
to  organic  farming  in  exchange  for  a  50% 


Smiling  much, 
saying  little: 
Myra  and 
Andrew 
Goodman 
may  have 
solved  a  key 
organic  riddle. 


i 


cut  of  sales  and  Earthbound's  mar- 
keting and  processing  services.  Then 
Tanimura  &  Antle,  also  of  Salinas, 
acquired  a  one-third  stake  in  Nat 
ural  Selection  for  more  than  $2  mil- 
lion, helping  Earthbound  gain  ac- 
cess to  what  would  become  15,01 
acres,  75%  of  which  is  now  devoi 
to  organic  produce.  Scale  and  o 
ership  make  all  the  difference  in 
business,  particularly  since  rents  for" 
organic  land  are  30%  higher  than 
for  regular  farmland. 

But  have  the  Goodmans  cracked 
the  essential  riddle  of  organic  farm- 
ing— actually  making  a  profit?  Com- 
pared with  conventional  agriculture, 
organic  farming  is  up  to  40%  more 
expensive,  thanks  to  the  added  cost 
of  compost,  the  extra  weeding  re- 
quired and  crops  lost  to  bugs.  Trou- 
ble is,  you  can't  pass  all  of  those  costs 
to  price-minded  consiuners.  An  8- 
ounce  bag  of  Earthbound  baby  let- 
tuce costs  an  average  $2.70  at  the  J 
store,  typically  just  20  cents  more 
than  the  same  product  created  with 
the  help  of  pesticides.  Natural  Selec- 
tion says  that  once  you  back  out  the 
markups  for  distributors  and  gro- 
cery stores,  it  gets  $1.13  a  bag. 
The  Goodmans  claim  they  are 
profitable,  but  refuse  to  break  out  their 
costs  or  confirm  estimates.  But  an  Eartli 
bound  farmer  says  the  per-acre  yield  of  its  ^ 
baby  lettuce  (the  bulk  of  its  sales)  is  4,800 
pounds,  or  9,600  8-oimce  bags,  at  $10,848. 
The  per-acre  operating  cost  of  organic  let 
tuce — water,  seed,  fertilizer,  labor,  harvest 
ing,  rent,  utilities  and  marketing — can  bt 
estimated  at  $7,300,  reports  a  small  com- 
petitor. That  leaves  $3,548  for  packaging 
and  distribution,  which  runs  an  average 
$2,944  per  acre.  What  trickles  down  to 
operating  profits?  An  estimated  $604  per 
acre.  Some  of  that  5.6%  margin  has 
already  been  paid  to  farmers.  The  final 
2.8%  or  so  cut  compares  with  5.9%  for 
publicly  traded  Dole  Food,  which  has  .i 
tiny  organic  business.  There's  hope  for  tin. 
top  line:  With  the  recent  U.S.  Department 
of  Agriculture-approved  organic  labeling, 
sales  for  companies  like  Natural  Selection 
can  only  head  north.  F 
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Retirement  account 
mistakes  can  be  fatal 
and  custodians  flawed,  i 
So  stay  alert. 

By  Neil  Weinberg  and  Matthew  Swibel 


0\  LAWYER  DEAN  CARRINGTON  RECENTLY 

advised  a  cUcnl  in  her  6bs  to  revise  the  beneficiary  form 
for  her  Viinguard  Individual  Retirement  Account  so  her 
family  could  stretch  out  its  income  tax  deferral,  while 
I  minimizing  estate  taxes.  The  primary  beneficiary  would 
still  be  her  husband,  but  the  cc^ningent  beneficiary  would  vary, 
depending  on  which  spouse  died  first.  In  a  letter.  Vanguard 
rejected  the  new  form  as  "too  comiplex."  A  manager  of  VaJi- 
guard's  retirement  rcs(. I  ji  tells  FORBES  the  fund  com- 

pany doesn't  want  to  be  c||||||b,ook  for  determining  who  died 
when,  but  will  reconsider  iSBjp'^ 

It  should.  With  iRAs  m.#<lv.  ;,,„  share  of  affluent 


families'  financial  assets,  fancy  estate  and  financial  planning 
moves  involving  them  are  increasing,  too.  (See  box  on  p.  252  for 
one  new  idea.)  But,  complains  estate  lawyer  Carrington,  the  \x\ 
brokers  and  mutual  fimd  companies  that  act  as  custodians  for  $2.1 
lion  in  IRA  assets  are  getting  in  the  way.  They  aren't  very  toler.i. 
novel  legal  arrangements  for  determining  payouts  from  IRAs. 

We  do  have  some  sympathy  for  custodians.  Despite  the  Inti 
Revenue  Service's  recent  efforts  to  make  IIU  rules  simpler  and  n 
humane,  they're  still  complex  and  unforgiving  of  mistakes.  Tlv 
est  version  of  IRA  distribution  rules,  issued  in  April,  runs  154  pi 

Much  of  this  mess  stems  from  the  fact  that  the  law  force- 
owners  older  than  7072  to  take  money  from  their  IRAs,  whc 
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they  need  it  or  not,  and  puts  tricky  limits  on  contin-  happened  after  his  father  died  suddenly  of  heart  failure  last  year, 

led  tax  deferral  by  heirs.  Miss  a  minimum  required  dis-  leaving  an  IRA  to  Douglas  and  his  brother.  A  Metropolitan  Life 

'biition  and  you'll  get  hit  with  a  50%  penalty  tax  on  the  rep  gave  him  incorrect  information  about  withdrawal  options, 

lount  you  should  have  taken;  distribute  an  IKA  directly  to  and  insisted  he  couldn't  transfer  the  account  to  his  own  broker, 

.q^tate  and  your  children  lose  the  chance  to  stretch  out  its  tax  complains  Johnson,  50.  It  took  threatening  letters  fi-om  an  attor- 

til  over  their  own  life  spans.  ney  to  get  the  account  moved.  "Met  Life  was  dragging  its  feet," 

custodians  are  understandably  wary  of  another  layer  of  Johnson  says.  Met  Life  declines  to  comment  on  Johnson's  case, 

mplications.  Worse,  account  reps  often  misstate  the  law  or  but  says  it  processes  transfer  requests  in  four  days  on  average 


ongly  insist  that  something  their  employer  just  doesn't  want 
^lo  is  prohibited  by  law,  says  M.  Sean  Fosmire,  a  Marquette, 
■E.  attorney  who  runs  the  Web  site  ira-web.com. 
Hhat's  what  Indianapolis  resident  Douglas  Johnson  says 


once  it  receives  all  the  required  documentation. 

Bottom  line:  The  onus  is  on  IRA  owners  to  make  the  most  of 
the  rules,  while  avoiding  the  traps — both  those  in  the  law  and 
those  custodians  create. 
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BENEFICIARY  BLUES 

Your  IRA  beneficiaiy  form  is  crucial, 
because  the  form,  not  your  will,  con- 
trols who  gets  your  IRA.  You  can't  skirt 
this  problem  by  leaving  your  IRA  to 
your  estate.  If  you  do,  your  heirs  can't 
stretch  out  its  tax  deferral  over  their 
own  lives;  IRAs  left  to  an  estate  must  be 
fuUy  distributed  over  five  years.  (Or,  if 
distributions  have  already  begun,  over 
what  was  the  projected  life  expectancy 
of  the  deceased.) 

In  the  past,  IRA  owners  typically 
named  a  spouse  as  beneficiary  and  left 
it  at  that.  Before  the  IRS  liberalized  the 
rules  last  year,  once  you  were  older  than 
7OV2  you  had  litde  latitude  to  revise  the 
beneficiary  form  anyway.  Now  you  have 
more  freedom,  so  take  a  new  look.  Con- 
sider adding  children  or  grandchildren 
as  contingent  beneficiaries.  If  your 
spouse  dies  before  you,  or  survives  you 
but  is  wealthy  enough  to  give  up  the  IRA 
to  the  contingent  beneficiaries  (to  "dis- 
claim" it,  in  legal  jargon),  the  kids  or 
grandkids  will  be  able  to  stretch  out 
withdrawals  over  their  own  life 
expectancies. 

When  adding  children,  beware  the 
following  trap:  One  child  dies  before 
you  do  and  the  whole  IRA  goes  to  the 
others,  meaning  you've  stiffed  the  off- 
spring of  the  deceased  child  and  possi- 
bly created  a  legal  or  family  mess.  You 
can  avoid  this  (as  well  as  avoid  cutting 
out  a  child  or  grandchild  born  between 
the  time  you  revise  a  form  and  your 
death)  by  using  "to  my  descendants  per 
stirpes."  That  legalese  means:  If  a  bene- 
ficiary dies,  his  descendants  get  his 
share.  Fidelity  introduced  per  stirpes  as 
an  option  on  paper  forms  this  year,  and 
Vanguard  will  next  year.  Unfortunately, 
some  custodians,  such  as  MBNA  Bank, 
still  reject  per  stirpes  designations. 

If  a  custodian's  standard  beneficiary 
form  doesn't  suit  you,  your  lawyer  can 
write  an  attachment  or  a  whole  new 
form.  Dodge  &  Cox  does  not  offer  per 
stirpes  on  its  standard  formi  but  will 
accept  it  on  a  custom-written  form. 
Here  again,  policies  vary.  Fidelity  won't 
consider  custom-written  forms  unless 
you  have  at  least  $100,000  invested  with 
it,  and  then  the  form  must  still  comply 


The  Charitable  Stretch 

Leave  your  IRA  to  a  charitabld] 
remainder  unitrust  (crut)  ant|j 
your  heirs  and  your  favorite  char 
ity  can  end  up  better  off.  Univer 
sity  of  Missouri  at  Kansas  City  lav 
professor  Christopher  R.  Hoyt  dei 
signed  this  maneuver  to  solve  thi 
problem  some  families  have  i 
stretching  out  the  tax  deferral  ( 
an  IRA  left  first  to  a  surviviti 
spouse  and  then,  at  his  or  he 
death,  to  children.  But  it  isn't  f( 
everyone,  he  cautions. 

Normally,  the  best  way  ti 
stretch  out  deferral  is  to  leave  you 
IRA  directly  to  your  spouse.  Shi 
(assuming  the  husband  dies  first)  rolls  it  into  her  own  IRA  and,  at  her  death,  leaves 
to  the  kids,  who  can  split  it  into  separate  inherited  IRAs  and  stretch  out  payments— an 
tax  deferral— over  their  own  life  expectancies.  But  this  is  risky  if  you've  remarried  an( 
the  kids  are  from  your  first  marriage.  What  if  she  cuts  them  out? 

This  simple  approach  also  has  drawbacks  if  you  lack  sufficient  non-IRA  assets  tt 
fund  a  credit  shelter  (also  known  as  bypass)  trust— a  device  commonly  used  to  pra 
serve  the  estate  tax  exemption  (now  $1  million)  of  the  first  spouse  to  die,  without  leav 
ing  the  survivor  short  on  funds.  A  credit  shelter  trust  pays  income  and,  if  it's  needed 
principal  to  the  survivor  during  her  lifetime;  at  her  death  the  money  bypasses  her  as 
tate  and  goes  directly  to  the  kids.  With  the  estate  tax  exemption  scheduled  to  rise  U 
$1.5  million  in  2004,  $2  million  in  2006  and  $3.5  million  in  2009,  more  well-off  fam 
ilies  face  the  choice  of  either  putting  an  IRA  in  a  credit  shelter  trust  or  forfeiting  sortii 
of  the  first  spouse's  exemption. 

Some  choice.  IRS  rules  force  an  IRA  put  in  a  credit  shelter  trust  to  make  minimun 
distributions  based  on  the  life  expectancy  of  the  oldest  beneficiary  of  the  trust,  usuaih 
the  surviving  spouse.  So  if  she  lives  a  normal  life  span,  there  will  be  nothing  left  in  the  IR( 
for  the  kids.  If  she  lives  longer  than  average,  the  IRA  will  run  out  while  she's  alive;  in  this 
trust,  her  life  expectancy  isn't  normally  recalculated  each  year  as  it  is  in  a  rollover  IRA. 
That's  where  Hoyt's  charitable  remainder  unitrust  comes  in.  Part  or  all  of  your  IRA  it 
left  to  the  CRUT,  which  makes  payments  equal  to  an  annual  percentage  of  the  principa 
(a  minimum  of  5%  is  required)  to  your  spouse  for  her  life  and,  after  her  death,  to  you 
children  for  their  lives.  What's  left  goes  to  charity.  As  with  an  IRA,  earnings  within  tht 
CRUT  aren't  taxed  and  payouts  to  family  beneficiaries  are  taxed  at  ordinary  income  rates 
(When  the  money  is  taken  out  of  the  IRA  and  put  in  the  CRUT  after  your  death,  it's  no 
subject  to  income  tax;  if  you  withdraw  the  money  while  alive  and  put  it  in  a  CRUT,  it  is.) 
By  law,  the  CRUT  must  be  designed  so  that  if  beneficiaries  live  an  average  span,  thi 
charity  gets  at  least  10%  of  the  trust's  present  value.  But  the  benefits  of  longer  tax  de 
ferral,  as  well  as  the  estate  tax  deduction  for  the  charitable  remainder,  may  be  worll 
more  to  your  heirs  than  the  10%  given  away,  particularly  if  there's  a  wide  age  gap  be 
tween  your  spouse  and  kids.  If  you're  charitably  inclined,  the  idea  has  added  appeal. 

The  downside?  The  surviving  spouse  can't  take  more  from  the  CRUT  each  year  tha 
the  stated  percentage  payout,  let  alone  dip  into  principal.  And  you'll  need  a  lawya 
schooled  in  estates,  IRAs  and  charitable  rules  to  pull  this  off.  The  CRUT  should  be  nam© 
as  the  beneficiary  or  contingent  beneficiary  of  your  IRA,  but  wording  the  form  properf 
and  calculating  the  optimum  amount  to  put  in  the  CRUT  can  be  tricky.    —Janet  Novae 
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AIRLINES 


BIZFL£X  TERMS  AND  CONDITIONS:  Purrfi5S*_^^iu!rement§;  BizFIex  fares  require  a  roundtrip  purchase  in  Coach  Class.  A  10-  or  14-day  advance  purchase  is  required.  Tickets  must  be 
purchased  within  24  hours  of  making  reservations  and  at  least  10  or  14  days  prior  to  departure,  depending  on  fare  purchased.  Mi.n./Max.jStayj  BizFIex  fares  require  a  l-night  minimum  stay,  with  a 
maximum  stay  of  30  days.  Additional  Taxes/Fees;  Segment  taxes,  surcharges  and  Passenger  Facility  Charges  apply.  BizFIex  fares  are  deHned  as  'lOBIZN  and  *I4BIZN  fares.  Qther^ Conditions  Tickets 
■  "  ■     '  lizFlex  fares  are  subject  to  change.  Some  travel  may  be  on  other  airlines.  Other  restrictions  may  appty-       ©2002  Northwest  Airtines,  Inc. 
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with  its  rules.  Vanguard  insists  that  you  or 
your  lawyer  call  before  submitting  cus- 
tomized forms.  You'll  also  need  legal 
advice  if  you're  leaving  your  IRA  to  a 
trust;  the  area  remains  treacherous. 

Note  that  IRS  rules  allow  beneficiaries  . 
who  inherit  an  account  to  name  their 
own  beneficiaries.  An  adult  child,  for 
example,  might  name  a  grandchild  born 
after  the  original  owner's  death.  Should 
the  child  die  prematurely,  the  grandchild 
could  continue  drawing  down  the  IRA 
over  his  parent's  remaining  life 
expectancy,  rather  than  face  a  sudden 
forced  liquidation.  Not  all  custodians 
have  permitted  this,  although  policies  are 
changing.  Example:  In  June  PNC  Financial 
Services  prohibited  it  and  a  phone  rep 
wrongly  blamed  the  ban  on  the  IRS.  In 
August  PNC  changed  its  policy.  If  you  run 
into  problems,  transfer  the  IRA  and  insist 
on  an  institution-to-institution  transfer. 

Okay,  you've  got  your  beneficiary 
form  in  order.  You've  done  your  duty  to 
your  heirs,  right?  Nope.  It  turns  out  that 
some  IRA  custodians  won't  discuss  your 
IRA  with  your  executor,  only  with  the 
named  beneficiaries.  Boston  trust  lawyer 
and  IRA  expert  Natalie  Choate  advises 
giving  the  custodian  written  instructions 
to  give  executors  the  same  access  to  infor- 
mation as  beneficiaries.  Whatever  you  do, 
keep  records.  Ask  the  custodian  for  a  copy 
of  the  beneficiary  form  in  its  files  and 
keep  that  copy  with  your  will. 
DISTRIBUTION  DANCE 

With  the  Dec.  3 1  deadline  for  taking 
required  2002  distributions  nearing, 
remember  that  if  you  have  more  than  one 
IRA  account,  you  need  not  withdraw 
money  from  each.  Instead,  you  can  aggre- 
gate required  distributions  from  your 
IRAs  (but  not  with  IRAs  inherited  from  a 
non-spouse)  and  take  the  total  from 
whichever  IRAs  you  choose,  even  if  they 
have  different  custodians.  That  could 
come  in  handy  if  you  have  an  IRA  you 
don't  want  to  touch  because  it's  stuffed 
with  stocks  or  funds  you  think  will 
rebound.  To  head  off  problems,  notify 
custodians  in  writing  that  you  are  with- 
drawing from  a  different  account. 

Warning:  If  you're  calculating  your 
own  minimum  required  withdrawals,  use 
the  table  issued  in  April  2002;  the  January 
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2001  table  can  still  be  used  this  year, 'but 
the  newer  one  requires  you  to  take  less.  If 
your  spouse  is  more  than  10  years 
younger,  you  can  withdraw  even  less  using 
a  special  joint  life  expectancy  table — pro- 
vided your  spouse  is  your  sole  beneficiary. 

Don't  be  buffaloed  into  taking  with-i 
drawals  before  you  have  to.  The  IRS 
requires  custodians  to  send  notices  to  IRA 
owners  when  they  turn  69'/2.  Read  the 
fine  print:  You  don't  have  to  withdraw 
the  funds  until  Apr.  1  of  the  year  after  you 
turn  70'/2.  Remember,  you  need  not  take, 
distributions  from  your  own  Roth  IRA,  or 
one  rolled  over  ft-om  a  late  spouse;  other 
heirs  must  take  Roth  distributions. 

Finally,  if  you  started  taking  fixed  dis- 
tributions from  your  IRA  before  59 '/2  (a 
technique  used  to  avoid  a  penalty  for  pre- 
mature withdrawal)  and  your  IRA's  value 
has  tanked,  a  new  IRS  rule  could  help.  You 
can  lower  your  withdrawals  with  a  one- 
time switch  to  a  payout  based  on  your 
current  age  and  balance.  One  catch:  You 
must  keep  withdrawing  at  this  new  rate 
for  five  years,  even  if  you  pass  59'/:,  the 
age  at  which  you  would  otherwise  be  able 
to  stop  regular  premature  withdrawals. 
EXOTIC  ASSETS 

A  growing  number  of  IRA  owners  are 
sticking  real  estate,  partnerships  and 
other  alternative  assets  in  their  accounts. 
The  law  puts  some  restrictions  on  what 
an  IRA  can  own — no  collectibles  or 
investments  in  companies  you  run,  for 
example — but  some  custodians  put  even 
more  limits.  Don't  try  to  work  around 
this;  find  a  custodian  who  will  accommo- 
date you,  even  if  it  costs  a  little  more. 

That's  the  lesson  of  a  recent  tax  court 
case.  New  Orleans  physician  Robert  An- 
cira  wanted  to  invest  $40,000  of  his  IRA  in 
a  private  company.  On  the  advice  of  his 
investment  adviser,  who  believed  the  cus- 
todian wouldn't  make  the  investment,  An- 
cira  got  a  check  from  the  custodian  and 
made  the  investment  himself  in  the  IRA's 
name.  The  IRS  saw  this  as  a  taxable  distri- 
bution and  assessed  back  taxes  and  a 
penalty.  Fortunately,  in  September  a  U.S. 
Tax  Court  judge  agreed  with  Ancira  that 
he  had  merely  been  the  "conduit"  for  the 
investment  and  that  it  wasn't  a  distribu- 
tion. Yes,  Ancira  won,  but  it  cost  him  time, 
aggravation  and  $2,500  in  legal  fees.      F 
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They  Must  Know  Somethin; 

Stock  buying  by  corporate  insiders  is  up  again.  It's  a  statistically  proven,  if  not  foolproof,  buy  signal.! 


BY  CHRISTOPHER  HELMAN 

EXECUTIVES  IN  THE  WOOD-PANELED 
corridors  of  corporate  America  have 
the  most  up-to-date  data  on  their 
companies'  prospects.  They're  way  ahead 
of  analysts  and  portfolio  managers,  not  to 
mention  individual  investors.  They  may 
be  acting  illegally  on  still-secret  informa- 
tion about  looming  disasters  (like 
ImClone's  Samuel  Waksal)  or  legally  as 
clear-eyed  purveyors  of  what's  already 
out  there. 

Either  way,  their  buying  and  selling 
actions  often  presage  a  stock's  path,  at 
least  in  the  short  term.  "Insiders  aren't  al- 
ways right,  but  they  tend  to  be,"  says 
Jonathan  Moreland,  money  manager  and 
founder  of  newsletter  Insiderlnsight.com. 
Note  that  insider  buying  is  a  better 
bullish  signal  on  a  stock  than  insider  sell- 
ing is  a  bearish  one.  Executives  might  be 
unloading  their  company  stock  for  per- 
sonal reasons,  like  diversifying  their  port- 
folios or  paying  for  a  second  divorce. 
That's  why  there  are  commonly  more  in- 
sider sellers  than  buyers.  Insiders  buying, 
however,  are  doing  so  because  they  expect 
good  performance.  When  insiders  buy,  the 
stocks  beat  the  market  by  five  percentage 
points  over  the  following  year  on  average, 
says  University  of  Michigan  professor 
Nejat  Seyhun,  who  has  studied  25  years 
of  trades. 

A  caveat:  Although  it  isn't  a  frequent 
occurrence,  insiders  sometimes  buy  their 
doggy  stock  for  public  relations  purposes. 
In  August  eight  Lucent  insiders,  including 
President  Patricia  Riisso  and  Chairman 
Henry  Schacht,  bought  1 .8  million  shares 
at  $1.50.  Lucent  promptly  fell  to  70  cents, 
but  has  since  traded  up  to  $1.25. 

How  good  is  insider  activity  at  divin- 
ing the  direction  of  the  entire  market, 
which  you  could  play  by  purchasing  or 
shorting  the  S&P  500  or  other  indexes? 
Academics,  market  strategists  and  other 
sages  have  long  argued  whether  the 
sell/buy  ratio  is  a  trustworthy  marketwide 
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telltale.  Some  dismiss  the  insider  factor  as 
akin  to  other  market  anomalies,  such  as 
the  January  effect,  which  holds  that  stocks 
rise  that  month  (the  S&P  fell  3.6%  last 
January).  Others  find  insiders  an  accurate 
marketwide  barometer — and  lately  that 
belief  has  been  borne  out. 

Witness  last  March  and  early  April, 
when  the  market  was  sailing  near  post- 
Sept.  1 1  highs.  First  to  see  the  approach- 
ing storm,  insiders  were  more  bearish 
than  at  any  time  in  the  last  decade. 
According  to  Lon  J.  Gerber,  director  of 
insider  research  at  Thomson  Financial, 
there  were  twice  as  many  companies  sell- 
ing as  buying,  and  $2.5  billion  of  stock 


sold  to  $120  million  in  stock  bought.  Th( 
sell/buy  ratio  of  21  compares  with  a  five- 
year  average  of  12.  The  insiders  had  the 
right  instincts.  The  market  plunged  30%li 

Now  the  sentiment  has  flip-flopped 
bullishness.  At  $698  million,  Septemb 
insider  sales  were  at  the  lowest  level 
seven  years.  Buys  were  $157  million 
sell/buy  ratio,  at  4.4,  is  the  lowest  sim 
1998,  save  September  2001,  after  the  ter- 
rorist attacks  disrupted  the  market.  In 
principle,  then,  there  ought  to  be  a  lot  ol 
bargains  out  there. 

Note  that  the  October  buying  number 
is  lower  than  the  spring  one.  To  newslettei 
person  Moreland  that  means:  "No  onei 
feels  strongly  one  way  or  another."  Tol 
Thomson's  Gerber:  "Executives  think 
we've  hit  a  bottom.  It  might  not  get  bettei 
soon,  but  it  won't  get  much  worse." 

Whatever  it  says  about  market  trends 
if  anything,  companies  with  strong 
insider  buying  deserve  a  look  (see  table).i 

Gerber  gives  the  nod  to  Park  Place 
Entertainment,  which  owns  casinos  like 
Caesars  and  Bally's.  Thomas  Gallagher; 
president  of  Park  Place,  bought  135,00(1 
shares  in  the  last  year,  50,000  of  them  in 
early  October  at  the  stock's  52-week  low 
of  $6.  The  company  is  coming  out  of  a 
year  of  earnings  depressed  by  asset  write- 
downs and  building  costs.  Another  com- 
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True  Believers 

Insiders  have  been  net  buyers , 
stocks.  The  stocks  are  cheap,  t 

Company 

at  these  companies  recei 
)ut  the  last  three— tech  i 

PRICE 

itiy,  a  positive  sign  for  the 
ssues  all— are  in  the  red. 

Price/          Shares  insiders 
book           boughf  (thou) 

recent 

52-weel(high 

Ameritrade 

$4.70 

$727 

0.9 

356 

Park  Place  Entertainment 

7.45 

12.93 

0.8 

70 

Petsmart 

19.73 

21.00 

4.7 

50 

Power-One 

5.65 

13.25 

1.8 

1,283 

1  Solectron 

2.46 

16.45 

0.4 

142 

Vitesse  Semiconductor 

2.00 

15.50 

0.9 

595 

'Between  Aug.  1  and  Oct  II. 

Sources:  Thomson  Financial:  Ma 

rket  Guide  via 

FactSet  Research  Systems. 
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Ballew  Jewelers:  Freehold,  NJ    •    Feldmar  Watch  &  Clock  Center:  Los  Angeles,  CA 
Fishel  &  Dowdy  Jewelers:  Fort  Myers,  FL    •    Gless  &  Son:  Greenville,  SC,  Spartanburg,  SC     •    Jackson  Jewelers:  Salem,  OR 

Lions  Jewelers:  Charlotte,  NC     •     Lippa's  Jewelers:  Burlington,  VT 
Schwanke-Kasten  Co.  Jewelers:  Milwaukee,  Wl 


Aoout,,, 


$W0,000 1st  Year  Profit 
$Z,000,000' 2nd  Year  Buyout 


$165,000 

Down  Payment 


$450,000 

1st  Year  Profit 
After  Start-Up 


$2,000,000* 

Per  location.Jfter  X  Years, 
On  Anticipated  Aquisition 


Our  company  establishes  small  medical  facilities  mider 
a  rapidly  expanding  21-year-old  government  program. 

Medical  background  completely  unnecessary.  Nearly  300 
facilities  already  contracted  nationwide. .  .and  growing. 


Please  visit  our  web  site: 


www.corf.com 


Winston  Churchill  was  perhaps  the 
most  stirring,  eloquent  speaker  ot  his 
century.  He  also  stuttered. 

If  you  stutter,  you  should  know  about 
Churchill.  Because  his  lite  is  proof 
that,  with  the  will  to  achieve,  a  speech 
impediment  is  no  impediment. 

Write  or  call  us  toll-free. 


Stuttering 

foundation" 

OF  AvtERlCA 


1-800-992-9392 

www.stutteringhelp.org 

MOO  Vt  jlnut  Grove  RoaJ,  Suite  603 
P.O.  Box  1 1749  •  Memphis.  TN  381 11 -0749 


The  voice  of  freedom  never 
faltered,  even  .though  it  stuttered. 
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pany  on  Gerber's  computer  screen  is  pet- 
store  chain  Petsmart.  President  Robert 
Moran  bought  50,000  shares  on  Oct.  9. 
Though  the  stock  is  up  145%  in  the  last 
year  on  soaring  earnings,  Moran's  pur- 
chase sends  the  message  that  there  maybe 
more  strength  ahead. 

Moreland  likes  Ameritrade.  Recently 
merged  with  Datek,  the  online  brokerage 
has  managed  to  stay  profitable  in  a  bad 
market.  In  July  three  insiders,  including 
Chief  Executive  Joseph  Moglia,  bought 
900,000  shares  at  less  than  $4. 

Power-One  makes  devices  that  con- 
trol the  quality  of  electrical  power  for 
high-tech  applications.  During  Septem- 
ber seven  insiders,  including  the  chief 
executive  and  the  chief  financial  officer, 
bought  745,000  shares  near  Power-One's 
three-year  low  of  $2.35.  That  came  a  week 
after  the  company  annoimced  restructur- 
ing charges  and  a  plan  to  cut  $25  mUlio 
in  annual  costs  by,  among  other  things, 
shedding  a  quarter  of  its  employees.  The 
stock  has  since  doubled  to  $5.65. 

In  early  October  shares  of  Solectrc; 
contract  manufacturer  of  high-tech  prou- 
ucts,  hit  a  ten-year  low  of  $1.55.  Around 
the    same    time.    Chairman    Koichi 
Nishimura  bought  150,000  shares,  tl 
company's  chief  financial  officer  and  an- 
other director,  40,000  more.  Solectron,  its 
market  gutted  this  year,  has  posted  big  re- 
structiu-ing  charges  and  now  trades  for  Ic- 
than  half  its  book  value. 

Moreland's  favorite  high-risk,  high- 
reward  idea  is  Vitesse  Semiconductor, 
maker  of  chips  for  telecom  applications. 
While  the  outlook  remains  awful  for  tek 
com,  Vitesse  has  had  some  success  cut- 
ting costs  and  saving  cash.  Recent- 
ly six  insiders,  including  Chief  Execu-tive 
Louis  Tomasetta,  have  bought  380,000 
shares  at  around  $1.30.  Recent  price:  S- 

How  do  you  find  out  about  insider  a>. 
tions?  Moreland's  monthly  newslettc 
($250  a  year)  is  one  way.  It  claims  his  re. 
ommendations  have  beaten  the  market  th. 
year,  up  13.2%.  Over  the  last  12  months  he 
says  he's  up  30%,  the  result  of  the  un- 
precedented buying  opportunity  whc 
markets  plunged  after  Sept.  11.  Insidi. 
trade  data  is  also  available  on  financial  \NV 
sites  like  Yahoo  Finance,  Microsoft  Net 
work  and  thomsonfii.com.  F 
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[LINE:  Visit  our  webpage:  www.forbeswinenewsletter.com 
X:  Complete  accompanying  form  and  fax  to:  1-415-733-5373 

Toll  free:  1-866-804-8835 

Complete  the  accompanying  form  and  mail  to: 

Forbes  Signature  Wines 

505  Montgomery  St.,  6th  Floor 

San  Francisco,  CA  94111 
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PLEASE  SEND  MY  FREE  SUBSCRIPTION  TO: 
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ZIP 
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From  Airbus  to  Zweave,  we've  helped  over  33,000  companies 
around  the  world  win  with  great  products.  Here  are  just  a  few. 


)» 


1996 
1998 
2000 
2002 


ERP 
CRM 
SCM 
S.O.S. 


How  do  you  create  value? 
Put  the  product  at  the  center  of  everything  you  do. 


Many  manufacturers  have  been 
there  before.  Chasing  one  technology 
initiative  after  another  without  ever 
seeing  the  results  that  they  hoped  for. 

But  others  have  taken  a  different 
path    by    embracing    a    disciplined, 
focused    approach    to    maximizing 
value  through  products.  An  approach 
we  call  Product  First. 

Simply  put,  it  means  placing  the 
product  at  the  center  of  everything. 


Why?  Because  ultimately  great  products 
drive  every  measure  of  business  success. 

Maximizing  a  company's  ability  to 
consistently  create  and  deliver  great 
products  has  been  our  single-minded 
focus  for  nearly  two  decades.  A  focus 
that  has  yielded  products  that  provide 
rapid,  measurable  and  repeatable  results. 

So,  instead  of  chasing  the  next 
initiative,  your  business  can  spend  its 
time  delivering  the  next  great  product. 


To  find  out  more  about  Product  First, 

join  us  at  The  2002  Forbes  CIO  Forum 

Register  at  www.ptt.com/go/cio 
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MONEY  R.  INVESTING  I  STOCK  FOCUS 

heap  But  Growing 

lon't  give  up  on  buying  growth  stocks.  Just  be  picky 
bout  how  much  you  pay  for  them. 


YTRICIA  MCGINNIS 

IT'S  SHAPING  UP  AS  ANOTHER  ROTTEN 
year  for  corporate  earnings.  Thomson 
Financial  is  projecting  less  than  $49  for 
imings  per  S&P  500  index  unit  in  2002, 
own  from  $55  two  years  ago.  (That's 
ccluding  writeoffs.)  A  cut  in  earnings 
lidance  from  a  corporation  can  send  its 
ock  reeling — ^Albertson's  and  Sears,  Roe- 
uck  have  both  been  recent  victims  of  the 
henomenon. 

And  yet  growth  is  not  dead.  There  are 
ozens  of  companies  with  improving 
jsults  and  reasonable  prices.  We  went 
unting  for  some. 

We  screened  the  5,000  North  Ameri- 
m  stocks  in  the  estimate  database  of 
homson  Financial/IBES,  looking  for  com- 
anies  trading  at  a  below-market  multiple 
f  their  2003  earnings  projections  but 
ith  good  growth  prospects,  which  we 
efined  as  an  expectation  of  a  1 5%  or  bet- 
rr  gain  next  year  in  earnings  per  share, 
imiting  the  list  to  companies  with  annual 
Jes  of  more  than  $500  million,  we  turned 
p  349  names.  Seven  are  shown  below. 
hese  picks  have  two  additional  virtues: 
test  return-on-equity  greater  than  the 
iree-year  average  and  positive  momen- 
im  in  earnings  forecasts.  The  latter  was 
efined  this  way:  a  flash  estimate  for  2003 
lat  either  matches  or  exceeds  the  consen- 
is  number.  The  flash  number  is  defined 


as  the  average  earning  estimate  of  the  ana- 
lysts {usually  more  than  one)  who  have 
updated  their  numbers  in  the  last  month. 
The  idea  being  that  the  more  recent  the 
estimate,  the  more  accurate  it  will  be. 

SCP  Pool  distributes  $956  million  in 
pool  supplies  and  equipment  through  199 
stores  in  North  America  and  Europe.  For 
the  first  three  quarters  of  2002  its  earnings 
were  up  18%  on  a  sales  gain  of  14%.  You 
can  get  it  for  15  times  next  year's  esti- 
mated earnings  of  $1.95  a  share. 

Another  stock  that  passed  our  screen  is 
Cummins,  which  makes  heavy  diesel 
engines.  In  2001  this  firm's  sales  fell  14%, 
but  business  appears  to  have  stabilized. 
Through  the  first  three  quarters  of  2002 
the  company  posted  earnings  of  54  cents 
per  share,  against  a  loss  of  $2.74  a  year  ago. 
And  while  Cummins'  engine  and  power- 
generation  sales  are  depressed,  third-quar- 
ter sales  improved  12%  in  the  filtration 
and  international  segments,  which  make 
up  27%  of  its  $5.9  billion  annual  revenue. 

Cummins  management  says  that  the 
company  could  earn  between  $2.10  and 
$2.30  per  share  next  year.  Wall  Street  ana- 
lysts aren't  quite  as  optimistic,  but  their 
consensus  forecast  of  $  1 .95  still  represents 
a  quadrupling  of  expected  2002  results. 
Cummins  currently  sells  for  12  times  the 
analysts'  2003  estimated  multiple  and  at  a 
price  close  to  its  five-year  low.  F 


Growth  Is  Where  You  Find  It 

The  stocks  below  combine  below-market  P/E  multi[ 

YTD 
Remit            price 
Coapaay                                 price           change 

Dies  with  good  growtl 
2003  EST 

1  prospects. 

Latest 

12-ino  sales 

(Smil) 

P/E 

EPS 
growth 

CarMax                               $16.50          -27% 

14 

22% 

$3,631 

Cummins                                24.00           -38 

12 

359 

5,902 

Hollywood  Entertainment       19.34             35 

13 

19 

1,445 

McKesson                               30.84          -18 

14 

21 

53,511 

SCP  Pool                                28.37               3 

15 

21 

956 

Wausau-Mosinee  Paper           9.69          -20 

13 

69 

939 

West  Marine                           14.65               0 

12 

24 

522 

Prices  as  ot  Oct.  30.  Sources:  Bloomberg  Financial  Markets:  FT  Interactive  Data.  Thomson  Financial/IBES  and  Multex 
via  FactSet  Research  Systems. 
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Makers  &  Breakers 


Physician 
Heals  Self 

MANAGED  CARE  COMPANIES, 
never  beloved  of  the  public, 
have  made  themselves  even 
more  unpopular  lately  by 
squeezing  costs  and  hiking  pre- 
miums. Their  earnings  and 
market  performances  have 
accelerated  faster  than  an  on- 
call  ambulance.  In  three  years 
the  shares  of  powerhouse 
UnitedHealth  Group  have  tripled,  to  $92. 

Conspicuous  exception  to  this  rally:  HUMANA  (12,  hum).  A 
spate  of  particularly  bad  earnings  shortfalls  in  1999  sent  the 
stock  skidding  75%  to  a  mid-2000  low  point  of  $5.  Compared 
with  the  rest  of  the  industry,  its  recovery  has  been  anemic.  Even 
when  Humana's  third-quarter  2002  earnings  shot  up  20%,  its 


Source:  Bloomberg. 
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For  more  financial  stats,  go  to  www.forbes.com/makers.; 


shares  declined  10%,  in  part  because  of  the  com-J 
pany's  mediocre  record  in  the  Chicago  market. 

The  worry  is  "way  overdone,"  says  SG  Cowen  an- 1 
alyst  Edmund  Kroll,  who  rates  Humana  a  strong  buy.  \ 
At  a  trailing  price/earnings  ratio  of  1 1  versus  the  man- 1 
aged  care  sector  average  of  23  (UnitedHealth:  24),  Hu-i 
mana  stock  is  cheap  for  a  company  whose  net  income, 
Kroll  figures  will  grow  15%  to  20%  for  each  of  the 
next  three  years.  Humana  boss  Michael  McCallister 
has  reined  in  medical  costs,  dumped  unprofitable 
members  and  hiked  premiums.  Now  the  6.4  million  i 
membership  is  slowly  growing  again. 

Humana  is  ahead  of  most  of  its  peers  in  design- 1 
ing  new  consumer-oriented  plans  to  hold  down  soaring  medical  i 
costs.  Instead  of  the  usual  one-size-fits-all  approach,  its  Web-i 
based  SmartSuite  product  allows  employees  to  customize  their  i 
health  care  plans.  With  SmartSuite,  Humana  was  able  to  keep  ] 
health  care  cost  inflation  for  its  own  Louisville  employees  to  a  low* 
4.9%  increase  versus  an  expected  19.2%  hike.  — Robert  Langreth  i 
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Wireless 
Windfall 


TELECOM  IS  LAN- 
guishing,  and  wireless 
stocks  are  even  worse. 
But  consider  100- 
year-old  WARWICK  VALLEY  TELEPHONE  (57, 
WWW),  a  tiny  telephone  company  in  up- 
state New  York.  It  has  30,000  customers  and 
a  mere  $7.5  million  in  2001  earnings. 

Lawrence  J.  Goldstein,  of  hedge  fund 
Santa  Monica  Partners,  says  investors  are 
wrongly  focusing  on  its  sleepy  main  busi- 
ness. Warwick  also  owns  a  7.5%  stake  in 
obscure  entity  Orange  &  Poughkeepsie 
Cellular  ParUiership — a  wholesaler  of  min- 
utes to  cellular  operators  like  Verizon.  Now 
70%  of  Warwick's  net  income  comes  from 
Orange's  dividends  to  the  partners. 

We  don't  normally  recommend  a 
stock  with  such  a  small  market  cap  ($100 
million)  for  liquidity  reasons.  But  if  vou 
take  the  value  of  its  wireline  phone  busi- 
ness ($95  million)  and  add  it  to  the  part- 
nership value  ($102  million,  using  a  stan- 
dard partnership  multiple  of  15  on  the 


Orange  dividend),  Warwick  is  worth  dou- 
ble its  market  cap.  With  the  Orange  divi- 
dend growing  well  ($6.8  million  expected 
this  year,  up  a  third)  and  Warwick's  cheap 
P/E  of  13,  the  risk  is  worthwhile. 

— Nikhil  Hutheesing 

Switched  On 

AVOCENT  (23,  AVCT),  A  MAKER  OF  KEY- 
board,  video  and  mouse  (KVM)  switches, 
is  hurt  by  the  lackluster  server  market  and 
hit  a  52-week  low  of  $12  in  October.  KVM 
switches  let  a  network  manager  control 
hundreds  of  servers, 
which  saves  space 
and  salaries. 

Nevertheless,  the 
$252  million  (rev- 
enue) firm  has  half 
this  market,  which 
will  turn  up  at 
some  point.  Matthew 
Kci.ipler  at  Sidoti  &  Co.  likes  the  com- 
pa'  /'s  debt-free  balance  sheet  and  nice 
cash  stash  ($158  million).  After  losing 
mon  -.  in  2001,  it  has  eked  out  a  very 
mode      -rofit  this  year.    — Emily  Lambert 
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Network  Hangover 

LIKE  SO  MANY  OF  ITS  PEERS  IN  THE  NET- 
working  business,  juniper  NETWORKS 
(7,  jnpr)  has  seen  much  of  its  market 
value  disappear  like 
the  corporate  tech- 
nology spending  that 
once  fueled  its  as- 
cent.    In     October 
2000  it  traded  for 
$243  a  share.  Despite 
all,  WR  Hambrecht 
analyst  Reginal  King 
says  the  company  is  still  overvalued. 

By  his  reckoning.  Juniper's  enterprise 
value  (equity  and  debt  minus  cash)  is  a 
pricey  3.3  times  its  expected  2002 
revenue.  But  rival  Cisco  is  just  2.6  times 
and  Extreme  Networks  only  0.4  times. 
Although  King  expects  Cisco  and  Ex- 
treme to  post  profits  this  year  and  nex't, 
he's  projecting  modest  losses  for  Juniper. 

Juniper's  balance  sheet  is  strong,  with 
$  1 .2  billion  in  cash,  and  the  company  has 
improved  financial  discipline.  But  the 
stock  has  more  to  fall.  Short  it  and  cover 
at  $4.  — Daniel  Kruger 
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Complement 
your  servers 

for  a  change. 


If  you're  buying  more  servers  to  get 
more  from  your  web  infrastructure, 
you're  wasting  money.  The  fad  is  more 
than  half  of  the  transactions  generated 
by  web  applications  arc  reruns  of 
requests  that  your  servers  have  answered 
before.  This  means  that  your  servers 
are  wasting  precious  capacity  doing 
a  lot  of  unnecessary  work. 

epicRealm's'eXT  technology  helps 
you  slop  wasting  your  server's  time. 
And  more  importantly,  it  helps 
your  servers  stop  wasting  your 
customer's  time.  The  bottom  line? 
Your  infrastructure  with  epicRealm 
will  deliver  up  to  ten  times  more 
throughput  at  20%  the  cost.  You'll 
do  more  computing  for  less  money. 

So,  the  next  time  you  feel  like  cursing 
your  overworked  servers,  complement 
them  instead.  With  eXT  technology. 

^y^  ^>icR^aliii 

www.epicrealm.com 


Without  your  help 

he  could  turn  to  a  life 

of  corporate  wrongdoing. 


Please.  Help  Johnny  start  his  own  business. 

We're  being  a  bit  tongue  in  cheek,  but  it  really  is  important  we  encourage  college  students 

to  explore  entrepreneurship.  Small  businesses  are  the  backbone  of  the  American  economy. 

They  create  two  of  every  three  new  jobs,  produce  39%  of  the  gross  national  product, 

and  invent  more  than  half  the  nation's  technological  innovation*. 

The  Carrot  Capital  Education  Foundation  was  established  to  promote  entrepreneurship 

on  America's  college  campuses  through  a  business  start-up  competition, 

the  Carrot  Capital  Business  Plan  Challenge.  This  year  we  will  offer  up  to  $3  million 

in  funding  to  the  winners.  To  help  expand  the  program,  we  are  seeking  a  select  number 

of  corporate  sponsors  to  add  to  the  prestigious  list  of  organizations  that  are  currently  involved. 

It's  a  way  to  get  your  message  out  to  this  16  million  person  college  market, 

while  at  the  same  time  doing  good.  Johnny  (and  Jane)  needs  your  support.  Will  you  help? 

For  information  on  sponsorship  opportunities,  please  contact  Nicole  Del  Gadio  at  212.586.2226 

or  email  her  at  ndelgadio@carrotcapital.com. 


Source:  Small  Business  Administration 
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Introducing  the  first  Brand  Increase  Guarantee 


The  Web  is  the  most  trackable  medium  ever.  Savvy  advertisers  can 
clearly  identify  their  online  campaign  ROI.  Yet  no  medium  has 
guaranteed  the  results  of  marketers'  brand  advertising  campaigns. 
Until  Now! 

« 

Forbes.com  guarantees  that  your  campaign  will  increase  one  of  four  brand 
advertising  effectiveness  metrics  as  measured  by  independent  research  firm 
Dynamic  Logic.  Or  your  money  back. 

For  full  details,  contact  Bill  Flatley,  V.P.,  Chief  Advertising  Officer 
at  212-366-8951  (bflatley@forbes.net)  or  your  local  Forbes.com 
representative  today. 
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CAPITALISM  IN  REAL  TIME™ 


Yes,  But  By  James  Grant 

Bubble  Trouble 


tech  stocks  is 


IN  THE  BUBBLE  YEARS,  "VISIBILITY"  WAS  SAID  TO  BE  LIMIT- 
less.  It  was  the  perfect  time  not  to  invest.  And  Scott  Bedford 
didn't  invest,  at  least  not  on  the  long  side.  He  stopped  buy- 
ing tech  stocks  in  1995,  the  year  that  Netscape  went  public. 
"So  I  was  premature  by — what? — five  years,"  he  quips. 

This  a  story  about  how  hard  it  is  to  do  the  right  thing  with 
money,  whether  in  a  bull  or  a  bear  market.  Bedford,  a  San  Fran- 
cisco hedge-fund  manager,  has  had  a  thorough  grounding  in 
the  subject.  As  a  salesman  at  Rothschild,  Unterberg,  Towbin,  he 
participated  in  the  high-tech  boom  of  1983  and  the  reciprocal 
high-tech  bust  of  1984.  In  1990  he  set  up  shop  as  a  private  tech- 
stock  investor.  In  that  capac- 
ity, he  reports,  he  has  gener-  .  *'    rt '     t   II 
ated  total  annual  returns  of          InVeSting  IH  tallGII 
18.7%,  net  of  all  fees,  despite 
consistently    having    more 
exposure  to  the  short  side  of               hafd  WHCII  bOth 
the  stock  market  than  to  the 

long,  even  during  the  great  Wall  StrCCt  f  irmS 

levitation.  ,  . 

But  he  says  that  nothing  ^00  mVCStOrS  BrG 

in  his  career  prepared  him,  or 
his  partner,  Peter  Schleider, 
for  what  they  have  lately 
encountered  investing  in 
fallen  Internet  and  technology 
companies.  Never  have  they 
seen  stocks  so  cheap,  people 
so  frightened  or  Wall  Street  so 
disengaged  fi^om  the  business 

of  analyzing  securities  and  making  markets.  To  illustrate  Wall 
Street's  sudden  disappearance,  Merrill  Lynch  recently  discon- 
tinued market-making  in  7,600  small  stocks. 

Calling  themselves  Peninsula  Technology  Fund,  the  partners 
set  up  shop  on  Oct.  1,  2001  to  conduct  salvage  work  in  and 
around  Silicon  Valley.  They  had  all  of  $17  million.  Yet — an 
omen  of  strange  and  wonderful  things  to  come — they  had  dif- 
ficulty putting  even  that  amount  of  money  to  work  in  a  niche  of 
the  market  that,  at  the  2000  top,  was  capitalized  at  $1  trillion. 

There  are  18  stocks  in  the  Peninsula  hedge  fund's  portfolio, 
and  they  are  valued  on  average  at  just  two  times  cash.  Consider 
what  this  means:  The  mean  market  cap  is  only  twice  the  net 
cash  on  the  companies'  balance  sheets.  The  typical  market  cap  is 
$60  million.  Among  their  holdings:  FindWliat.com,  LookSmart, 
Autobytel  and  Aspect  Communications. 

Merely  possessing  cash  is  no  guarantee  of  corporate  sur- 
vival, of  course.  Notoriously,  Internet  survivors  tend  to  spend  it 
to  fund  losses.  The  partners  estimate,  however,  that  by  year-end 
all  but  three  or  four  of  their  companii  s  will  be  generating  posi- 
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scared  of  them. 

But  the  question  is: 

Do  you  have  a 

strong  stomach? 


tive  cash  flow  from  operations! 
(roughly  speaking:  net  income, 
plus  depreciation/amortization, 
plus  or  minus  some  working 
capital  changes).  They  affirm 
that  the  Internet  is  a  powerful, 
medium  of  communication 
and  commerce,  just  as  thei 
boom-time  promoters  claimed. . 
Where  the  bulls  went  wrong i 
was  in  slightly  exaggerating  thei 
profit  potential  of  the  newly 
hatched  e-businesses — say,  by  a  factor  of  100. 

The  partners  aren't  having  fun  yet.  Up  40%  in  the  last  three 
months  of  2001,  they  were  down  by  26%  in  the  first  nine 
months  of  2002.  You  might  suppose  that,  as  intrepid  valueij 
investors,  they  would  be  borne  up  and  sustained  by  the  com- 
peUing  bargains  they've  discovered  in  the  Nasdaq  ruins.  Acta- 1, 
ally,  their  hearts  are  in  their  mouths.  "I  can  tell  you  right  now,",j 
says  Schleider,  "that  selling  below  cash  and  increasing  your  rev- 
enues sequentially  and  adding  to  the  profits  of  the  business,  that  i 
this  is  not  compelling  to  people.  It  is  compelling  to  me,  but  I 
feel  like  I  am  in  outer  space." 

Bedford  says  that  being  bullish  in  a  bear  market  reminds 
him  of  being  bearish  in  a  bull  market.  At  the  2000  peak,  you'll 
remember,  no  price  seemed  too  high.  Today,  cheap  $5  stocks 
routinely  become  cheaper  $3  stocks.  "I  am  as  much  in  survival  t 
mode  in  this  fund  as  I  was  as  a  short-seller,"  he  says.  ' 

Starting  up  in  the  wake  of  Sept.  1 1 ,  the  partners  could  have 
expected  that  a  certain  amount  of  bad  news  was  already  in  thci 
market.  They  have  found  more.  The  economy  is  weak,  and  tech-' 
company  insider  sales  have  been  torrential.  And  because  the 
sellers  are  needy,  they  are  indifferent  to  valuation.  Venture  cap-' 
italists  are  among  the  most  aggressive  sellers,  says  Schleider, 
whereas — here  is  a  faint  glow  of  optimism — a  small  number  of 
tech  executives  have  started  buying. 

Bedford  worries  that  the  overall  market  is  anything  but 
cheap,  as  they  reckon  cheap.  If  the  S&P  500  ever  came  to  rest  in 
the  valuation  neighborhood  of  the  companies  they  own,  the 
partners  have  wondered,  who  would  buy  anything  except  the 
big-cap  liquid  names  they  don't  own? 

To  rally  his  fortitude,  Schleider  sometimes  thinks  of  his 
grandfather,  who  managed  a  small  fiirniture  company  in  a  little 
Texas  town  during  the  Depression.  "He  would  come  home  on  a 
Saturday  afternoon,"  relates  the  grandson,  "and  say  to  my  dad 
or  grandmother,  'I  made  payroll.'  And  that  is  what  these  com- 
panies are  living  through."  f 
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Small  Stocks  By  Marc  Robins 

Transported 


DRIVING  AROUND,  WHETHER  IN  THE  COUNTRYSIDE  OR 
the  city,  is  something  I  like  to  do.  And  while  Ameri- 
cans have  never  lost  and  will  never  lose  their  love  of 
cars,  Detroit  has  experienced  its  usual  suffering  in  this 
recession.  The  quintessentially  cyclical  industry,  autos 
at  least  perform  strongly  once  the  good  times  resume. 

That  may  well  be,  but  I  look  for  the  best  rebounds  from 
more-distant  corners  of  the  transportation  world:  railroads, 
truckers  and  makers  of  military  vehicles.  The  fact  that  these 
players  have  small  capitalizations  is  an  advantage  in  and  of 
itself — because  small  caps  usually  do  well  coming  out  of  a 
downturn.  These  stocks  are 
what  I  call  "growth  cyclicals." 
They're  mature  companies 
that  lost  some  momentum  in 
the  recession  but  still  enjoy 
long-term  growth  potential. 

They  remind  me  of  semi- 
conductors— products  at  the 
core  of  today's  economy  but 
hidden  from  sight.  Other  than 
an  "Intel  Inside"  insignia,  do 
you  know  or  care  what  chips 
are  doing,  so  long  as  they  keep 
your  computer  functioning? 
Chip  stocks  move  up  and 
down  with  the  broad  econ- 
omy more  than  ever  before. 
We  saw  this  vividly  in  1998 
when  the  Asian  contagion 

lessened  worldwide  demand  for  chips.  The  next  year  chips 
recovered.  Now  they're  down  again.  They  certainly  will  be  back. 

The  nonglamorous  growth  cyclicals  specializing  in  trans- 
portation should  benefit  dramatically  from  an  economic 
upturn.  My  favorite  stocks  here  are  up  over  the  past  two  years, 
yet  have  much  further  to  cUmb: 

Curtiss-Wright  (55,  cw)  is  a  small  firm  with  a  big  past,  tracing 
its  origins  to  flight  pioneers  Wilbur  and  Orville  Wright,  and 
Glenn  Curtiss.  The  company  makes  products  such  as  valves  and 
defense  components  that  are  made  of  specially  treated  metal. 
Military  and  NASA  now  provide  one-third  of  its  revenue.  Fed- 
eral spending  here,  as  well  as  in  another  of  the  company's 
areas — homeland  security — is  going  up.  Curtiss-Wright  netted 
$40.6  million,  or  $3.97  a  share,  on  revenue  of  $343  million  last 
year.  (The  earnings  exclude  an  extraordinary  gain  of  $42  mil- 
lion from  sale  of  properties.)  My  firm  is  projecting  earnings  per 
share  near  $4.15  for  2002  and  $4.75  for  2003. 

Engineered  Support  Systems  (51,  EASi)  is  a 
holding  company  that  produces  supp.nt  equip- 


The  auto  industry 

typically  does  well 

in  an  economic 

recovery.  But  other 

transportation 

stocks  should  do 

even  better—in  the 

trucking,  railroad 

and  military  areas. 


ment  for  the  military  for  use  in 
the  field,  which  includes  genera- 
tors and  life-support  modules, 
as  well  as  advanced  electronic 
systems.  Other  military  work 
includes  making  heavy  equip- 
ment like  aircraft-loading  vehi- 
cles and  tank  transporters.  With' 
war  news  on  the  front  page 
daily,  the  market  has  clearly 
noticed  the  near-term  opportu- 
nities for  Engineered  Support, 
which  blew  the  doors  off  its  third-quarter  earnings  per  share. 

It's  obvious  that  this  profitable,  well-run  enterprise  is  begin- 
ning to  benefit  from  the  long  defense-spending  spree.  Assuming 
that  our  2002  earnings  forecast  holds  true,  the  company's  five- 
year  earnings-per-share  compound  annual  growth  rate  should 
come  in  at  about  29%.  The  stock  currently  trades  at  a  22  P/E. 

Never  mind  the  demise  of  the  dot-coms.  Here  is  a  survivor 
from  the  market  blow-off  of  a  hundred  years  ago,  when  rail-; 
roads  were  overbuOt  and  going  under.  Genesee  &  Wyoming  (2i,i 
CWR)  is  a  regional  rail  carrier  that  operates  systems  in  the  U.S., 
Canada,  Mexico,  Bolivia  and  Austraha.  This  long-term  player 
has  grown  through  both  smart  acquisitions  and  tightfisted 
management.  It  owns  21  Hnes  in  five  countries  and  operates 
8,000  miles  of  track.  If  anyone  benefits  from  faster  U.S.  eco- 
nomic growth,  it  should  be  Genesee,  since  60%  of  its  net 
income  is  derived  from  domestic  shipments.  Recovery-inspired 
increases  in  coal  and  other  commodity  shipments  will  help.  My 
firm  is  expecting  earnings  per  share,  which  was  $1.49  in  2001,  to 
hit  $1.70  this  year  and  $1.85  next. 

Trucking  is  about  as  sexy  as  trains.  Knight  Transportation  (20, 
KNGT)  has  established  itself  as  an  efficiently  run,  consistently 
profitable  long-distance  freight  hauler.  The  trucking  industry's 
a  good  barometer  of  where  the  economy  is  heading,  and  there's 
continuing  evidence  of  recovery  here.  Major  carriers  have  par- 
layed the  recent  pickup  in  demand  for  their  services  into  rate 
increases  in  the  range  of  3%  to  5%.  At  Knight  the  management 
has  a  knack  for  controlling  costs  while  increasing  both  tota' 
miles  per  tractor  and  average  transportation  revenue  per  mile. 
The  stock  trades  at  a  28  multiple.  Sounds  high.  But  investor; 
should  remember  that  over  the  past  five  years,  which  include; 
the  recent  industrywide  slump.  Knight  has  increased  earning! 
per  share  at  a  23%  annual  rate  on  a  pro  forma  basis.  (I  anr 
excluding  a  4%  investment  in  a  tech  company  named  Terion 
now  in  Chapter  11.)  Buy  the  stock  on  dips  at  $17.50  or  less  anc 
hold  on  to  it  for  what's  likely  to  be  a  nice  long  run.  f 
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STEAK  HOUSE 

The  Patient  Investor  By  John  W.  Rogers  Jr. 

What's  in  a  Name? 


SHAKESPEARE'S  ROMEO  MUSED,  "WHAT'S  IN  A  NAME?" 
speculating  that  a  rose  would  smell  as  sweet  by  any 
other  moniker.  Obviously,  Romeo  was  not  an 
investor,  because  the  power  of  a  brand  name  is 
immeasurable.  Today's  brutal  bear  market  has  given 
value  investors  like  me  the  rare  opportunity  to  purchase  excep- 
tional companies  with  leading  brands  at  bargain  prices. 

Brands  endure,  the  roses  in  a  thorny  market.  A  high- 
quality  product  or  service  fosters  fierce  customer  loyalty  and 
insulates  its  owner  from  the  worst  of  economic  cycles.  A  clas- 
sic example  is  Coca-Cola — more  worldwide  phenomenon 
than  beverage,  regardless  of 
its  recent  travails. 

The  following  picks  are 
the  Cokes  of  their  industries. 
These  dominant  brands  have 
been  on  my  wish  list  for  years 
but  were  too  rich  for  my  dis- 
ciplined value  style.  With 
their  solid  fundamentals, 
dedicated  management  and 
battered  prices,  they  present 
compelling  buys. 

McDonald's  (18,  MCD) 
serves  46  million  people  every 
day.  That's  like  feeding  every 
single  person  in  the  three 
largest  U.S.  cities  breakfast, 
lunch  and  dinner.  The  com- 
pany has  30,000  restaurants  in 

121  countries.  Despite  its  comfortable  spot  as  the  number  one 
fast-food  chain,  Mickey  D's  is  fighting  to  maintain  market  share 
against  newer  chains.  Profits  are  down  and  new  store  openings 
have  slowed.  But  the  Golden  Arches  have  not  lost  their  luster 
and  still  have  immense  brand  value. 

Off  the  1999  year-end  high  of  $48,  McDonald's  gives  new 
meaning  to  the  term  "value  meal."  This  depressed  share  price 
represents  a  Big  Mac  discount  of  33%  to  my  calculation  of  its 
intrinsic  value,  $27.  Would  you  like  earnings  with  that? 
McDonald's  sells  at  13  times  trailing  earnings. 

Sotheby's  Holdings  (8,  sao)  has  a  258-year  history  as  an  auc- 
tioneer of  fine  arts,  antiques  and  collectibles,  and  a  class  brand 
to  match.  The  auction  market  duopoly — Sotheby's  and  the 
privately  held  Christie's  International — survived  the  price- 
fixing  scandal.  Sotheby's  has  also  staved  off  competition  from 
a  deep-pocketed  third  player,  Phillips,  de  Pury  &  Luxembourg. 

With  former  chairman  Alfred  Taubman  and  former  chief 
executive    Diana    Brooks    out 
because  of  their  roles  in  the  rate 
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rigging,  Sotheby's  is  under  nev 
management.    Beyond   these 
individuals,   insofar   as   cus- 
tomers are  concerned,  the  com- 
pany's integrity  is  not  in  ques- 
tion. In  short,  the  world  has 
forgiven  the  antitrust  violations. 
Cost-cutting  and  an  im- 
proving economic  environ- 
ment should  put  Sotheby's 
back  in  the  black  by  the  end  oft 
next  year.  The  stock  hit  a  five-i 
year  peak  of  $47  in  April  1999  and  currently  sells  near  alltimei 
lows.  I  predict  net  income  of  $25  million,  or  40  cents  a  share,  i 
on  revenue  of  $400  million  in  2003.  At  20  times  this  depressed' 
estimate,  the  shares  are  affordable.  They  are  also  at  a  56%  dis-j 
count  to  their  $18  intrinsic  worth. 

Suitably  headquartered  on  Manhattan's  posh  Fifth  Avenue,j 
Tiffany  &  Co.  (26,  tif)  has  epitomized  luxury  since  it  wasi 
founded  in  1837.  The  store  chain  is  best  known  for  fine  jewelryr 
(80%  of  sales  in  fiscal  2001),  but  it  also  sells  other  high-style  I 
goods  ranging  from  clocks  to  crystal.  The  1961  film  classic  i 
Breakfast  at  Tiffany's  enshrined  the  retailer's  timeless  allure  im 
popular  culture.  It  has  trademarked  the  particular  shade  of 
blue  used  for  its  signature  boxes.  The  company's  classic  designs 
enjoy  an  extended  shelf  life  of  20  to  40  years,  allowing  it  to 
adhere  to  a  strict  poUcy  of  never  holding  a  sale. 

That  said,  the  stock  is  on  sale  at  a  28%  discount  to  its 
$36  intrinsic  value,  22  times  trailing  earnings  and  20  times 
forward. 

In  1889  Northern  Trust  (36,  ntrs)  opened  a  modest  one- 
room  office  in  Chicago's  Loop.  From  these  humble  roots,  the 
company  has  grown  to  become  a  globally  revered  asset  man- 
ager for  wealthy  people,  corporations  and  institutions.  Assets 
under  administration:  $1.4  trillion. 

Northern  Trust  dominates  the  market  for  millionaires  and 
is  well  poised  to  benefit  from  that  group's  growth.  While  the 
U.S.  population  is  expected  to  increase  1%  annually  over  the 
next  five  years,  the  high-net-worth  segment  (people  with  $1 
million  or  more  of  investable  assets)  is  expected  to  grow  at 
nine  times  that  rate,  says  Northern  Trust.  Known  for  its  high- 
touch  customer  service,  the  company  has  an  office  within  a  30- 
minute  drive  of  a  third  of  U.S.  millionaires. 

The  stock  is  far  down  from  the  $92  it  hit  in  Decembei 
2000.  Now  it  trades  for  18  times  trailing  earnings  and  16  times 
forward  earnings.  The  price  also  represents  a  32%  discount  to 
my  $53  estimation  of  the  share's  intrinsic  value.  f 
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BY  ZINA  MOUKHEIBER 


CAT  IS  WHERE  ITS  AT,  BUI 
the  drug  industry  has  an 
awfully  hard  time  getting 
there.  One  promising 
obesity  pill  after  another 
1  come  out  in  recent  years, 
y  to  fall  short  or  endanger  the 
3lic  each  time. 

As  a  result  the  industry 
mgs  a  mere  $440  million  in 
s  from  a  population  of  60  mil- 
n  obese  Americans.  The  newest 
pills,  Hoffmann- La  Roche's  Xenical  and  Abbott  Laboratories' 
ridia,  are  struggling  after  a  promising  start.  Xenical,  which  pre- 
its  the  body  from  absorbing  fat,  can  provoke  severe  diarrhea;  its 
es  fell  16%  to  $170  million  last  year  and  are  unlikely  to  rebound 
jch.  Meridia,  on  track  for  about  $120  million  in  sales  this  year, 
inder  scrutiny  from  the  Food  &  Drug  Administration  after  sev- 
J  patients  died.  The  most  effective  weight-loss  drug  remains  the 
year-old  generic  phentermine — one-half  of  the  infamous  fen- 
en  combo  that  caused  heart  problems  and  forced  Wyeth  to  set 
de  SI 3.2  billion  for  liability  settlements. 
Meanwhile,  people  keep  putting  on  the  pounds.  Some  31% 
the  adult  population  is  now  considered  obese,  double  the 
el  in  1980,  a  study  in  the  Journal  of  the  American  Medical 
iociation  reported  last  month.  In  this  pandemic  of  portliness, 
ne  300,000  people  die  each  year  of  obesity- related  diseases  such 
diabetes  and  cardiovascular  problems.  U.S.  Surgeon  General 
vid  Satcher  warns  that  obesity,  if  left  untreated,  may  soon 
ise  as  many  deaths  as  smoking. 

Now  comes  a  new  glimmer  of  hope:  a  hunger-fighter  called 
okine,  from  Regeneron  Pharmaceuticals  of  Tarrytown,  N.Y.  It  is 


based  on  a  chemical  in  the  brain  that  prevents  injured  neurons 
from  dying.  Axokine  is  the  front-runner  of  two  obesity  drugs  in 
late-stage  trials;  the  other,  from  Sanofi-Synthelabo  of  France,  appears 
to  block  the  cannabinoid  receptors  in  the  brain  that  stimulate 
hunger  in  response  to  marijuana.  And  hope  springs  eternal.  Last 
month  Myriad  Genetics  said  it  had  discovered  an  obesity  gene. 

Studies  from  Regeneron's  middle-stage  human  trials 
released  last  year  show  that  obese  patients  weighing  220 
pounds  lost  an  average  of  4.7%  of  their  weight,  or  10.4  pounds, 
over  12  weeks,  while  those  on  a  sugar  pill  gained  a  pound. 
Forty-eight  weeks  after  stopping  treatment  they  had  shed  an 
average  12.4  pounds,  or  5.6%  of  their  weight.  Regulators  want 
to  see  a  minimum  5%  average  loss  over  one  year;  the  loss  of  a 
mere  10  pounds  reduces  an  obese  person's  chances  of  develop- 
ing diabetes  by  up  to  60%. 

A  two-year  late-stage  trial  began  in  September  2001  with 
2,000  patients.  Side  effects  have  been  limited  to  nausea  and  mild 
skin  reactions  to  the  injection.  Regeneron  Chief  Executive 
Leonard  Schleifer  hopes  to  file  for  approval  by  the  end  of  2004. 
"It's  been  a  long  road.  Hopefully  this  will  be  the  first  drug  bub- 
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bling  to  the  surface,"  he  says. 

Regeneron  badly  needs  a  winner.  With  only  $20  million  in 
expected  revenue  this  year,  it  has  never  brought  a  drug  to  market 
since  its  inception  in  1988.  It  has  lost  a  cumulative  $388  million 
but  has  plenty  of  cash  left  ($341  million)  and  a  hardy  board  of 
directors  that  includes  former  Merck  chairman  Roy  Vagelos  and 
Nobel-w^inning  pharmacologist  Alfred  Gilman. 

When  Schleifer,  a  50-year-old  neurologist,  cofounded 
Regeneron  with  George  Yancopoulos,  a  molecular  immunolo- 
gist,  the  main  target  was  Lou  Gehrig's  disease.  In  1990  they 
cloned  a  breakthrough  product:  cUiary  neurotrophic  factor,  or 
CNTF,  a  nerve  growth  hormone  they  later  named  Axokine.  But  it 
failed  to  stop  Lou  Gehrig's,  and  trial  patients  lost  10%  of  their 


Think  Thin 


When  Regeneron's  experimental  drug  Axokine  docks 
on  a  neuron's  receptor  at  the  base  of  the  brain,  it  sets 
off  a  signaling  protein  called  STATS  that  tells  the  cell's 
DNA  to  turn  down  its  neuropeptide  hunger  alarms. 


Neuropeptides 


body  weight.  "We  were  concerned.  We  had  no  clue  what  was 
causing  the  weight  loss,"  says  Yancopoulos. 

Clues  soon  began  to  emerge  from  an  unexpected  place.  In 
1994  a  scientist  at  Rockefeller  University  discovered  the  "obese" 
gene,  which  plays  a  role  in  regulating  hunger.  Mice  missing  the 
gene  were  obese.  When  injected  with  the  protein  leptin,  which 
the  obese  gene  codes  for,  they  shed  up  to  one-third  of  their 
weight  in  fat.  A  media  frenzy  over  the  "fat  gene"  erupted,  and 
Amgen  paid  Rockefeller  U.  $20  million  for  exclusive  rights,  out- 
bidding six  other  firms 

But  trial  patients  on  leptin  lost  very  little  weight,  and  Amgen 
halted  its  trials  last  year.  The  leptin  breakthrough,  however,  was 
a  stroke  of  luck  for  Regeneron.  In  1997  a  group  of  Italian  scien- 
tists published  a  paper  showing  th.it  Regeneron's  drug  Axokine 
and  leptin  activated  the  same'dgnaling  pathways  in  the  brain. 
"We  said,  'Holy  cow,  we've  got  an  obesity  -'nig  on  our  hands,'" 
says  Schleifer. 

He  won  a  big  vote  of  confidence  1 1  1997,  when  Procter  & 
Gamble  paid  Regeneron  $140  million  \  cash,  half  of  it  to 
acquire  a  16%  stake  in  the  biotech  boutique,  tlvM^iiier  half  to  be 


used  to  jointly  develop  drugs,  including  Axokine,  and  to  split  th 
profits.  But  patients  at  high  dosages  in  early  trials  developei 
severe  cold  sores.  In  mid- 1999,  as  the  fen-phen  scare  was  in  fill 
swing,  a  gun-shy  P&G  pulled  out  of  the  Regeneron  deal  and  ulti 
mately  reduced  its  stake  to  6% — but  left  the  cash  behind. 

Schleifer  was"  on  his  own,  betting  big  that  Axokine  coulc 
deliver.  At  first  glance  Axokine  and  Leptin  look  like  completeh 
different  hormones.  Axokine  is  produced  in  the  brain  and  ex 
tends  the  life  of  damaged  neuron  cells.  Leptin  comes  from  fa 
tissue  and  helps  the  body  store  fat.  Probing  further,  Yancopou 
los  realized  that  Axokine  and  Leptin  were  related:  They  botl 
dock  at  similar  cell  receptors  in  the  hypothalamus,  a  clump  o 
neurons  located  at  the  base  of  the  brain  and  active  in  control 
ling  appetite.  Once  both  hormone: 
connect  to  their  receptors,  they  activat 
a  signaling  protein  called  STAT3,  whicl 
binds  to  the  neuron's  DNA.  The  DNA  ii 
turn  sends  a  message  to  the  cell  to  sto| 
making  more  of  a  group  of  neuropep 
tides  that  tell  the  body  it  is  time  ti 
chow  down.  "Light  bulbs  went  off, 
Yancopoulos  recalls. 

Amgen's  Leptin  flopped  because  i 
works  only  in  patients  who  lack  th 
obese  gene.  It  has  little  effect  on  thos 
with  the  gene,  because  their  bodie 
release  leptin  in  proportion  to  th 
amount  of  fat  present.  The  more  the 
eat,  the  more  leptin  they  make.  Ai 
injection  of  additional  leptin  doesn' 
make  them  eat  less.  This  is  why  Amge. 
pulled  the  plug. 

By  contrast,  Axokine  seems  t 
work  on  a  broader  patient  poo 
though  why  it  works  at  all  remains 
mystery.  Yancopoulos  thinks  it  fools  the  brain  into  forgettin 
the  number  of  calories  it  missed.  After  he  took  some  mice  off 
forced  diet,  they  hinged,  as  humans  do,  surging  past  their  foi 
mer  body  weight.  But  critters  taken  off  Axokine  slow! 
returned  to  their  original  intake  without  chunking  up.  Huma 
trials  have  yet  to  prove  this. 

Schleifer  vows  that  Axokine  can  rival  the  performance  ( 
phentermine,  which  generates  an  average  13%  weight  loss  aft< 
36  weeks,  compared  with  litde  more  than  5%  for  a  52-week  pre 
gram  of  Meridia  or  Xenical.  "People  are  looking  for  that  mag 
pill;  they're  looking  to  lose  20%  to  30%,  and  if  that's  not  me 
they  get  upset,"  says  Donald  Schumacher,  director  of  the  Cent( 
for  Nutrition  &  Preventive  Medicine  in  Charlotte,  N.C. 

The  FDA  has  stringent  requirements  on  potential  obesil 
drugs.  Regeneron  has  to  complete  two  years  of  late-stage  testir 
to  show  that  its  drug  works,  whereas  a  company  developing,  sa 
a  diabetes  drug  can  stop  at  six  months.  What's  worse,  insuram 
companies  have  yet  to  begin  reimbursing  patients  for  antiobi 
sity  drugs.  Schleifer  is  undaunted:  "We  hope  we're  going  I 
exceed  the  drugs  on  the  market." 
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Arthur  Levitt  issues 

"A  clarion  call  to  investors 

to  'take  on'  the  Street" 

-THE  WALL  STREET  JOURNAL 
from  the  review  by  John  C.  Bogle,  founder  and  former  CEO  of  the  Vanguard  Group 


)rp()rate 


f^^r  Chaw  Of  the  securities  I 
WITH  PAM«-A  °^^^" 


viiB|e  Conmiission 


WARREN  BUFFETT  sayS 

"The  small  investor 
has  never  had 

a  better  friend  than 
Arthur  Levitt." 


The  FINANCIAL  TIMES 

calls  him 

"A  David  battling  the 

Goliaths  of  lAfall  Street 

...with  a  mighty 
accurate  sling-shot." 

— Henry  Paulson, 

Chief  Executive  of  Goldman  Sachs 


USA  TODAY  hails 
"A  manifesto  that  says, 
'Investors  of  the  world, 
unite!'" 


The  book  THE  NEW  YORK  TIMES  says  "actually  delivers"  on  the  promise  that  it  Is 

wii  "The  only  investment  guide 
tie  average  American  will  ever  need." 
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jsiness  in  the  Arts  Awards 

jnsored  by 

iiness  Committee  for  the  Arts,  Inc. 
Forbes 


unders 

Prudential  Financial,  Inc. 
Newark,  NJ 


adership 


jack  Belz,  Chairman  and  CEO 
Belz  Enterprises 
Memphis,  TN 

•mmitment 

Small  Company 

The  Mark  Spencer  Hotel 

Portland,  OR 

Midsize  Company 

Newark  Morning  Ledger  Company 

Newark,  NJ 

Large  Company 

Continental  Airlines 
Houston,  TX 


lovation 


I  These  businesses 
and  business  leader 
measure  success 
by  their  contributions 
to  the  community. 


And  for  their  contributions  to  the  community  made 
through  extraordinary  support  to  the  arts,  they  have 
been  recognized  with  a  national  Business  in  the  Arts  Award. 
By  integrating  the  arts  into  their  businesses,  encouraging 
their  employees  to  volunteer,  and  offering  their  products 
and  services,  they  benefited  the  arts,  their  business  and 
their  communities. 


Small  Company 
Design-Build  Partners 
Louisville,  KY 

Midsize  Company 

Fugro  Chance,  Inc. 
Lafayette,  LA 

Large  Company 
Wachovia  Corporation 
Charlotte,  NC 


If  your  company,  or  another  that  you  know  of,  is  making  a 
difference  by  supporting  the  arts,  consider  a  nomination  for 
the  2003  Business  in  the  Arts  Awards.  Visit  www.bcainc.org 
for  nomination  information. 


w  Initiative 

Small  Company 

Matthews  Southwest 
Lewisville,  TX 

Large  Company 
Applied  Materials,  Inc. 
Santa  Clara,  CA 


0BCA 


Business  Committee  for  the  Arts,  Inc. 

Bringing  business  and  the  arts  together. 

29-27  Queens  Plaza  North 
Long  Island  City,  New  York  11101 
T:  718  482-9900  F:  718  482-9911 
www.bcainc.org 
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Best  Natural  Preservative: 


Money 


Woodsman,  spare  that  plant; 

Botanist  Paul  Cox 

rescues  an  ecotourist 

paradise  from  loggers. 

BY  MICHAEL  MAIELLO 


HUNDRED  FEET  IN  THE  AIR,  A  NETWORK  OF  ROPE  AND  CABLE  BRIDGES  CRISSCROSSES 
the  30,000-acre  Falealupo  Preserve  in  westernmost  Samoa.  From  the  fern-  and  orchid-rich  canopy  hikers  look  up 
to  see  cloud-ringed  Mount  Sili  SOi,  which  juts  6,800  feet  into  the  air.  The  preserve  has  one  of  only  nine  such  aer- 
ial rain  forest  walkways  in  the  world.  That  it  exists  at  all  can  be  credited  to  a  resourceful  scientist  named  Paul  Cox. 
Cox,  who  has  a  doctorate  in  biology  from  Harvard,  became  persuaded  that  Samoa's  jungle  contained  rare 
botanicals  of  potential  use  against  AIDS  and  cancer.  To  protect  them,  Cox  had  to  engage  in  some  pretty  unsci- 
entific behavior — such  as  letting  himself  be  made  a  god.  Thirty- four  native  chiefs  insisted  he  accept  the  name  of 

the  Samoan  war  goddess,  Nafanua.  They 
meant  it  as  an  honor,  and  Cox  couldn't  very 
well  say  no.  His  scheme  for  saving  flora 
depended  on  his  rapport  with  the  chiefs.  He 
admits,  though,  that  he  worried  about  com- 
mitting the  cardinal  sin  of  anthropology:  As  a 
fan  of  loseph  Conrad's  novels,  he  feared  he 
might  be  just  one  more  white  guy  succumb- 
ing to  heat  and  his  own  hubris. 

Cox,  49,  might  have  lived  a  less  colorful 
life  had  he  not  lost  his  mother  to  breast  can- 
cer in  1984.  The  trauma  inspired  him  to  take 
a  leave  from  his  post  as  a  botany  professor  at 
•ij— ;v»i«.JWt>j    Brigham  Young  University  and  to  return  to 
Samoan  healer  Pea  Lilo  applies  herbs  fo  a  Falealupo  latient  Samoa,  where  he'd  lived  as  a  missionary  dur- 
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Green  another  50  years:  A  commercial  covenant  now  protects  Samoa's  botanical-rich  forest. 

tion  of  the  forest's  botanical  treasures. 


ing  college.  With  his  fluency  in  the 
Samoan  language  and  his  knowledge  of 
plants,  he  embarked  on  an  experiment  in 
ethnobotany  (the  study  of  the  relation- 
ship between  plants  and  cultures). 

Working  with  Falealupo's  native  heal- 
ers, he  determined  that  bark  from  the 
indigenous  mamala  plant,  used  to  treat 
everything  from  incontinence  to  hepati- 
tis, should  be  screened  for  antiviral  prop- 
erties. He  sent  samples  to  the  National 
Cancer  Institute  in  Bethesda,  Md. 

The  plant  itself,  meanwhile,  was 
threatened  with  destruction.  Falealupo 
faced  a  financial  crisis  that  put  the  survival 
of  the  very  forest  at  risk.  The  Samoan  gov- 
ernment had  demanded  the  village  build  a 
school  or  risk  the  expulsion  of  its  children 
from  the  nation's  public  education  system. 
To  raise  the  $85,000  needed  for  the  school, 
Falealupo  had  sold  logging  rights  to 
Samoa  Timber  Products,  which  had 
begun  clear-cutting.  To  stop  that — and  to 
protect  the  mamala  and  the  forest's  other 
botanicals — Cox  had  to  buy  back  the 
rights  and  strike  a  deal  with  local  chiefs. 

He  offered  to  sell  his  home  in  Utah 
and  solicited  donations  from  backers  who 
included  Rex  Maughan,  a  member  of  The 
Forbes  400  who  runs  an  Amway-style 
marketing  business  in  natural  products 
called  Forever  Living.  Co;c  also  drafted 
what  he  calls  the  Falealupo  Covenant 
between  himself,  the  village  ai''  1  the  other 
parties  that  stood  to  gain  from  ;  reserva- 


The  village  agreed  to  keep  loggers  out  for 
50  years  and  to  allow  Cox  to  continue  his 
research.  In  exchange  Falealupo  got 
money  already  donated  ($85,000)  plus 
33%  of  Samoa's  shares  of  royalties  on  any 
commercial  drugs  derived  from  mamala. 
Says  Cox,  "It  was  the  first  time  that  we've 
recognized  the  intellectual  property  rights 
of  a  native  population  in  drug  research." 
At  the  National  Cancer  Institute  re- 
searchers isolated  a  compound  known  as 
prostratin  from  mamala.  This  was  bad 
news  for  mamala's  potential  as  a  cancer 


prostratin  for  use  in  AIDS  treatments, 
which  has  been  licensed  to  the  nonprofit 
AIDS  Research  Alliance  of  West  Holly- 
wood, Calif  The  Alliance  wUl  put  pros-  i 
tratin  through  three  phases  of  human  tri- 
als. It  hopes  to  find  a  pharmaceutical 
partner  after  Phase  I  is  completed  some- 
time next  year.  Inspired  by  Cox's 
Falealupo  Covenant,  the  Alliance  has 
signed  a  contract  that  would  give  the  gov- 
ernment of  Samoa,  the  village  of  Falealupo 
and  its  healers  20%  of  any  profits.  So  far  it 
has  made  a  $5,000  good  faith  payment 
and  has  agreed  to  pay  an  additional 
$70,000  when  and  if  the  drug  passes  its 
Food  &  Drug  Administration  trials. 

Cox  can't  promise  that  the  corporate 
partners  needed  to  bring  prostratin  to 
market  will  share  their  profits  with  the 
Samoans,  but  he  hopes  they  will,  and  that; 
his  covenant  wiU  serve  as  a  model  for  fair 
dealing.  "It  would  go  a  long  way,"  he  says, 
"toward  helping  drug  companies; 
improve  their  tense  relationships  with 
developing  countries." 

As  Cox  waits  for  prostratin  to  worm 
its  way  through  FDA  trials,  he's  turned  his 
attention  to  neurodegenerative  diseases 
like  ALS  and  Parkinson's.  He  believes  that 
a  mid-20th  century  spike  in  ALS  cases' 
among  the  Chamorro  tribe  of  Guam  can  ■ 
be  explained  by  their  consumption  of  a  jp 
bat  that  dines  on  the  poisonous  cycad  . 
tree.  By  1978  the  Chamorro  had  hunted 


One  more  white  guy  succumbing 
TO  HIS  OWN  HUBRIS. 


drug,  since  prostratin  belongs  to  a  class  of 
compounds — phorbols — that  promote 
tumor  growth.  So  the  NCI  decided  to  see 
if  it  had  any  potential  as  an  AIDS  drug. 

Bingo.  NCI  researchers  discovered 
prostratin  counteracted  one  of  the  most 
insidious  strengths  of  the  HIV  virus — its 
ability  to  lie  dormant  in  cells  and  thus 
survive  virus-killing  medicines.  Current 
AIDS  cocktails  knock  a  patient's  viral  load 
to  nearly  nothing;  but  as  soon  as  a  patient 
stops  taking  the  cocktail,  dormant  HIV 
viruses  leave  the  cells  and  spark  a  new 
bout  of  AIDS.  Prostratin  flushes  out  the 
virus,  so  the  cocktail  can  kill  it. 

The  NCI  and  Cox  share  a  patent  on 


Guam's  bats  to  extinction  and  started  to  \ 
import  bats  from  cycad-free  Falealupo. 
ALS  cases  immediately  declined.  Cox  iji 
studying  the  cycad-ALS  link  with  neurolo- 
gist and  writer  Oliver  Sacks. 

In  1997  Cox  published  his  memoir! 
Nafatnia:  Saving  the  Samoan  Rain  Forest 
winning  the  Goldman  Environmenta  I 
Prize  ($37,500)  for  work  described  in  th( 
book.  Through  a  foundation,  that  money 
too,  has  gone  to  Falealupo's  villagers,  wh< 
have  used  it  to  maintain  the  aerial  hikinj 
trails  that  draw  ecotourists  from  arount  | 
the  world. 

For  more  information  on  Falealupo  am  I 
how  to  get  there,  visit  forbes.com/faleahipo.t 
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Rarely  does  traveling  with  children 
produce  such  sheer,  unadulterated  joy. 


Admitting  that  traveling  with 
Idien  can  be  a  challenge  doesn't 
ke  you  a  bad  parent.  It's  just 
t  the  Netjets  fractional  aircraft 
lership  program  will  make  you  a 
ppier,  more  relaxed  parent  (and  do 
nders  for  the  kids).     J 

The  joy  begins  wjtlra  plane  that  takes 

where  you  want,  when  you  want  — 
1  no  lines,  waits,  or  crowds. 

Your  dedicated  Owner  Services  Team 
ures  that  plane  is  outfitted  like  your 
ng  room,  with  everyone's  favorite 
ds,  movies,  DVDs,  video  games  — 


everything  needed  to  avoid  the  dreaded 
"Are  we  there  yet.'" 

The  industry's  most  experienced 
pilots  (all  are  rated  captain  by  the  FAA), 
the  largest,  most  proven  fleet  in  the 
fractional  sky,  and  the  knowledge  that 


ground  transportation  has  also  been 
attended  to  surely  contribute  to  a  par- 
ent's peace  of  mind.  And  help  explain 
why  more  people  who  can  fly  any  way 
they  want  fly  with  Netjets. 

Experience  it  for  yourself.  And 
bring  the  kids.  Call  1-877-NETJETS 
(1-877-638-5387)  or  visit  netjets.com. 


Everything  else  is  just  a  plane 


Netlets  Inc.  is  a  Berkshire  Hathaway  company. 


FORBES  LIFE  I  BOOKS 


The  Warlock  of  Menlo  Park 

Thomas  Edison— villain?  The  shocking  story  of  his  effort  to  promote  death  by  electrocution. 

BY  SUSAN  ADAMS 


THOMAS  EDISON  REMAINS  ONE  OF 
America's  heroes,  both  in  busi- 
ness and  in  popular  history.  With 
his  incandescent  Hghtbulb  he  turned 
night  into  day.  He  invented  the  stock 
ticker,  the  phonograph,  the  motion  pic- 
ture camera.  His  laboratory  in  Menlo 
Park,  N.J.,  was  famously  fecund. 

He  was  also,  it  turns  out,  an  angel  of 
death.  It's  thanks  to  him  that  today  ten 
states  (down  from  26  in  1949)  permit  use 
of  the  electric  chair  on  criminals.  In  soci- 
ologist Richard  Moran's  morbidly  fasci- 
nating new  book.  Executioner's  Current 
(Knopf,  $25),  this  dark  side  of  Edison 
comes  vividly  to  light. 

The  prelude  to  Moran's  story — the  so- 
called  battle  of  the  currents — is  well 
known:  By  the  mid- 1880s  Thomas  Edison 
and  George  Westinghouse  were  at  war  to 
see  which  method  of  power  distribution 
would  prevail.  Edison  favored  direct  cur- 
rent (dc);  Westinghouse,  alternating  cur- 
rent (ac).  Direct  current,  in  which  elec- 
trons flow  in  only  one  direction,  worked 
fine  over  short  distances  but  was  problem- 
atic for  the  long  haul.  To  send  power  miles 
away  without  huge  line  losses  demanded 
that  electricity  be  stepped  up  to  a  high 
voltage,  then  stepped  down  again  at  the 
receiving  end.  In  an  AC  system  such  con- 
versions needed  only  transformers,  which 
were  cheap  and  efficient.  Transformers  for 
DC,  however,  did  not  exist. 

Nikola  Tesla  i>  invention  of  the  electric 
induction  motor  in  1883  only  strength- 
ened Ac's  industrial  dominance,  since  the 
motors  ran  only  on  AC 

Edison  mounted  a  legal  challenge,  fil- 
ing 1 1  suits  that  claimed  Westinghouse 
had  infi-inged  on  his  patents.  A  confident 
Westinghouse  rennirked,  "It  is  all  bunk- 
um on  their  part."  I'he  courts  agreed.  So 
Edison  upped  th^  ,inte,  claiming  that 
high-voltage  AC  had  hilled  innocent  peo- 
ple. He  put  out  paniphjcts,  planted  nev\s 
stories  and  inveighed  public"./  .igainst  Ac:. 

It  wasn't  enough  to  stop  the  supoi  ior 
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You  light  up  my  life:  Old  Sparky,  a  1923  chair. 

technology.  So  Edison  found  another  way 
to  undermine  his  competitor.  A  commis- 
sion appointed  by  the  governor  of  New 
York  was  studying  alternatives  to  hanging 
as  a  means  for  killing  criminals.  Edison 
sent  word  to  the  commission  that 
although  he  would  like  to  see  capital  pun- 
ishment abolished  altogether,  death  by 
electrocution  was  the  most  humane 
method — and  AC  the  preferred  current. 

Harold  Brown,  a  31 -year-old  self- 
taught  engineer,  asked  if  he  could  con- 
duct experiments  at  Edison's  lab.  Edison 
happily  complied.  In  a  series  of  gruesome 
displays.  Brown  killed  dogs  and  then  a 
horse  using  alternating  current.  Eventu- 
ally Brown  helped  promulgate  specs  for  a 
human-killing  chair. 

Westinghouse,  meanwhile,  did  not  sit 
idly  by.  He  attacked  Brown  in  the  press 
and  refused  to  provide  him  with  an  AC 
generator.  But  Brown,  working  with  Edi- 
son, got  three  used  Westinghouse  genera- 


tors through  a  dealer  in  Boston/ 
Their  chair  was  ready  for  its  first 
victim:  William  Kemmler,  a  Buf- 
falo man  who  had  murdered  his  i 
wife  with  a  hatchet.  Though  I 
Kemmler  had  confessed  to  the ' 
crime  and  had  said  publicly  he 
was  prepared  to  die,  Westing-;; 
house  secretly  financed  an  all- 
out  legal  effort  to  win  a  stay  ofi 
execution,  challenging  the  con-t 
stitutionality  of  electrocution.^ 
The  U.S.  Supreme  Court's  1890' 
decision  not  to  hear  Kemmler's' 
appeal  is  still  cited  as  proof  that] 
electrocution  is  neither  cruel  non 
unusual. 

The    most    vivid    part    of) 
Moran's  book  is  his  account  of 
Kemmler's  execution,  which  was 
horribly  botched.  Two  blasts  ot  ■ 
1,300-vok  AC  coursed  through  '' 
the  prisoner's  body.  The  second 
lasted  nearly  four  minutes,  until 
the  smell  of  burning  flesh  filled 
the  room.  Moran  speculates  Edison  bribed  |ii 
the  reporter  whose  newspaper,  next  day, " 
ran  the  headline:  "Kemmler  Westing- 
housed."  If! 
Edison  may  have  won  the  battle,  but  • 
until  recently  he  appeared  to  have  lost  thi 
war.  AC  continued  its  dominance,  and  in 
1892,  under  pressure  from  financier  J.P. 
Morgan,  Edison  merged  his  company  ; 
with  AC  purveyor  Thomson-Houston,  r 
thus  forming  General  Electric.  Today  Ac 
remains  the  current  of  choice,  since  ii 
converts  easily  to  different  voltage  levels 
But  DC  has  lately  battled  back.  It  power; 
TV  sets,  mobile  phones,  computers,  an\ 
sort  of  contained  electrical  device,  o 
which  there  are  more  all  the  time.  Scien 
tists  are  striving  to  develop  superconduct 
ing  wires  for  power  transmission.  It  am 
when  they  do,  there  is  a  chance  DC  coulc 
become  the  preferable  current  for  lonj 
distance.  In  engineering  as  elsewhere,  i 
ain't  over  till  it's  over.                            I 
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hg  the 
elocation  Calculator  Is  brought 
to  you  by  lEDC,  Forbes,  and  the3 
featured  lEDC  members  ^ 


Charlotte 
USA. 

Life.  In  Balance. 


elect  a  new  location  for  your 
ompany  in  30  minutes  -  free! 

^ww.forbes.com/iedc 

nning  your  company  is  hard  enough.  The  Forbes/IEDC  InfoSite 
ituring  the  Corporate  Relocation  Calculator  provides  a  faster, 
arter  way  to  make  expansion  and  relocation  decisions.  With  a 
^  clicks  you  can  access  a  search  engine  that  allows  you  to 

« 

npare  communities  using  criteria  based  on  population,  income, 
or,  and  quality  of  life  variables. 

not  only  easy  -  it's  all  free  ...  from  Forbes  and  the 
srnational  Economic  Development  Council  -  the  one  source  for 
)nomic  development  information.  Give  the  Corporate  Relocation 
culator  a  try  today.  Then  start  packing! 

itact  Peter  Malloy  at  212  620-2224  for  more  information. 
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?rpvacom 

J      1  Greater  Richmond  Partnership  Inc 
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Henry  County 


VIRGINIA 

Instant  start-ups.' 


MARYLAND 


www.chooseniaryland.org 


New  York  City 
Economic  Development 
Corporation 


San   Antonio 
Economic   Development   Foundation 

602  E.  Commerce,  RO.  Box  1628  ■  San  Antonio,  TX  78296 

(2101226-1394  •  FAX:  (210)223-3386 

edf@dcci.com  •  www.sanantonroedf.com 
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VIRGINIA 

Is   For   Business 
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next  great  _ 


f  your  company  is  having  trouble  comp  eting 
this  sentence  it's  going  to  be  tough  going. 

Especially  for  the  CIO. 


New  products  are  the  lifeblood  of  any  organization.  Without  them  the  central  issue  is 
no  longer  success,  it's  survival.  To  succeed,  therefore,  a  company  must  have  a  product 
development  strategy  to  effectively  link  the  processes,  partners  and  resources  - 
internal  and  external. 

The  Forbes  CIO  Forum  is  a  few  weeks  away.  And  there's  still  time  to  register  This  event 
features  two  days  with  the  top  minds  in  product  development  technology  sharing  their 
insights  and  strategies  that  are  helping  them  succeed  today. 

Come  hear  people  like  Jim  Heppelmann,  CTO  of  PTC,  a  company  that's  helping  lead 
the  way  in  truly  effective  product  development  design  and  management.  And  Robert 
Napier,  SVP/CIO  of  Hewlett-Packard.  As  well  as  Gary  Roberts,  CIO  of  Oracle  and  Ralph  . 
Szygenda,  GVP/CIO  of  GM.  And  network  with  your  peers  and  other  resources  that  can 
make  you  more  effective  in  your  critical  role. 

The  2002  Forbes  CIO  Forum  is  about  information,  not  theory  You'll  get  answers  that 
will  prepare  you  and  your  organization  for  2003  and  the  years  ahead.  Registration  is 
easy:  just  call  Linda  Stalzer  at  212.367.3527  (email:  lstalzer@forbes.com)  to  register  for 
the  Forbes  CIO  Forum. 

The  Forbes  CIO  Forum.  Register  today.  It's  the  next  great  thing. 
Speakers  Include 


Jim  Heppelmann  Rich  Karlgaard         Richard  Ketchum  Robert  Napier  Gary  Roberts 

CTO  Conference  Chairman         President  &  Deputy  Chairman  Senior  VP&  CIO  CIO 

PTC  Publisher  Forhes  Uagaime       The  Nasdaq  Stock  Market  Hewlett-Packard  Oracle 


Ralph  Szygenda      'j. 

Group  VP  &  CIO  If 

General  Motors 


Presented  by: 


^ 


PXC*     Sponsored  by:   O' 


blipc   PriceWaTeRhous^pers  !S    ^3^^ 


For  complete  conference  details  visit  www.forbes.com/conf 


KREER  OPPORTUNITIES 
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rci-together.com 


WANTED:  Long-tenn  commitinent  from 
experienced  inside  sales  consultants. 

'  "AWARDS:  Salary  and  aggressive 


red  of  pushing  stock  in  a  down  economy?  Frustrated 
ith  mortgage  deals  falling  through  because  of  situations 
yond  your  control?  Do  you  love  selling  but  are  over 
orked  on  a  commission  only  basis? 

len  its  time  for  a  change!!  Our  25-year-old  company 
cated  in  sunny  Jupiter,  FL  is  looking  for  experienced 
side  sales  consultants  to  help  service  the  needs  of 
ir  established  national  clientele.  Enjoy  the  freedom 
do  what  you  do  best  in  our  brand  new  facility  just 
f  1-95.  Work  with  our  database  of  over  300,000 
vision  makers  across  the  country. 

prospecting!  Qualified  leads  provided  daily.  No 
jhts!  No  weekends!  Salary  &  Commission  8  Benefits 
Bonuses. 


If  this  opportunity  appeals  to  you,  e-mail  your 
qualifications  to  mcorreiro@rci-together.com  iTstz 


J 


fs  a  long  way  to  the  top. 
Care  for  a  lift? 

Whatever  your  mission,  we're  the 

vehicle  that'll  take  you  further. 

There's  no  better  place  to  explore 

new  frontiers  than  with 

BestJobsUSA.com. 
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Our  solutions 
have  a  face. 


Stock  Brokers,  Financial  Consultants, 
Investment  Executives 


If  you  are  a  producing  registered  representative  ^vho 
wants  to  review  new  career  opportunities  and  deter- 
mine your  market  value  then  you  need  to  call  Milt  Barnes 
at  1-877-531-81 54*2427. 1  have  13  years  of  experience 
in  the  retail  brokerage  industry  and  also  operated  a  bro- 
ker/dealer 1  will  help  you  negotiate  the  best  package 
available  for  your  needs. You  need  to  know  the  current 
employment  incentives,  contract  terms,  and  asset  accu- 
mulation bonuses.  1  will  provide  these  insights  and  assist 
you  in  making  the  right  decision  for  your  fuUire. 


Confidentiality  Is  Assured  When  I  Represent  You. 


My  services  include  placement  of  brokers  for  banks 
and  securities  firms,  consulting  services,  placement  of 
branch  managers,  and  recruiting  assistance  to  branch 
managers. 

TOLL  FREE:  1-877-531-8154*2427 

Milt@rrservices.com 

OFFICE:  1-858-756-3265  •  FAX:  1-858-756-9461 

17481 


< 

CO 


^"'    "I^F 

^^■■■PiCotp,  we  understand 

«Kr'.  i.  ^m 

that  the  integration  and 

^^-  ^  u 

implementation  of  different 

.iiit.^^. 

thoughts  and  ideas 

^m           1 

•Sim  ^    ''  *^^^*  brings  technology 

I^^^IPHP' 

IfPyB  to  life. 

tr 

M"' 

^^^BOpportunitfes  exist  for: 

w^ 

JH^H    •  Network  Administrators 

jS 

tHHBr'  '  Subcontracts  Managers 

^st 

n^^ 

•  Administrators./Developers 
•  Systems  Security 

t 

^^.  ji 

^t                       Administrators 

V- 

^^^iP 

^■jj^         '  Information  Assurance  Analysts 

CP 

^B 

^^^V        •  Information  Technology 

H 

.  ^ 

^^^V            Scientists 
^^^V        •  OA  Managers 

xn 

▼^ 

^^^m         '  Java  Programmers 
^^V        ■  Web  Developers 
^V        •  Public  Health  Specialists 
WK         •  Technical  Writers 
^        •  Risk  Manager 

% 

Please  forward 

your  reouFTiHi  to 

tOynCorp 

i 

iobs4g>dyncorp.com. 

^  Dynamic   DtuJicated   Dri</itn. 

gl 

You  must  include 

11710  PI:i/3  Aiiisrl4a  Drivo  •  Boston  VA  20190  •  www  <]yncorp.(otn 

^ 

the  following  code 

^ 

in  the  first  Itne  of  your 
resume  (no  attachments 

DvnCofp  IS  an  E^umI  Emplovm«nt  Opportunny  f»ri<l 

please):  xhxFOR 

Affirmatrvtt  Action  (EEO/AA)  iimployur 

< 

/f? 

"HAVE  BOOK,  WILL  TRAVEL!" 

S 

rtise  here  call  561-277-1215 


For  more  career  opportunities  visit  BestJobsUSA.com 


Advertisement 


mM  ii  uui 


Jk 


Instant  Advertiser  Information  to  receive /r^e information 

from  Forbes  advertisers  visit  their  web  sites  or  call  the  listed  phone  numbers 


I^ 


Forbes  Magazine  November  11,  2002 


llj  Area  Development 

•^  Michigan  Economic 
Development  Corporation 

www.michigan.org 

El  Automotive 

■^  Acura 

1-800-TO-ACURA 

www.acura.com 

■^  American  Honda  Motor 

Company 

I-800-33-HONDA 

www.honda.com 

■^  Cadillac 

1-800-333-4CAD 

www.cadillac.com 

■^  Chrysler:  Town  &  Country 

www.chrysler.com 

^  Ford  Quality  Checked 

www.fordcpo.com 

^GMC 

www.gmc.com/pro 

-^1  Infiniti  (2001) 

1-800-706-9923 

www.infiniti.com 

^1  Land  Rover:  Range  Rover 

www.landrover.com 

~^  The  Saturn  Corporation 

www.satum.com 

■^  Toyota 

www.toyota.com/tomorrow 

■^'  Toyota  Motor  Sales  USA 

1-800-GO-TOYOTA 

llJ  Business  Opportunity 

•^  CORF  Licensing  Services 

1-800-511-7036 
www.corf.com 

gl  Business  Services 

■^  angular  Wireless 
www.cingular.com/business 

^  Business  to  Business 

~^-  AK  Steel  Corporation 

1-866-571-6351 

www.aksteel.com/agion 

■^  Dukf  Energy 

www.duke-energy.com 

■^  Flight  Options,  Inc. 

www.flightoptionN.com 

1^  Computer/Technology 

~^  Computer  Associates 

1-800-225-5224 

www.ca.com 

■^  Fujitsu  PC  Corporation 

l-877-FPCDlRECT 

www.fujitsupc.com 

•^'  Hitachi  America.  Ltd. 

1-800-hilachi 

htip;//  global.hitachi.com/inspire 

^    IBM 

1-800-426-4968 

wvvw.ibm.eom 


^  Intel 

www.intel.com 

•^  Northrop  Grumman  Corporation 

www.northgrum.com 

■^  Sharp  Electronics  Corp. 

1-877-78-connect 

www.sharp-usa.com 

•^  Xerox  Network  Printers 

1-877-362-6567 

www.xerox.com/officeprinting 

gj  Consumer  Products/Services 

^  AndroGel 

1-800-241-1643 

www.androgel.com 

-^  Enzyte 

1-877-436-9983 

www.enzyte.com 

-^  Hallmark 

1-800-Hallmark 

www.Hallmark.com 

■^1  Malaysia  Airlines 

1-800-552  9264 

www.malaysiaairlines.com 

~^  Sanyo  Fisher 

www.sanyowireless.com 

^  United  States  Postal  Service 

www.usps.com 

^Dental  Care 

•^  American  Dental  Association 

1-800-232-7698 
www.ada.org/DR/151 

1^  Financial  Services 

■^  Charles  Schwab  &  Co. 

1-800-335-2264 

www.schwab.com 

-f'  Lincoln  Financial  Group 

1-877-ASK-LINCOLN 

www.LFG.com 

■^  Marsico  Funds 

1-888-860-8686 

www.marsicofunds.com 

-f  TD  Waterhouse 

SOOTDWaterhouse 

www.tdwaterhouse.com 

~^'  The  Vanguard  Group 

1-800-643-9998 

www.vanguard.com 

^Hotels 

-^li  The  Peninsula  Group 

www.peninsula.com 

"  Raffles  International  Hotels  & 
Resorts 

www.raffles.com 

(D  Travel 

^  AeroMexico 
www.aeromexico.com 

oneworld 
www.onoworld.com 


|S|Bttsinexx  Classified 

•^  Academic  Resource  Center 

1-800-951-1203 

www.arrc.org 

^  ARBOC,  Inc. 

1-561-621-7110 

~fi  Brana  Fine  Arts 

1-800-275-DALI 

•^  Capital  Asset  Management 

1-800-710-0002 

www.assetprotection.com 

■^  Capital  Solutions 

1-800-499-6179 

www.4capitalsolutions.com 

■^  Charleston  Health  Institute 

www.charlestonhealthinstitute.com 

■^  Delaware  Business  Inc. 

1-800-423-2993 

www.e-incorporate.com 

■^  Harvey  Jay  M.D. 

1-212-755-2237 

www.LaserHairRemovalReview.com 

■^  Higgenbotham  Auctioneers 

www.higgenbotham.com 

■^  Holiday  Timeshare  Resales 

1-800-704-0307 

www.holidaygroup.com 

^  InfoUSA 

1-800-555-5335 

~fj  International  Yacht  Collection 

1-888-213-7577 

www.yachtcollection.com 

-^  Kevin  Davis 

1-310-277-3642 

www.beverlyhillsapartments.net 

•^1  Krista  Micro,  Inc. 

1-888-747-9588 

www.kristamicro.com 

~fi  Man  Financial 

1-800-621-3424 

www.manfutures.com/BFS.htmi 

-^  Nationwide 

1-800-995-0049  ext  7675 

•^  Neuberger  Berman 

www.NB.com 

~fi  Portraits  by  McCready 

1-888-473-7878 

www.benmccready.com 

-^  Publishers  Group 

1-800-675-6144 

■^  Rarity  Bay 

1-888-R"aRITYBAY 

www.Rarity  Bay.com 

~f>  Steven  Sears  CPAIAttorney 

1-714-544-0622 

www.searsatty.corn 

■^1  The  Loan  Consultants,  Inc. 

1-800-336-3933 

www.viewtlc.coni 

■^'  Unlimited  Results.com 

1-800-520-5514 

wwvv.unlimitedresults.com 


■^  Western  States  ATM  Systems, 

Inc. 

1-800-829-3285 

www.atmcountry.com 

-fi  Your  Own  Colorado  Ski  Resoro 

1-303-260-6436 

www.acqgroup.com 

RJ  The  Forbes  Executive  Guide  to 

■^  Meetings 

'^  Charleston,  South  Carolina  am 
Resort  Beaches 

www.meetcharleston.com 

■^  Chattanooga  Area  Conventioitl 

Visitors  Bureau 

www.chattanoogacvb.com 

-^  Inn  on  Biltmore  Estate, 

Asheville,  North  Carolina 

www.biltmore.com 

^  Kentucky  International 

Convention  Center 

www.kyconvention.org 

^  Kingsmill  Resort 

www.kingsmill.com 

-^  Market  Pavilion  Hotel 

www.marketpavilion.com 

•^  The  Boston  Convention  and 

Exhibition  Center 

www.mccahome.com 

•^  Sea  Pines  Resort 

www.seapines.cim 

•^'  Seabrook  Island  Conference 

Resort 

www.discoverseabrook.com 

-^  Southern  West  Virginia  CVB  I 

www,  visitwv.com 

^Charlotte  USA:  The  Right 
•il^  Balance  Attracts  Big  Business 

-^  Charlotte  Regional  Partnership 

www.charlotteusa.com 

■^  Bank  of  America 

www.bankofamerica.com 

■fi  Charlotte  USA/Charlotte 

Regional  Partnership 

www.charlotteusa.eom 

■fi  Duke  Energy  Corporation 

www.duke-energy.com 

•^  Goodrich  Corporation 

www.goodrich.com 

■^  Transamerica  Reinsurance 

www.TransamericaReinsurance.coi 

■^  Wachovia  Securities 

www.wachoviasec.coni 

gJDivcrsiY)' 

-^  Freddie  Mac 
www.freddiemac.com 
■^  Land  Rover 

www.landrover.com 


-^  ='Web  visit  phone  call  only 
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INTERNATIONAL  YACHT  COLLECTION 

—  Specializing  in  World  Class  Megayachts  — 
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RENEWED  2002  147'  STERLING, 
GRP  CONSTRUCTION  BUILT  IN  1986 
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"DAYBREAK    153'  FEADSHIP,  1997 
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-SEAWOtFE"193'  DUTCH  BUILT  ICE 
STRENGTHENED  TUG  CONVERSION.  2002 


BIG  EAGLE "  172'  CUSTOM  YACHT 

BROKERAGE  •  CHARTER 

NEW  CONSTRUCTION 

YACHT  MANAGEMENT 

CREW  PLACEMENT 


This  Jon  Bannenberg  designed 
Sterling  yacht  has  an  all  new 
interior  and  exterior  including 
fairing,  paint,  electronics 
and  furnishings.  Five  large 
staterooms  with  an  elevator 
to  four  levels  and  a  helicopter 
landing  pad.  There  S  nothing  finer 
in  carbon  fiberglass  construction. 

Contact  Jim  Eden, 
Worldwide  Central  Agent. 


"Daybreak "  represents  the  best 
value  of  any  pedigree  vessel  on 
the  market.  This  six  stateroom 
yacht  has  been  meticulously 
maintained  to  the  highest 
standards.  Her  beautifully 
appointed  light  interior  and 
rich  fabrics  provide  formal 
entertaining  as  well  as  casual 
comfort.  Recent  1  million  dollar 
price  reduction! 

Contact  Jim  McConville, 
Worldwide  Central  Agent. 

Explore  the  world  in  this 
18,000  mile  range  expedition 
yacht.  Featuring  a  full  owner  fe 
deck  apartment  plus  five 
additional  guest  staterooms, 
a  helipad  and  loads  of  deck 
space.  Full  ABS  +  MCA. 

Contact  Bob  McKeage, 
Worldwide  Central  Agent. 


Six  staterooms  with  on-deck 
master  and  full  width  VIP  SR 
aft.  Huge  deck  spaces  including 
vast  main  salon.  Potential  for 
helicopter  pad.  This  yacht  has 
a  great  charter  record.  A  real 
ocean  going  vessel,  priced  to  sell. 

Contact  Mark  Elliott, 
Worldwide  Central  Agent. 


1515  S.E.  17TH  STREET,  SUITE  125  -FORT  LAUDERDALE,  FL  33316 
(954)  522-2323  -FAX:  (954)  522-2333  -(888)  213-7577 
www.yachtcollection.com  •  info@yachtcollection.com 
FT.  LAUDERDALE    •  ST.  MAARTEN    •   NEWPORT 
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Rarity  Bay  East  Tennessee  Real  Estate 


Executive  Health  &  Wellness 
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LAceptional  Waterfront  Golf  Living 

It's  an  interesting  choice:  the  coast  of  southern 
France  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
960-acre  peninsula  with  a  clianipionship  golf  course, 
an  equestrian  center,  country  club,  and  homes  in 
Trench  Country  architecture.  Grand  F.stale  homesites 
offer  you  Chateau  elegance  and  \vaterfront  vistas 
with  the  ambiance  of  f^ovence  in  the  foothills  of 
the  beautiful  Great  Smoky  Mountains,  Call  soon. 

Rarity  Bay  •  Vonore,  Tennessee  •  TbU  Free  1-888-RARITYBAY 
e-mail:  info^raritybay.com  •  wwuj.raritybay.com 


Homes  starting  In 
the  $20O.00Os 


Void  where 
protilbltet] 
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Portraits 


Oil  Portraits  by  Benjamin  McCready 

"The  finest  portraits,  the  best  prices,  and  an  unsurpassed 
record  of  client  satisfaction  for  more  than  25  years. " 

"Benjamin  McCready  is  one  of  the 
world's  leading  portrait  painters.  He 
has  earned  international  acclaim  for  his 
stunning  portraits  of  distinguished 
statesmen,  corporate  leaders,  and 
renowned  educators.  The  exceptional 
quality  of  his  work,  his  impressive  list 
of  clients,  and  an  unsurpassed  record 
of  highly  successful  commissions  puts 
him  at  the  top  of  his  profession." 
The  Guild  Sourceboolc 

Call     for     color     brochure  to 

discover    how    easy    it    is  to 

commission    your    corporate  or 
family  portrait. 

888.473.7878 
v\r>v>v.benmccready.com 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor  s, 
IVIaster's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans 
1-800-951-1203  www.arrcorg 
Fax:  1  707  371  2979 


Timeshare 


TIMESHARES 


save  up  to. 

70 


% 


off  retail! 


BEST  RESORTS, 
PRICES  &  WEEKS 


,  GREAT  RCI  & 
EXCHANGES 


II 


•  FREE  CATALOG 

CALL  (800)  704-0307 


HOLrDAYGROUP.com 


YOUR  EARNINGS  ARE  UR 

UNFORTUNATELY,  SO  IS 
YOUR  BLOOD  PRESSURE, 

When  you  achieve  success,  you  want  to  enjoy  all  of  its 
benefits.  Dr.  Peter  Miller,  a  recognized  wellness  authority, 
has  created  the  Charleston  Health  Institute,  a  complete  med- 
ical retreat  for  busy  executives. 

We  offer  state-of-the-art  executive  health  physical  exams 
and  healthy  lifestyle  counseling.  Based  at  the  world-renowned 
Kiawah  Island  Resorts  and  drawing  on  the  medical  expertise 
of   the    Medical    University    of   South 
Carolina,   our   program   will   help   you  \ 

maximize  the  enjoyment  of  your  success. 


: 


Charleston  HealtlTl  Institute 


I 
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800-803-3127  ■  www.charlestonhealthinstitute.com 


RARE  DALI  PRINTS 

If  you  own.  or  are  considering  the  purchase 
of  a  Sahiidar  Dali  print.... 


Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Sihador  Dnli  pnnts.  Each  print  is  fully 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints, "  is  a  must 
for  anyone  interested  in  works  signed  by 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SaivadorDali  Collector  s 
Newsletter".  (SI 3  per  issue) 


l-(800)   275-3254 

ask  for  IK-pt.  FM 

hlip://w«»  daligallcrv  com  •  FAX  llO-aW-JtWO 
Hia/u  RiK  \n  •  l.'i V!;  .-Viiuvh  Si..  »  IIW.  ftcHk  ^^■ll^.^lllI.■^,  CA  90272 


For  information  and  rates  on  advertising  in  the  next  Forbes  Business 
Cicissified  Section  contact:  Media  Options  (1-800-442-6441  for  ad  rates 
&  ad  information  only)  Fax:  1-973-694-8371  E-mail:  mediopt@aol.com 


Charge  your  a 


Forbes  Subscriber  Service,, .to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Security  Futures  Investment  Tools 


y  Foreclosed  Property. 

e  OUR  Money.  Split  Big  Profits, 
omplete  Training.  Call  for  Free 
Information  Package. 
800-995-0049  Exi.  7675 
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Fenng  unique  tinantriaJ  services  lo  save 
Its  huge  amounis  on  their  income  uxes 
id  protect  their  assets  from  lawsuits. 
dgements  and  seizures.  All  the  local 
poiniments  you  can  handle.  Lifetime 
siduols  Talk  lo  existing  consultants. 
24^hour  recording  (800)  653-4497 


The  current  SLOW  ; 
economy  Is  making  j 
BIG  MONEY  for  loan 
and  leasing  brokarsi  * 


j*in9S»  Locfifl     equipment  L««s« 

OWN  YOUH  OWN 
ttlNBSS  LOAN  COMFAMY 
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MUTf  VIDEOTAPE  SEMINAR 
COLOR  INFO  PACKET  4  BROCHURE 


CALL  TODAY 


0-336-3933 
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MACHINES 


icreasc  >our  profits  today. 

w  Tidel  ATMs  at  wholesale 
cost,  or  tree  placement 
prosram  for  qualified 

Kations.  1-800-829-3285 
wsas@atmcountrv.com 


Business  Products 


)eep  Discounts 

Over  1  million 

Business  Products 

fitsPrinted...WeDolt! 

800-520-5514 

niv.unlimitedresults.com 


Legal  Services 
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mestic  &  Offshore  Strategies 
inpanies.  Trusts,  Private  Banking 

laximum  Privacy 
IX  Savings 
state  Planning 
lobal  Investments 
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/en  Sears,  CPA  •  Attorney  at  Law 
'V262-1100  •www.searsatty.com 


liarge  your  ad 


OFFSHORE 


♦Companies 
♦Banking 
♦Credit  Cards 
♦Pmao 
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Capital  Asset 

Nlanagement 

(800)710-0002       Fr«  Brochure 
VisiMC^mex     wwwjs$«tpro(Kflon.cwii 


e-mcorporate 


•  Incorporate  in  all  50  states 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators.  Inc. 

800.423.2993 


WHY  DIDN'T  I  THINK  OF  THAT 


Thai  s  ihe  response  wc  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside.  let's  talk.  $14,900 
ItnesIniLTiI  required 


Call  1-800-675-6144 


+94.75  Year  to  Date 

CURRENCY  TRADINC; 

8%+ MONTHLY 

242-323-7189 

Broker's  Protected 

WWW.FOREXX.COM 


Business  Financing 


BANK  SAYS  "NO"? 

We'll  pay  you  cash  for  your 
company's  receivables  within  24 
hours.  Approvals  by  phone. 
Personalized  service.  No  upfront 
fees.  No  collateral  requirea. 
Call  today  to  CASH  $50,000 
minimum  to  $2,500,000. 
It's  more  affordable  than 
you  think. 

Mr.  Weil  800 -499-6179 
or  888-505-7332  for 
recorded  information. 


For  information  and 

rales  on  advertising 

in  tlie  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1-800-442-6441 


Single-Stock  Futures 
&  Mini-sized  Dow 


Call  Now  to  Receive  these  FREE 
Valuable  Investment  Tools  for  Today's 
Newest  Trading  Opportunities! 

800  621  3424  www.manfutures.oom 


Every  Future 
IS  Personal" 


DOW/fHies^ 


Man  Financial 


Ttading  futures  and  options  does  involve 
finsnciBl  risk  Privacy  policy  available  on  request 

Dow  Jones  is  a  leyislervd  trademark  of  Dow  Jones  I .  P 
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Computer  Parts 


I  KRISTAMK 


K*y  C€Hi9i$  110 

^O.COM 


WHOLE  SALE  PRICEStU 

A    Leading  Distributor  Oi 

Computer  Products  and  Cable^ 

USB  Cables,  Firewire,  VGA, 
Printers,  Net^vorking,  and  more, 

(^150  page  Catalog!  Visit  our  website^ 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  -  Select  by  geography,  sales  volume, 
business  type,  cofilaci  name,  credit  rating,  and  more 

250  Million  Consumers  -  Select  by  age.  income,  home  value, 
buying  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  your  current 
customers  &  find  prospects  that  matcb.  Free  analysis  &  25  Free 
prospects  at  infoUSA  com. 


"MS^  1 -800-555-5335 


Business  for  Sale 


Capital  Available 


Your  Own  Colorado 
Ski  Resort 

Enhance  your  active  lifestyle  and 
social  life  with  this  rare  opportunity. 

(303)  260-6436 

Acquisition  Services  Group,  Inc. 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  witfi  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC  561-627-7110 


*  Books 
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SECRETS 

ABOUT 

MONEY 

FROM  THE 

MONEY 

EXPERTS. 


BUV  IT  IN  STORES  OR  ONLINE 

NeubeigerBeiTran,  U.C  CO2002  Mcmbef  NYS&NASD/SIPC 


Capital  Wanted 


SMALL  MULITMILLIONAIRE  IN 
BEVERLY  HILLS  REAL  ESTATE 


equity-rich  with  20+  yrs  experience  but 
Illiquid  &  must  pass  up  rare  good  deals  in 
this  city,  seeks  joint  venture  partner  with  9- 
digit  net  worth  who  wants  to  gradually 
acquire  largest  (20-40-unit)  apt,  buildings 
in  this  small,  safe,  appreciating  niche. 
Mr.  Davis,  P.O.  Box  6455,  Beverly  Hills, 
CA  90212  or  kevinsde$k@aol.com 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Truth  in  Advertising:  Lifekey  Healthcare,  Inc.  supports  and  encourages  truth 
in  advertising,  and  full  disclosure  of  all  advertising  claims.  We  will  continue  to 
defend  consumer  rights  and  demand  the  same  from  all  advertisers. 


If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of  your  love  life,  you're  not  alone. 

Maximize  the  Pleasure    Take  two  Enzyte  tablets  daily, 

and  within  just  three  to  four  weeks,  you  will  begin  to 

see  results.  For  maximum  effectiveness,  continue  to  take  Enzyte  for 

three  full  months.'  Additional  benefits  of  Enzyte  include  increased 

virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%.'  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 
Satisfaction  Guarantee  (CSG). 

Ask  your  doctor  if  Enzyte  is  rigtit  for  you,  then  visit  us  on 
the  web  at  www.enzyte.com,  or  call  us  directly,  and  get 
started  today:  1-877-4ENZYTE  (1-877-436-9983). 


Please  Print 


FORB0902 


Name 


Phone ( 


Address 


Apt. 


City 


State 


Zip 


1  Month  Trial  Supply  $    69.95 


Full  3  Month  Enzyte  Program  (Regularly  $239.95) $  149.95 


7  Month  Enzyte  Supply'  (Regularly  $349.95)  

'Full  3  month  program  plus  4  month  maintenance  supply 


.  $  199.95 


Certified  Pack  and  Ship  Process  (CPSP") $     14.95 


Secure  Lock  System "  Assures  Confidentiality 
Sterile  Pacic  Insures  No  Pacloge  Tampering 
Sales  Tax  (applicable  to  each  state) 
Expedited  Rusli  Shipping:  Produa  Guaranteed 
to  Ship  Within  48  Hours  of  Received  Order 


Canadian  orders  add  $10.00 

All  other  international 

orders  add  $15.00 


Total  Enclosed 

(U.S.  Funds  Only) 


Method  of  Payment:       □  MC     □  VISA     □  Am.  Ex.     D  Disc.     D  Money  Order 


Credit  Card  Number 


Exp.  Date 


/ 


Signature 


Send  Money  Orders  to:  Lifekey  Healthcare,  Inc.,  Customer  Care-Order  Processing,  Building  Box  42635,  Cincinnati,  OH  45242 


•individual  results  may  vary.   **Study  results  based  on  customer  response. 

Enzyte  is  not  a  contraceptive  and  will  not  aid  in  the  prevention  of  sexually  transmitted  diseases. 

Lifekey  Healthcare,  Inc.,  Cincinnati,  OH  ©  2002,  Lifekey  Healthcare,  Inc.  All  rights  reserved.  FORB0902 


THnilRHTS 

On  the  Business  of  Life 


T  A  7 

^k     /^^    /     e've  lost  a  neighbor  who  added  adrenaline  to  Fifth  Ave.' For  the  last  dozen  years, 
^^    ^^       across  the  street  from  Forbes  headquarters  in  lower  Manhattan,  the  Lone  Star 
T  ▼  Cafe  flourished  as  a  music  club,  keeping  very  much  dive  and  very  well  an  invalu- 

able segment  of  U.S.A.-rooted  music — country  rock  with  Cajun  seasoning.  Unfortunately,  Mort 
Cooperman  and  his  owner  colleagues  couldn't  triumph  over  a  gigantic  rent  kick.  We're  mighty  sad  to 
see  our  neighborhood  lose  an  outfit  that  helped  make  it  a  lively,  fun  area.  — MALCOLM  S.  FORBES  (1989) 


Give  the  neighbor's  kids  an  inch 
and  they  II  take  a  yard. 

—HELEN  CASTLE 


Your  neighbor  is  the  man  who  needs  you. 
—ELBERT  HUBBARD 


The  good  neighbor  looks  beyond  the 
external  accidents  and  discerns  those 
inner  qualities  that  make  all  men  human 
and,  therefore,  brothers. 

—MARTIN  LUTHER  KING  JR. 


It  is  discouraging  to  try  to  be  a  good 
neighbor  in  a  bad  neighborhood. 

—WILLIAM  CASTLE 


Good  fences  make  good  neighbors. 

—ROBERT  FROST 


Love  your  neighbor,  yet  pull  not  down 
your  hedge. 

—ENGLISH  PROVERB 


Every  man  is  the  architect  of  his  own 
fortunes,  but  the  neighbors  superintend 
the  construction. 

—GEORGE  ADE 


Mix  v^ith  the  neighbors,  and  you  learn 
what's  doing  in  your  own  house. 

—YIDDISH  PROVERB 


Keeping  up  with  the  Joneses  was  a 
full-time  job  with  my  mother  and  father. 
It  was  not  until  many  years  later  when 
I  lived  alone  that  I  realized  how  much 
cheaper  it  was  to  drag  the  Joneses  down 
to  my  level. 

— QUENTIN  CRISP 


Nothing  makes  you  wore  tolerant 
of  a  neighbor's  noisy  party  than 
being  there. 

—FRANKLIN  R  jONES 


When  courting  his  future  wife: 
I  would  worship  the  ground  you  walk 
on,  Audrey,  if  you  only  lived  in  a  better 
neighborhood. 

—BILLY  WILDER 


If  you  want  to  hear  the  whole  truth  about 
yourself,  anger  your  neighbor. 

—GERMAN  PROVERB 


People  have  discovered  that  they  can 
fool  the  Devil;  but  they  can  'tfool  the 
neighbors. 

—EDGAR  WATSON  HOWE 


A  Text... 

Forbearing  one  another,  and  for- 
giving one  another,  if  any  man 
have  a  quarrel  against  any:  even  as 
Christ  forgave  you,  so  also  do  ye. 

— COLOSSIANS3:13 

Sent  in  by  Jack  Darq'-Hennemann,  Kirkland, 
Wash.  Wliat's  your  favorite  text?  The  Forbes  Book 
of  Quotations:  Tlioughts  on  the  Business  of  Life  k 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  1 4,000  "Thoughts,"  arranged  alphabetically  by 
subject,  are  available  in  a  900-page,  one-volume 
deluxe  edition,  fothcs  Book  ot  Qiiottitions:  Thouj;hts  on  the 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  and 
$1  per  item  for  handling  (add  applicable  sales  tax). 
To  order,  plea,sc  call  toll-free,  1  -800-a76-6.S56. 


Novambor  25,  2002  •  Volume  170  •  Numbar  II  FORBKS  (l.SSN  0015  6914)  is  published  biweekly,  except  for  two  issues  combined  in  lune  and  December,  and  semimonthly  in  August,  with 
four  special  issues  in  spring,  summer,  fail  and  winter,  by  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N.Y.  1001 1.  Periodicals  postage  paid  at  New  York,  N.Y.  and  at  additional  mailing  offices.  Canadian 
Agreement  No.  40().Ui469.  GST  #  12576  9513.  RT.  POSTMASTER;  Forbes  Subscriber  Service  is  available  online.  To  subscribe,  change  your  address,  or  for  other  assistance,  please 
visit  www.forbes.com/customerservice.  Or  write  to  Forbes  Sub.scriber  Service,  P.O.  Box  5471,  Harlan,  lA  51593-0971.  MAILING  LIST:  We  make  a  portion  of  our  mailing  list  available  to 
reputable  firms.  If  you  prefer  that  we  not  include  your  name,  please  write  us.  Copyright  ®  2002  Forbes  Inc.  All  rights  reserved.  Title  is  protected  through  a  trademark  registered  with  the 
US.  Patent  Office. 
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CEO  Michael  Eisner  (right)  and  his 
chosen  successor,  Robert  Iger 
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"Lead  conversions 
at  Quick  &.  Reilly 
have  gone  up  50%! 


■Donald  E.  Froude,  CEO,  Quick  &  Reilly 


», 


Siebel  ^Business  with  indB^^>   .^  t 
best  practices  delivers  proven  success. 


For  ten  years,  Siebel  has  helped  the  best-known  companies  in  the  world 
exceed  customer  expectations.  Companies  like  IBM,  Mitsubishi  Motors, 
Bayer,  Quaker  Oats,  Fujitsu  Siemens  Computers — more  than  3,500 
customer-driven  companies  in  nearly  every  industry 

Now,  from  this  global  experience,  weVe  assembled  the  definitive  body 
of  customer  best  practices  in  sales,  marketing  and  customer  service 
and  embedded  them  into  Siebel  ^Business. 

The  difference  is  significant. 

With  Siebel  ^Business  and  best  practices,  virtually  all  of  our  customers 
succeed.  They've  seen  dramatic  increases  in  customer  satisfaction, 
customer  retention,  lead  conversions,  revenue  per  customer  and 
employee  productivity. 


From  energy  to  insurance, 
automotive  to  banking, 
there's  a  set  of  Siebel  best 
practices  for  your  industry. 
Find  out  how  we  can  help 
your  company  achieve  a  new 
level  of  customer  success. 


SIEBEL  BEST 

PRACTICES  IN 

ACTION: 

Through  leveraging  Siebel's  best 
practices  for  investment 
brokerages,  Quick  &  Reilly  has: 

■  Improved  employee  productivity 
by  15  percent. 

■  Enhanced  cross-selling  by 
ri  percent. 

•  Increased  customer  retention 
by  10  percent. 

•  Increased  lead  conversion  rate 
by  30  percent. 


Contact  Siebel  today  at 
800-307-2181.  Or  at 
www.siebel.com/bestpractices. 


-  Donald  E.  Froude, 
CEO,  Quick  &  Reilly 


Good  service  is  good  business. 


^2002  Siebel  Systems,  Inc.  All  rights  reserved.  Siebel  and  the  Siebel  logo  are  trademarks  of  Siebel  Systems,  Inc.,  and  may  be  registered  in  certain  jurisdictions. 
Other  product  names,  designations  and  logos  may  be  trademarks  of  their  respective  owners. 
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Everyday,  we  fly  more  than  40,000  passengers  to  over  100  destinations  around  the  world.  Malaysia  Airlines.  Going  beyond  expecta 


For  reservationi,  picdse  cdll  Malaysia  Airlines  at  1  800  552  9264,  your  travel  agent  or  log  on  to  www.malaysiaairlines.com 


'AlltLINES 


,     "      in  ^tannz  the  Course 
Chapter  W  btaym^^__ 


How  a  long-term 

r  l^^lned  an  investor 
strategy  neipeu  ^ 

stay  the  course 

when  the  temptation  was 
to  head  the  other  way. 


'eff 


You  can  always  tell  how  investors  feel  about  their 
financial  plans.  Just  watch  how  they  react  when  the  markets 
become  unpredictable.  People  counting  on  short-term 
results  and  heavily  weighted  in  one  market  segment  are 
often  anxious  to  make  changes.  Investors  with  long-term 


For  more  complete  informati  :i  about  Vanguard®  funds,  including  risks,  charges,  and  expenses,  call  for'^ 


strategies  and  diversified  n^r^f  i- 

^  portfolios  are  more  likely  to  remain 
confident  and  stay  the  course. 

At  Vanguard,  we've  be 

en  introducing  investors  to  the 
advantages  of  a  lone-term 

5  crm  approach  for  years.  That's  why  we 
offer  over  100  funds,  from         L 

stocks  to  bonds,  aggressive  to 
conservative.  So  it  s  easier  fr. 

cr  ror  you  to  diversify.  Easier  for  you 
to  benefit  from  VaneuarHV  ^ 

6  aras  average  expense  ratio -the  lowest 


r<5 


in  the  industry.  And  easier  to  stay  headed  in  the  right  direction. 
If  you'd  like  to  know  more  about'putting  the  advantages 
of  a  long-term  strategy  to  work  for  you,  call  us  at  1-800-962-5086, 
or  visit  us  at  Vanguard.com.® 
We  can  help. 


1-800-962-5086 

www.  vanguard .  co  m 


TH^^mguardGROUE 

Invest  in  our  way  of  investing.' 


illy  before  investing.  ©  2002  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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www.omegawatches.com 


James 
Bonds  Choice 

Bond.  James  Bond.  This  typically  suave 
greeting  by  everybody's  favorite  secret  agent  is 
arguably  one  of  the  most  easily  recognized 
ines  in  cinematographic  history.  Omega  has 
built  up  a  lasting  (and  life-saving)  relationship 
with  secret  agent  007  and  is  proud  to  be  Bond's 
choice  once  again  in  "Die  Another  Day". 


Seamaster 


ONLY  IN  THEATERS 

OMEGA 


Tourneau 

New  York,  Palm  Beach,  Bal  Harbour,  South  Coast  Plaza,  Houston,  Atlanta 
Los  Angeles,  San  Francisco,  Chicago  1-800-348-3332 
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Your  car  will  be  watching  the  rok 


We  all  know  how  important  it  is  to  pay  attention  to  the  road  but,  once  in  a  while,  your  mind  wanders.  We  are  worki 
on  ways  to  helf»'  prevent  yogr  car  from  wandering  too.  We're  also  developing  the  'electronic  eye',  which  i 

may  recognize  obstacles  on  the  road.  And  bring  your  car  to  a  stop  if  necessary.  Now  do  we  have  your  attentic 
Find  out  i1;iore  a6i>ur^he, 'Vision  for  Accident  Free  Driving'  at  www.daimlerchrysler.com.        igHW  ] ',  L 
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Mercedes-Benz  manufactured  by  DaimlerChrysler  AG,  Chrysler,  Jeep'  and  Dodge  manufactured  by  DaimlerChrysler  Corp..  Freightllner  manufactured  by  Freightliner  LLC. 
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We  didn't  become  a  global  energy  leader  by  wearing  blinders. 
We  see  the  forest.  But  we  also  see  the  trees. 

The  details  The  subtleties  of  new  energy  markets. 
The  opportunities  overlooked  by  others. 

It  is  this  intimacy  with  detail,  and  the  ability  to  step  back  and  see  beyond, 
which  give  us  perspective.  And  power. 
At  Duke  Energy,  we're  generating  a  new  source  of  energy. 
It's  called  vision.  Innovation.  Foresight.  It's  the  power  of  what  can  be. 

But,  more  importantly,  it's  the  ability  to  deliver  what  will  be. 


iDuke 
^Energy^ 

we  generate  what's  next" 


hat  can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 
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would  be  appalled.  The  line  of  demarcation  they  so  carefulh 
drew  between  federal  and  state  power  has  been  breached.  Wi 
now  face  the  prospect  that  various  rogue  states,  getting  into  thi 
securities  regulation  business,  will  extract  extortion  payment 
from  Merrill  Lynch  and  aU  the  other  big  brokerage  firms.  Sei 
page  72  for  Michael  Freedman's  story  on  the  runaway  attorne 
general  from  New  York. 

At  the  same  time, 
federal  incursions  onto 
local  turf  have  grown  to 
outlandish  propor- 
tions. Roger  Pilon  of 
the  Cato  Institute  notes 
that  a  mere  three  men- 
crime  in  the  MBBV^^H^^H^HHH 
Constitution  have  bios-        11  I 

somed  into  3,000  federal  criminal  statutes  and  perhaps  300,00| 
regulations  with  criminal  sanctions.  I 

It  is  time  for  a  truce  to  be  called  and  for  the  legal  borders  tl 
be  redrawn.  Here's  a  short  list  of  statutory  changes  that  woulJ 
keep  the  states  off  federal  territory  and  vice  versa.  I 

Securities  law  should,  by  congressional  preemption,  hi 
cleared  of  state  involvement.  No  longer  would  we  have  a  stati 
decreeing  (as  Massachusetts  once  did)  that  Apple  Computer  I 
shares  are  overpriced  and  therefore  cannot  be  held  by  ill 
citizens.  I 

Antitrust  law  should  be  similarly  cleansed.  State  attorne)! 
general  would  have  to  give  up  their  dream  of  forcing  Bil 
Gates  to  rewrite  his  operating  systems  50  different  ways  tl 
please  them.  I 

We  should  end  the  charade  that  says  there  is  a  "local"  phorl 
business  and  that  it  is  separate  from  the  "interstate"  phone  bus! 
ness.  Get  the  states  out  of  telephone  regulation.  I 

Maybe  Congress  will  get  around  to  reforming  tort  law- 1 
after  a  jury  in  Alabama,  desiring  to  enrich  fellow  Alabamans  ar  i 
teach  Northerners  a  lesson,  awards  $300  billion  in  punitive  dan  I 
ages  against  General  Motors  for  leaving  a  scratch  on  a  fender.  I 

If  the  states  are  to  have  their  appetites  curbed,  it  is  fair  il 
shrink  the  federal  government,  too.  Federal  enforcement  il 
environmental  laws  should  extend  only  to  cases  where  poisoi  I 
leach  across  state  lines;  otherwise,  let  New  Jersey  tell  Toil 
Soprano  where  to  put  his  waste  drums.  The  citizens  of  San  Frail 
cisco  want  marijuana  legalized  as  a  medical  treatment;  Jbhl 
Ashcroft  should  stay  out  of  this  affair.  Sexual  harassment  is  a  te  ■ 
rible  thing,  but  it  no  more  impedes  interstate  commerce  the  I 
does  rape  or  carjacking;  let  the  states  stop  it.  Finally,  let's  fold  tl  I 
U.S.  Department  of  Education,  as  candidate  Ronald  Reag<B 
nobly  proposed.  The  money  spent  on  its  4,615  bureaucraB 
could  be  better  spent  by  the  states  on  teachers.  I 
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WE'VE  ALWAYS  KEPT  OUR  PROMISES.   WE'VE  ALWAYS  BEEN  A 
MUTUAL  COMPANY.   COINCIDENCE?   WE  DON'T  THINK  SO. 


We  believe  in  keeping  our  promises.'That's  why  we're  a  nnutual  company.  Being  mutual 
means  we're  owned  by  our  policyholders,  not  stockholders.  Rather  than  focusing  on 
guarterly  results,  we  care  about  the  long  term.  After  you  buy  a  New  York  Life  policy,  you 
may  not  need  us  for  years,  or  even  decades.  But  when  you  do,  we'll  be  there.  To  us,  our 
policyholders  are  really  buying  a  promise  -  that  we'll  be  here  to  pay  a  claim,  fund  your 
retirement,  or  pay  for  nursing  home  costs.  That's  why  New  York  Life  focuses  on  what 
really  matters  in  the  long  term:  financial  strength  and  integrity.  You  can  trust  that  we'll 
keep  our  promises  to  you,  just  as  we  have  for  over  155  years. 


The  Company   You  Keep.'^ 

WWW.NEWY0RKLIFE.COM/MUTUALITY 


A  cocked  eyebrow  advises  on  the  unsuitability  of  an 
impending  engagement.  A  slight  pursing  of  the  lips 
counsels  a  chef  on  the  proper  way  to  season  a  soup. 

How  well  do  you  share? 


*% 


What  if  your  organization  could  sliare  information 
as  simply  and  intuitively  as  Grandma  Chung?  Moving 
documents  and  images  through  your  network  more 
effectively  might  be  worth  a  lool<. 


timm 

Image  Communication 


www.ricoh-usa.com  featuring  AficioTsolutions. 
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Personal  Accounting 

I  take  exception  to  your  depiction  of  Barry  Melancon  as  "hanging  on"  as  presi- 
dent of  the  AICPA  in  "The  Man  With  Nine  Lives"  (Nov.  25,  p.  60).  He  is  sup- 
ported by  the  AICPA  board.  I  spoke  with  CPAs  at  last  month's  meeting  attended 
by  nearly  50%  of  our  membership.  They  don't  see  Melancon  as  "hanging  on." 
They  appreciate  his  advocacy  and  laud  his  efforts.  FORBES  has  chosen  to  focus  on 
the  perspectives  of  160  petition  signatories  out  of  the  AICPA's  350,000  members. 
Absent  also  from  your  analysis  is  any  counterweight  to  the  opinions  expressed  by 
Arthur  Levitt  and  Lynn  Turner,  whose  views  of  Melancon  have  long  been  prej- 
udiced by  Melancon's  wTllingness  to  differ  with  their  views  in  the  course  of  rep- 
resenting AICPA  members.  That  doesn't  give  FORBES  license  to  assume  that 
350,000  CPAs  agree  with  Levitt's  opinion  about  the  quality  of  leadership  in  their 
professional  association. 

WILLIAM  F.  EZZELL 
Chairman,  American  Institute  of  Certified  Public  Accountants 

New  York,  N.Y. 

The  present  AICPA  leadership  and  management  bear  a  huge  part  of  the  blame 
for  what  has  been  allowed  to  happen  to  the  profession.  Last  month  the  AICPA 
council  met  in  Maui,  effectively  with  aU  the  expenses  paid.  Remaining  on  the 
AICPA  council  ends  up  being  the  main  objective  of  the  appointee  rather  than 
the  effective  governance  of  the  AICPA. 

ANDREW  B.  BLACKMAN,  CPA  ^j 

New  York,  N.Y. 

The  demonstrated  arrogance  of  not  only  Melancon, 
but  also  the  others  that  surround  him,  defies  my 
sensibilities. 

THOMAS  N.  TONE,  CPA 
Westlake  Village,  Calif. 


Mislabeled 

"Food  Fight"  (Nov.  11,  p.  56),  about  a 
new  line  of  Quorn-brand  fungus- 
based  fake  meats  made  by  Marlow 
Foods,  intentionally  omits  relevant  in- 
formation and  misstates  facts.  You 
might  have  informed  readers  that 
Quorn's  packages  claim  that  its  key  in- 
gredient is  "mushroom  in  origin." 
Sounds  good,  but  that  ingredient  is  ac- 
tually a  single-celled  fungus  fermented 
in  vats.  The  company  is  negotiating 
changes  with  the  Food  &  Drug  Ad- 
ministration. You  claim  Quorn  is 
"healthy."  Indeed,  most  Quorn  prod- 
ucts are  much  less  fatty  than  ground 
beef,  though  its  Fcttuccine  Alfredo  ver- 
sion provides  hall-a-day's  worth  of  sat- 
urated fat.  The  hundreds  of  adverse  re- 


action reports  that  CSPI  has  supplied  to 
the  FDA  demonstrates  that  Quorn 
foods  cause  as  many  as  several  percent 
of  consumers  to  vomit,  have  diarrhea 
or  experience  difficulty  breathing.  You 
assert  that  CSPI  criticizes  Quorn  be- 
cause we're  somehow  in  league  with  a 
competitor,  Gardenburger  (which  uses 
real  mushrooms).  CSPI  has  praised  sev- 
eral brands  of  veggie  burgers  and 
countless  other  foods.  Once,  we  ever 
commented  favorably  on  the  nutri- 
tional quality  of  some  of  the  Quorr 
foods  before  we  realized  how  sick  the) 
made  some  consumers. 

MICHAEL  F.  JACOBSON 

Executive  Director 

Center  for  Science  in  the  Public  Interes 

Washington,  D.C 
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READERS  SAY 


Gardenburger's  only  objective  relative  to 
Quorn  and  its  claim  that  its  ingredient 
mycoprotein  is  "mushroom  based"  is  to 
correct  what  we  see  as  a  deceptive  labeling 
claim.  You  describe  Gardenburger  as  a 
moneylosing  substitute-meat  maker  when,- 
in  fact,  the  company  generated  $5  million 
in  operating  income  in  fiscal  2002. 

SCOTT  WALLACE 

Chairman,  Gardenburger 

Portland,  Ore. 

Class  Dismissed 

I  wouldn't  regard  teaching  ethics  in  busi- 
ness school  as  a  complete  waste  of  time  as 
suggested  in  "Oxymoron  101"  (Oct.  28, 
p.  160).  But  it  has  been  my  observation 
that  if  a  person  doesn't  learn  about  right 
and  wrong  as  a  child,  he  or  she  probably 
never  will.  My  father  advised  me  60  years 
ago  that  if  you  sent  a  thief  to  college,  all 
you  got  was  a  more  proficient  thief 

ROBERT  E.  GEHRT 
Glen  Ellyn,  III. 

IVIarket  IVIultiples 

It  may  be  that  no  successful  trading  rule 
can  be  built  around  P/E  ratios,  as  argued  in 
"The  P/E  Myth"  (Nov.  11,  p.  174).  But  nei- 
ther can  a  rational  market  sustain  multi- 
ples as  high  as  28  or  as  low  as  8.  It  may  sim- 
ply be  the  case,  as  put  by  John  Maynard 
Keynes,  that  "markets  can  remain  irrational 
longer  than  you  can  remain  solvent." 

OSCAR  FRICKE 
Mission  Viejo,  Calif. 

Good  Practices 

I  write  in  response  to  "Buried  Treasure" 
(Oct.  14,  p.  54).  Guernsey's  financial 
services  regulations  have  long  been  rec- 
ognized by  international  authorities  as 
being  in  the  first  division  of  interna- 
tional finance  centers.  The  island  is  not 
a  "foreign  haven"  or  place  "to  park  ill- 
gotten  gains."  Guernsey  recently  signed 
a  Tax  Information  Exchange  Agreement 
with  the  U.S.  government,  and  the  U.S. 
Internal  Revenue  Service  has  also  ap- 
proved Guernsey's  know-your-cus- 
lomer  procedures. 

I.V.  BRIDLE 

Chief  Executive, 

Guernsey  Promotional  Agency 

Guernsey,  U.K. 


Lazy  Doctors 

As  a  practicing  physician,  I  really  musl 
t^ke  exception  to  statements  made  ir 
"Physician,  Wash  Thyself  (Nov.  11 
p.  40)  that  place  part  of  the  blame 
for  lack  of  doctors'  hand  washing 
on  HMOs.  Managed  care  is  to  blame 
for  much  of  medicine's  current  woes 
However,  it  is  simply  laziness  anc 
not  time  constraints  that  prevents  one 
from  taking  a  few  extra  second; 
in  order  to  help  prevent  the  spread  oi 
infection. 

JEFFREY  O.  BERMAN,  M.D 
Armonk,  N.  Y 


Due  Process 

"The  Great  Dividend  Heist"  (Nov.  11 
p.  46)  states  that  "in  July  the  court  rulec 
Grace  was  technically  insolvent  year 
before  its  2001  filing."  No  court  has  rulei 
that  Grace  was  insolvent  in  years  prior  tt 
their  bankruptcy  filing.  A  trial  to  revie\ 
Grace's  solvency  is  currendy  set  to  begii 
on  Dec.  2. 

CHIP  COOl 
Director  of  Corporate  Communication: 
Sealed  Air  Corp 
Saddle  Brook,  N. 

Union  Busting 

"Labor's  Lingering  Monopoly"  (Nov.  L 
p.  112)  is  incredibly  one-sided.  Its  un 
derlying  theme  seemingly  blames  labc 
unions  for  all  the  economic  problems  c 
this  country.  In  this  day  and  age  of  coi 
porate  malfeasance  and  downright  the 
by  our  nation's  management,  it's  amai 
ing  how  you  can  place  blame  on  pec 
pie's  desire  to  protect  their  jobs  or  iir 
prove  the  conditions  under  which  tht 
work.  I  agree  that  it  would  be  great 
there  were  no  need  for  a  union,  bi 
wake  up  and  look  at  what's  going 
around  you.  Just  as  our  governmeil 
needs  it,  the  workplace  also  should  ha> 
a  system  of  checks  and  balances  th: 
unions  may  help  facilitate. 

DOUG  BOYEI 
Atlanta,  G\ 


Forbes! 
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In  the  automotive  world,  slowing  down  is  not  an  option.  At  Delphi,  we're  creating  technology 
for  people  on  the  nnove:  onboard  computers  for  Internet  access  and  e-mail,  turn-by-turn  navigation 
systems,  even  an  MP3  player.  And  with  our  speech  recognition,  drivers  can  stay  connected  to  the  road 
while  they're  staying  connected  to  the  other  things  they  care  about.  Actually,  some  of  our  technology 
is  so  advanced  it's  In  demand  beyond  the  automotive  world  —  for  use  in  everything  from  medical 
sensing  devices  to  strategic  military  applications.  As  the  world's  leading  provider  of  automotive    . 
technology,  we  don't  just  keep  the  pace,  we  set  it.  Catch  us  at  www.delphi.com. 
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T  AND  COMMENT 

5y  Steve  Forbes,  Editor-in-Chief 

'With  all  thy  getting  get  understanding" 


North  Korean  Conflict 


■\ii 


AHILE  THE  WORLD  FOCUSES  ON  IRAQ  AND  AL  QAEDA,  THERE  IS  A 
langerous  crisis  brewing  on  the  Korean  peninsula.  Earlier  this 
^ear  President  Bush  rightly  labeled  North  Korea  as  part  of  the 
'axis  of  evil."  This  regime,  which  lets  millions  of  its  people  starve 
vhile  it  pours  money  into  military  programs,  has  acknowledged 
lecretly  working  to  make  nuclear  weapons.  This  rogue  state 
brazenly  violated  the  1994  Agreed  Framework  it  signed  with  us  to 
lalt  its  nuclear  program  in  exchange  for  nuclear-power-reactor 
echnology  and  fuel  oil.  Thankfully,  the  U.S.  has  ordered  a  tanker 
:arrying  42,000  metric  tons  of  heavy  fuel  oil  to  North  Korea  to 
urn  around.  Still,  Pyongyang's  dictator,  Kim  Jong  II,  thinks  he  can 
;hake  down  the  West  for  cash  in  exchange  for  empty  promises. 

We  and  our  allies  should  make  it  clear  that  there  will  be  no 
iirther  assistance  until  stiff  conditions  are  met:  The  North  must 


actually  dismantle — under  international  supervision — its  ura- 
nium enrichment  program;  give  us  a  list  of  all  illicit  imports  for 
this  effort  that  it's  received  from  Pakistan,  Iran,  Russia  and  else- 
where; and  halt  the  sales  of  missiles  and  other  weapons  to  other 
rogue  states  such  as  Iran  and  Iraq.  To  drive  home  the  need  for 
North  Korea  to  cease  and  desist,  we  should  step  up  military 
exercises  with  South  Korea  in  the  region,  in  addition  to  halting 
all  flows  of  money  to  Pyongyang.  China  should  be  enlisted  to 
reaffirm  to  the  North  how  seriously  we  take  its  nuclear  push  and 
to  reassure  the  North  that  if  it  were  to  truly  pull  back  from  this 
position,  it  would  receive  meaningful  aid. 

Clearly  the  Clinton  Administration's  notion  that  appease- 
ment would  persuade  Kim  Jong  II  and  his  ilk  to  better  behave 
themselves  was  a  dangerous  delusion. 


So  Simple— Yet  So  Difficult 


ORXIER  INTERNAL  REVENUE  SERVICE  BOSS,  CHARLES  ROSSOTTI, 
ays  federal  tax  collectors  are  losing  the  war  against  tax  cheats.  The 
"eds  can't  keep  up  with  the  increasingly  sophisticated  tax  shelters 
ind  other  tax-reduction  and  avoidance  schemes,  he  complains, 
-ike  someone  who  has  imbibed  Washington's  vapors  for  too  long, 
^ossotti  proposes  adding  nearly  30,000  new  agents  to  beef  up 
;ompliance  and  enforcement:  "The  tax  system  continues  to  grow 
n  complexity,  while  the  resource  base  of  the  IRS  is  not  growing." 
Why  can't  people  like  Rossotti  see  the  obvious?  The  answer 
0  the  tax  code's  mind-numbing  complexity  is  to  dramatically 
pimplify  the  code.  Currently  Washington  is  doing  just  the  oppo- 
fiite.  In  the  last  five  years  Congress  has  enacted  nearly  300  changes 
fn  the  tax  law.  More  enforcement?  Nobody  knows  what's  in  the 
:ode.  Who  can  make  heads  or  tails  of  this:  "Line  20b(l). — You 
nust  complete  this  line  if  there  is  a  gain  on  Form  4797,  line  3;  a  loss 
m  Form  4797,  line  12;  and  a  loss  on  Form  4684,  line  35,  column 


(b)(ii).  Enter  on  this  line  and  on  Schedule  A  (Form  1040),  line  22, 
the  smaller  of  the  loss  on  Form  4797,  line  12;  or  the  loss  on  Form 
4684,  line  35,  column  (b)(ii).  To  figure  which  loss  is  smaller,  treat 
both  losses  as  positive  numbers. " 

We  should  junk  the  code  and  start  over.  Replace  it  with  a 
simple,  single-rate  system  that  has  generous  exemptions  for 
individuals.  Under  the  proposal  I  proffered  on  the  presidential 
campaign  trail,  a  family  of  four  would  pay  no  federal  income  tax 
on  its  first  $36,000  of  income  and  only  a  flat  17%  rate  on 
amounts  above  that.  No  death  tax.  No  capital  gains  tax.  No  dou- 
ble taxation  of  dividends.  Businesses  would  no  longer  be 
plagued  with  depreciation  schedules — investments  could  be 
expensed  immediately.  If  there's  a  tax  loss,  carry  it  forward.  And 
there  wouldn't  be  all  that  impenetrable  underbrush  that  makes 
Enron-like  accounting  shenanigans  possible. 

What  are  we  waiting  for? 


Stalin-like  Contests 


rWO  SCANDALS  PLAGUE  OUR  ELECTIONS.  ONE  IS  VOTER  FRAUD; 
he  other,  gerrymandering.  The  latest  abuse  involves  question- 
ible  balloting  in  South  Dakota  that  swung  the  election  to  the 
ncimibent  Democratic  senator.  But  the  problem  is  widespread. 
Political  operatives  cast  absentee  ballots  in  the  names  of  those 
vho  are  incapacitated  in  nursing  homes.  Millions  of  people  are 
)n  registration  rolls,  including  illegal  aliens,  who  shouldn't  be. 
hundreds  of  people  in  2000  voted  in  both  New  York  and 
-lorida.  Gross  election  law  violations  on  Election  Day  2000  were 
exposed  Ln  St.  Louis.  And  on  and  on  it  goes. 

At  the  very  least,  voters  should  be  required  to  show  identiiica- 
ion.  Yet  even  this  straightforward  idea  rouses  intense  opposition 


from  Democrats.  With  a  straight  face  they  say  that  having  to  pro- 
vide ID  would  discourage  low-income  and  minority  voters.  What 
really  worries  them:  The  move  would  help  prevent  fraud. 

The  other  scandal  is  rigging  congressional  district  lines  to 
protect  incumbents.  Computers  now  enable  pols  to  gerryman- 
der districts  to  minimize  competition.  The  worst  example  of  this 
is  in  California.  After  the  2000  census,  boundaries  were  redrawn 
to  protect  every  incumbent,  Democrat  and  Republican  alike. 
One  unintended  competitive  race  cropped  up  when  Gary  Con- 
dit  became  embroUed  in  a  national  scandal.  Only  about  35  of 
the  435  congressional  districts  had  genuine  competition,  and  in 
78  districts  incumbents  faced  no  major-party  opposition.  We 
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FACT  AND  COMMENT 

still  have  competitive  gubernatorial  and  senatorial  races  because 
politicos  haven't  yet  figured  out  how  to  redraw  state  bound- 
aries— ahhough  the  New  Jersey  Supreme  Court  may  have  pro- 
vided an  answer:  Ignore  the  Constitution  and  the  written  law, 
and  do  what  you  want  to  do  anyway. 

While  some  other  states  supposedly  had  nonpartisan  proce- 
dures in  place  for  redrawing  congressional  and  legislative  dis- 
tricts after  a  census,  Iowa  seems  to  have  been  the  only  one  that 
made  that  goal  a  reality. 

Incumbents  are  also  protected  by  our  increasingly  arcane, 
antichaUenger  campaign  finance  laws.  Would-be  opponents  know 


that  they  must  be  ready  to  spend  tens  of  thousands  of  dollar's  or 
lawyers  and  accountants  alone.  Federal  law  is  enough  to  make  any 
one  think  twice  about  running  against  an  entrenched  congressman 
One  big  irony:  Our  Founding  Fathers  thought  the  House  of  Repre 
sentatives  would  be  the  most  sensitive  barometer  of  public  opinion 
because  representatives  have  to  face  the  voters  every  two  years. 

What's  the  answer?  Term  limits,  for  one.  Genuine  campaign  fi( 
nance  reform — ^you  may  give  a  candidate  as  much  as  you  want  a 
long  as  there  is  full,  prompt  disclosure — would  also  be  helpful.  Sino^ 
judges  like  to  make  law  these  days,  perhaps  the  Supreme  Cour; 
could  mandate  that  the  Iowa  approach  be  used  in  the  other  49  states. 


Cold  Turkey? 


TURKEY'S  VOTERS  RECENTLY  GAVE  A  LANDSLIDE 
victory  to  a  party  with  Islamic  roots.  Are  ayatollah- 
like  fanatics  about  to  take  over  this  critical  country? 
Not  at  all.  The  party  won  because  it  was  not  con- 
nected to  the  economic  horrors  and  government 
corruption  that  are  currently  plaguing  Turkey.  The 
biggest  change  the  party  may  push  for  is  allowing 
women  to  wear  headscarves  in  public,  if  they  so 
wish.  Anything  more,  and  the  army  will  toss  the 
party  out  in  a  nanosecond.  An  Iran,  Turkey  is  not. 

The  Turkish  lira  collapsed  last  year — in  no 
small  part  because  of  policy  malfeasance  on  the 
part  of  the  International  Monetary  Fund.  As  it 


No  ayatollah  lovers  here. 
Turks  were  disgusted  with 
incompetent  incumbents. 


has  routinely  done  in  other  countries,  the  IMl 
tanked  the  Turks  with  its  prescription  for  highe 
taxes  and  currency  devaluation.  The  all-too' 
predictable  result:  inflation  and  economic  stag; 
nation.  Turkey  would  be  in  infinitely  worse  com 
dition  if  it  weren't  for  the  fact  that  about  half  thr 
economy  already  operates  on  the  basis  of  thi 
U.S.  dollar. 

We'll  see  if  Turkey's  new  government,  with  thI 
IMF  hovering  over  its  shoulder,  can  put  together 
sensible  pro-growth  agenda  of  tax  cuts,  currenc 
stabUity  and  the  peeling  away  of  regulations  thi 
inhibit  free  enterprise. 


Part  of  the  Process  of  Progress 


FOR  A  FIRST-RATE,  REASSURING  PERSPECTIVE  ON  THE  STATE  OF 
corporate  scandals,  read  John  Steele  Gordon's  "WTiy  Enron 
Always  Happens:  And  how  history  shows 
it's  actually  good  for  us"  in  the  current 
issue  oi  American  Heritage. 

Free  enterprise,  reflecting  all  the  glories 
and  shortcomings  of  human  nature,  evolves 
rapidly,  creating  new  opportunities — and 
new  problems — that  beget  needed  reforms 
and  changes.  The  rise  of  the  limited-liability 
corporation  and  a  flood  of  new  corporate 
laws  in  the  1800s  are  the  most  dramatic 
examples  of  this.  "One  of  the  most  common 
progenitors  of  these  financial  manias  is  new 


The  1929  stock  market 
tion  of  the  Securities  & 


technology,"  Gordon  observes.  Railroads  cost  investors  prodigiov 
amounts  of  money  before  Cornelius  Vanderbilt  figured  out — sorr 
30  years  after  railroads  first  appeared — ^howt 
run  one  at  a  profit.  And  that  led  to  ne 
rounds  of  overexpansion.  "The  Internet  bul 
ble  of  the  1990s  was  one  more  example  of  th 
all-too-human  tendency  to  go  overboard 
The  process  of  "excess,  scandal  and  refori 
has  continued  unabated  as  the  America 
economy  has  developed,  enlarged  ar 
embraced  an  endless  stream  of  new  techno 
ogy  and  new  opportimities.  It  will  contini 
on  this  path  in  the  fiiture."  As  long  as  the  Eli 
Spitzers  of  tlie  world  are  eventually  reined  ii 


crash  led  to  the  crea- 
Exchange  Commission. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monte  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


«, 


•  Pazo-106  East  57th  St.  I  Tel.:  752-7470).  This  is  one  of  the 
most  attractive  restaurant  spaces  in  town.  Sad  to  loport,  that  is 
the  only  good  thing  about  it.  The  staff  is  condescending  and 
haughty,  and  the  food  ranges  from  mediocre  to  bad.  Cured 
king  salmon  with  osetra  caviar  and  horseradish  creme  fraiche  is 
inedible;  both  the  New  York  steak  and  the  pan-r<3asted  cod  are 


so  salty  we  left  them  on  the  plates.  The  chicken  under  a  brick  j 
and  the  pan-roasted  monkfish  are  okay,  but  nothing  special. 
•  Nam- 1 1 0  Reade  St.,  near  West  Broadway  (Tel:  267- 1 777).  This  j 
fun  and  clearly  of  the  moment  TriBeCa  Vietnamese  spot  often 
first-rate  fare  at  reasonable  prices.  All  is  beautifiilly  presented;  the 
service  is  wonderful.  Sharing  is  definitely  the  way  to  go.  F  ■ 
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MONEY      MANAGEMENT     IS     WHAT     WE      DO 


Although  some  would  tell  you  we  also  specialize  in  futures. 

nlike  investment  banks,  Neuberger  Bern-ian  wasn't  created  to  underwrite  stocks.  For  over  60  years, 
e've  specialized  in  one  thing:  managing  money.  Why  is  that  important?  It  means  there  are  no  hidden 
lendas  when  we  buy  or  sell  stocks  for  you.  It  means  there  are  no  distractions,  either:  we  spend  all  our 
Tie  sweating  every  detail  of  your  portfolio,  whether  it's  $500,000  or  $50  million.  And,  mostly,  it  means 
B  can  help  you  realize  your  dreams.  Not  to  mention  your  children's  dreams.  If  you  have  a  minimum  of 
•00,000  to  invest  in  a  customized  portfolio,  and  would  like  a  free  brochure  on  money  management,  call 
'7.232.4859.  Or,  for  more  information  and  a  list  of  our  offices  across  the  country,  visit  us  at  nb.com . 
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NEUBERGER    BERMAN 


Private  Asset  Management 


Wealthy  &  Wise.  Secrets  about  money  from  the  money  experts.  Buy  it  at  any  bookstore  or  go  to  nb.com. 

"Money  management  is  what  we  do"  is  a  service  mark  of  Neuberger  Berman,  LLC.  ©2002.  All  rights  reserved.  Member  NYSE/NASD/SIPC.  1 1/02. 
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Were  passionate  about  every  engine 

we  build.  Its  just  that  some 
make  our  hearts  beat  a  little  faster. 

Honda  engineers  and  their  machines.  Its  a  romance 
that  began  more  than  50  years  ago.  One  that  has  fueled 
our  dreams  and  our  product  designs  ever  since.  We  now 
build  more  than  1 1  million  Honda  engines  every  year.  Yet 
each  engine  shares  the  heritage,  dedication  and  passion 
of  our  unrivaled  racing  program. 

But  its  not  only  our  technology  that  finds  its  way  ft"om 
the  racetrack  to  the  Hondas  and  Acuras  on  the  streets.  Its 
also  our  engineers.  Our  racing  program  serves  as  their 
classroom.  From  there,  they  apply  what  they  learn  about 
engines  and  innovation  to  other  Honda  products.  So  it 
•  should  come  as  no  surprise:  Every  time  we  start  a  Honda, 
it  sends  our  hearts  racing. 


The  power  of  dreams: 


OTHER  COMMENTS 


There  is  alwctys  room  at  the  top. 

—DANIEL  WEBSTER 


1  ax  C>UtS?  Db\  There  are  two  ways  of  increasing  tax 
compliance.  One  is  to  create  a  more  intrusive  government  by 
giving  the  IRS  more  power  to  snoop  into  our  affairs.  The  second 
is  tax  reform.  Ironically,  America  can  learn  much  from  Russia 
on  this  topic.  Two  years  ago  Russia  decided  to  junk  [its  Western- 
style  "progressive"  income  tax]  and  replace  it  with  a  13%  flat 
tax.  The  results  have  been  spectacular:  Inflation-adjusted  tax 
revenues  have  jumped  by  nearly  30%. 

If  former  communists  can  implement  a  flat  tax,  maybe 
there's  hope  for  the  U.S.  Congress.  It  certainly  would  mean  less 
tax  evasion,  as  lower  tax  rates  and  tax  simplification  reduce  both 
the  incentive  to  evade  and  the  opportunity  to  avoid.  And  while 
it  may  not  be  good  news  for  the  thousands  of  IRS  bureaucrats 
and  the  legions  of  weD-paid  tax  lawyers,  lobbyists  and  account- 
ants, it  would  make  life  better  for  the  American  people. 

—DANIEL  J.  MITCHELL,  Heritage  Foundation 

Tearful  Good-Bye  Money  talks,  they  say  All  it  ever 
said  to  me  was  'good-bye'. 

—GARY  GRANT,  as  Ernie  Mott 
in  None  But  the  Lonely  Heart  (1944  film) 

1  rOteCting  F  OlS  The  magnitude  of  incumbency's  tri- 
umph in  last  [month's]  elections  for  the  House  of  Representatives 
was  so  dramatic  that  the  term  "election" — with  its  implications  of 
voter  choice  and  real  competition — seems  almost  too  generous  to 
describe  what  happened.  Voters  went  to  the  polls,  and  they  cast  bal- 
lots, and  they  did  so  without  coercion.  Yet  somehow,  at  the  end  of 
the  day,  98%  of  House  incumbents  seeking  reelection  won — and 
by  margins  that  suggest  that  many  of  the  races  were  never  serious. 


iHtli: 


«i .  '^^^^ 
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"Don't  take  her  out  of  the  box — >he'U  depreciate." 


A  major  reason  for  this  acclamation  of  incumbents  is  the  coi| 
ruption  of  the  redistricting  process  eagerly  entered  into  by  hot 
parties.  Redistricting,  which  redraws  congressional  districts  foJ 
lowing  the  census  every  decade,  ought  to  be  designed  to  make  di:| 
tricts  more  competitive  and  to  make  incumbents  more  accouni 
able.  Yet  in  practice,  state  legislatures  proceed  with  two  aims  il 
mind — protecting  incumbents  from  challenge  and  maximizirl 
partisan  advantage.  Sometimes,  the  process  is  used  to  oust  repnl 
sentatives  of  the  other  party.  More  often,  gerrymanders  a« 
designed  to  protect  incumbents.  Such  districts  then  tend  to  elel 
members  who  are  more  conservative  or  more  liberal  than  till 
populations  of  their  states  as  a  whole.  The  result:  Congressionl 
delegations  are  divided  ideologically  and  the  center  is  weak. 

— Washington  Pel 

Shortsighted  what  soon  grows  old?  Gratitude. 

— ARISTOTII 

Talking   Turkey   An  electoral  earthquake  shoe 
Turkey's  politics  to  its  foundations  [last  month] .  The  Justice  arJ 
Development  Party — the  third  and  least  Islamist  in  a  sequen  | 
of  Islamist  political  parties — led  with  a  third  of  the  votes. 

In  the  post-Sept.  1 1  environment,  when  the  compatibility 
Islam  and  democracy  has  been  questioned,  the  current  Turki  I 
experiment  is  of  utmost  importance.  If  successfijl,  Turkey  will  ha  I 
shown  that  secularism  can  indeed  be  liberal  and  tolerant — ail 
that  democracy  can  ftinction  properly  in  a  Muslim  environmeil 
Most  of  the  responsibility  to  make  the  experiment  succeed  lil 
with  Turkey.  Part  of  the  responsibility,  however,  lies  with  the  Eur  I 
pean  Union,  whose  members  have  been  achingly,  at  times  insii  I 
ingly  slow  in  accepting  Turkey's  bid  for  membership.  Some  of  t 
European  animus  may  be  explained  by  a  reluctance  to  hav(l 
member  state  whose  population  is  mosfly  Muslim.  But  this  shoi  | 
be  seen  as  an  immense  opportunity  for  Europe.  An  invitation 
Turkey  to  start  negotiations  will  consolidate  the  liberal  politiJ 
changes  that  have  gained  such  momentum  in  Turkey.  It  woi 
also  begin  reducing  the  so-called  civilizational  barriers  betwe 
Muslim  countries  and  the  West.  Here  is  a  challenge  for  us  all. 

—SOLI  OZEL,  New  York  Tin  \ 

Holiday  Travel — Hooray!  shawn  b.  McCuiier- 

federal  air  marshal  accused  of  holding  passengers  at  gunpo  I 
and  arresting  a  man  for  "observing  too  closely,"  had  be| 
rejected  by  the  Philadelphia  Police  Department  in  the  m 
1990s  after  failing  a  psychological  test.  In  addition,  he  recei\j 
just  two  weeks'  training  before  being  put  to  work,  according  | 
the  Philadelphia  Inquirer. 

—CHARLES  OLIVER,  Reason  Online 
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It's  all  in  the  approach. 

A  disciplined  approach  allows  you  to  do  what  others  can't. 
At  AEP,  discipline  guides  everything  we  do.  Our  long-standing 
commitment  to  risk  management  ensures  we  have  the  right 
internal  checks  and  balances.  And  we  use  our  top-notch 
financial  and  analytical  skills  wisely  to  deliver  value  across 
our  broad  range  of  businesses.  For  the  energy  leader  with 
the  discipline  to  perform  in  a  dynamic  market,  look  to  AEP. 


AEP  is  a  proud  sponsor  of  Cirque  du  Soleil®  2002  North  American  Tours 

©  2002  American  Electric  Power  Co.,  Inc. 
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SYBAS.     e-BUSINESS     SOFTWARE.     EVERYTHING 


T  H  E     STRAIGHT     GOODS     ON     SOFTWARE     INTEGRATIO  N~^ 


>, 


^^■^H    Sybase  offers  the  most 
^^^^^H    complete  to 

V^^^B    answer  all  the  Straight 
'^K^r    Through  Processing  (STP) 
■  H    requirements  facing  the 
HH    trading  industry.  Thanks 
^  ^(^    to  our  Financial  Fusion 

TradeForce™  Suite  and  our 
Sybase  Business  Process  Integrator 
Suite,  we've  made  the  very  difficult 
task  of  STP  much  simpler. 

This  is  just  one  of  the  software 
integration  solutions  available  to  your 
enterprise  from  Sybase. 

Leveraging  our  expertise  in  database 
technology  and  powerful  set  of 
integration  tools,  Sybase  can  help 
integrate  all  the  data  and  business 
applications  in  your  enterprise. 

So  you  can  extract  the  maximum 
value  from  your  company's  current 
infrastructure.  And  from  all  the  vital 
information  that  resides  within  it. 

Visit  sybase.com/integrationsolutions. 
And  discover  the  fastest  way  to 
the  possible. 


Sybase 


E«     WHEN     EVERYTHING 


^     ©2002  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 


STRAIGHT  UP. 


ON  THE  ROCKS. 


Discover  the  Scotch  by  which  all  others  are  measured.  A  harmonious  blend  of  The  Macallan, 
^1^  Highland  Park  and  other  rare  whiskies,  married  to  perfection  in  hand-selected  oak  casks. 

Smooth.  Balanced.  Well-rounded.  Just  like  the  individuals  who  drink  it. 

DISCOVER  THE  FAMOUS  GROUSE®, 
^  SCOTLAND'S  # I  SCOTCH. 

www.famousgrouse.com 


fwiST  Scotch  Whi» 

,„„„»,«  n.- 
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Jy  (Caspar  W.  Weinberger,  chairman 


The  2002  Election  and  Other  News 


VFTER  A  MONTH  OF  STUDY,  ANALYSIS  AND  REFLECTION  ABOUT 
^o\  ember's  votes,  it  is  clear  that: 

Election  2002  was  a  historic  victory  for  Republicans.  Never 
xtore  has  an  incumbent  GOP  president  gained  House  seats  in 
I  midterm  election.  The  net  midterm  gains  in  the  Senate  that 
estored  GOP  control  there  were  also  unprecedented. 

Once  again  President  Bush  demonstrated  the  qualities  that 
Tiade  him  such  a  successful  governor  of  Texas.  He  ordered  that 
Jiere  be  no  gloating  over  the  GOP  victory.  He  reminded  legis- 
ators  that  the  American  people  want  senators  and  congress- 
Tien  to  work  together — to  drop 
heir  past  rancor  and  stop  the 
delaying  tactics. 

The  President  then  calmly  went 
5n  to  reiterate  his  highest  priorities: 
mproving  security,  which  will 
equire  increased  defense  spending; 
■stablishing  a  Homeland  Security 
\gency  free  of  crippling  obeisance 
o  organized  labor's  demands; 
itrengthening  the  economy  by 
making  stimulative  tax  cuts  per- 
Tianent;  enacting  legislation  to 
:ncourage  new  job-producing  investments;  quickly  securing  the 
idditional  energy  a  strong  economy  requires;  and  putting  a 
jatient-friendly  medical  prescription  plan  in  place. 

Voter  turnout,  which  was  supposed  to  favor  the  Democrats, 
vorked  the  other  way. 

•  The  President's  personal  popularity  remains  high.  He  risked  it 
)y  campaigning  more  rigorously  than  had  most  of  his  predeces- 
iors.  The  safe  conventional  wisdom  required  that  he  "stay  above 
he  fi-ay."  Had  he  done  so,  Mr.  Bush  would  not  now  be  a  Presi- 
dent whose  party  controls  both  the  House  and  Senate. 

•  The  Democratic  agenda  remains  the  same,  but  has  far  less  chance 
)f  being  enacted.  The  morning  after  the  election  Senator  Tom 
Daschle,  outgoing  Senate  Majority  Leader,  said  President  Bush's 
ax  cut  is  "going  to  cost  this  government  $5.5  trillion  in  the  second 
en  years."  But  that  $5.5  trillion  is,  of  course,  the  people's  money, 
ind  the  Bush  tax  cut  will  enable  many  of  them  to  keep  more  of 
heir  earnings.  Tax  revenues  do  not  "belong"  to  the  government. 

»  The  Senate  will  finally  vote  on  many  of  the  President's  judi- 
cal appointees.  The  Democrats  had  kept  the§e  nominations 
5ottled  up  in  committee  because  they  feared  the  nominees 
vere  too  conservative. 

It  seems  clear  that,  even  though  the  country  remains  closely 
divided,  voters  created  a  Republican  majority.  This,  despite  mas- 


President  George  W.  Bush:  Historic  victory  with  no  gloating, 


sive  campaign  spending  by  the  Democrats  and  their  efforts, 
even  greater  than  two  years  ago,  to  turn  out  the  vote. 
•  The  standard  Al  Gore  class-warfare  card  ("They  are  rich,  and 
we  are  poor,  so  they  must  be  defeated" — presumably  so  that  all 
can  be  poor) — faOed  as  dismally  in  this  election  as  it  has  before. 
The  best  story  of  election  night — although  apocryphal — 
had  Vermont  Senator  James  Jeffords,  who  tipped  control  of  the 
Senate  to  the  Democrats  last  year  by  forsaking  the  party  that 
elected  him,  emerging  from  a  careful  study  of  the  results  and 
announcing  that  after  prayerful  consideration  (and  to  protect 

his  precious  chairmanship  of  the 
Environment  &  Public  Works  Com- 
mittee and  his  milk  subsidy),  he  had 
decided  to  switch  back  to  the 
Republican  side.  He  owed  his  deci- 
sion, he  presumably  said,  to  his  con- 
veniently elastic  conscience. 

That  puts  one  in  mind  of  Win- 
ston Churchill's  remark  after  he 
switched  parties  and  then  in  the 
1920s  was  reported  to  be  thinking 
about  switching  back  to  the  Conser- 
vatives. He  said,  "Anyone  can  rat, 
but  it  takes  a  certain  amount  of  ingenuity  to  re-rat." 


Other  Good  News 

•  Oregon  voters  defeated  a  single-payer  health  care  plan  called  the 
Oregon  Comprehensive  Health  Care  Finance  Plan.  The  "single 
payer,"  of  course,  would  have  been  the  state  government — i.e.,  Ore- 
gon's taxpayers.  The  plan  would  have  had  the  state  managing  and 
paying  for  (with  its  citizens'  taxes)  all  health  care  costs  for  everyone. 

•  In  October  our  military,  using  advanced  radar,  sensor  and  "hit 
to  kill"  technology,  intercepted  and  destroyed  a  target  missile 
whizzing  through  space.  This  was  the  fourth  consecutive  suc- 
cessful test  over  the  past  year.  Good  news  for  those  who  believe 
we  must  develop  and  deploy  an  effective  missile  defense  system. 
Incidentally,  little  media  attention  was  paid  to  this  success — but 
had  the  test  been  a  failure,  you  can  be  sure  the  media  would 
have  reported  it  with  great  rapture. 

No  Oil  for  the  North 

•  The  usual  suspects  were  rushing  to  assure  North  Korea  that 
despite  its  admitted  violation  of  earlier  promises,  all  would  be  well 
if  it  made  additional  worthless  promises.  Fortunately  the  Presi- 
dent rejected  this  approach  and,  at  least  for  now,  stopped  the  oil 
deliveries  we  had  been  sending  every  month  to  the  North.        F 
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I  moved  my  money  to  Charles  Schwab  because: 

BEFORE  I  VERY 

RARELY  HEARD  A  SELL 

RECOMMENDATION. 

I  feel  that  Schwab  has  my  interests  at  heart.  I  was  heavy  into  tech  and 
large-cap  stocks.  They've   ^^^    ,^      helped  me  adjust  my  portfolio 


and  improve  my  asset 
feel  good  that  their 
commissions.  Now 
the  right  place. 


allocation.  And  it  makes  me 

advice  isn't  driven  by  their  brokers' 

I  feel  like  my  portfolio  is  in 


John 

moved  his  money 
to  Charles  Schwab 
in  August  2002. 


Iv 


This  year,  individual  investors  have  moved  more  than  $30  billion  in  assets  to  U 

Come  see  why  there's  never  been  a  better  time  for  Charles  Schwab'.'  j 


diaries  schwab 


Call 

l-80(l-3?5-226^ 

Click 

schwab. com 

Visit 

370  locations  nationwide 

Charles  Schwab  &  Co.,  li; 
Schwab.  Clients  gave  thi^ 
clients.  John  is  a  client  of 
account  minimums,  and  advic 
of  September  2002  consist  of  ?■ 
independent  Investment  Adviso 


e  clients  in  advertising,  and  their  testimonials  reflect  their  actual  experiences 

tensated.  Their  comments  are  their  own  and  may  not  be  representative  of  t 

""ased,  nondiscretionary  Schwab  service  available  to  clients  who  meet  ct 

brtfolio  is  part  of  Schwab's  brokerage  services.  Net  new  assets  as  of  tht 

ots  and  individual  investor  assets  custodied  at  Schwab  and  managt 

.   All  rights  reserved.  Member  SIPC/NYSE.  (1002-10580).  ADS24559 


niGITAL  RULES 

By  Rich  Karlgaard,  publisher 
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Advice  to  Dems— Just  Say  Yes 


DO  I  \'OTE  FOR  A  DEMOCRAT.  WTTY,  THEN,  DO  I  NOT  FEEL 
[ecstatic  about  last  month's  Republican  rout?  It  reminds  me  of  a 
lorrible  accident  I  once  saw. 

About  a  year  ago  I  was  driving  on  California's  U.S.  High- 
way 101,  and  some  young  idiot  a  few  cars  ahead  of  me  kept 
limping  lanes.  Suddenly  this  weaving  fool  clipped  a  big  truck's 
ear  tire.  Over  he  went.  The  car  flipped  two  times  and  slammed 
nto  a  cement  wall  at  50mph.  I  called  my  wife  on  the  car  phone 
i»nd  said,  "I  just  saw  somebody  die." 

The  party  of  Thomas  Jefferson  is  on  life  support.  The  tanks 
ire  dry  of  positive  ideas.  Dems  only  know  how  to  be  opposi- 
ional.  This  can  be  very  funny,  of  course;  for  example,  watching 
lames  Carville's  head  turn  purple  on  CNN.  It  was  wild  to  see 
Dems  chicken  out  on  heart  surgery  and  opt  for  a  face-lift — i.e., 
"Jancy  Pelosi.  But  let's  not  drink  too  long  from  the  stein  of 
chadenfreude.  It's  not  seemly,  or  good  for  the  country. 

Turn  the  Tables 

^li'st  Dems  are  in  denial  about  their  one  glaring,  elephant-size 
law— a  lack  of  positive  ideas.  Paul  Krugman  can't  see  it.  Writing 
s  --pasmodically  as  ever  in  the  New  York  Times  on  Nov.  8,  he 
irged  Democrats  to  take  to  the  barricades  and  ...  complain!  You 
an't  accuse  Krugman  of  not  knowing  his  base.  Nationally,  Dems 
lave  become  the  party  of  complaint.  That  is  their  core  compe- 
ency — saying  "No,"  with  just  the  perfect  vintage  of  whine  to  go 
«th  it.  "No"  to  economic  stimulus.  "No"  to  homeland  security. 
*<Io"  to  school  choice.  "No"  to  your  Chevy  Suburban. 

It  never  occurs  to  Dem  operatives  that  "no"  doesn't  cut  it  in 
unerica.  It  never  has.  "No"  runs  counter  to  our  national  DNA. 
or  the  good  of  themselves  and  the  country,  Democrats  need  a 
ig  transfusion  of  "yes"  spirit.  A  few  ideas: 

C9mpletely  disrupt  the  Republicans  by  saying  "yes"  to  a  flat 
IX.  Can  you  imagine?  In  one  stroke  this  would  tar  the  Republi- 
ans  as  lap  dogs  for  special  interests.  The  Dems  have  always  said 
lat  about  Republicans — but  never  to  much  effect.  This  time  the 
harge  would  stick  to  the  Republicans  like  poo-poo  on  Vibram. 
[  would  take  a  generation  to  wipe  it  off.  A  flat  tax  is  fiiUy  within 
ne  Jeffersonian  principles  of  the  Democratic  Party.  It  is  moral  (a 
at-rated  tithe  is  referred  to  in  the  Bible's  Leviticus)  and  populist, 
verybody  would  pay  the  same  rate!  No  billionaire  would  get  to 
lay  the  system  with  pricey  legal  help. 

Don't  carp  about  America's  love  of  cars  and  SUVs.  Say  "yes" 
3  smart  alternatives.  One  of  them  is  cheap  .broadband — 
legabits  per  second,  $10  per  month — enough  to  make 
:leschooling,  telecommuting  and  teleshopping  preferable  to  the 
as  hog.  How?  Blow  the  winds  of  the  free  market  into  the  trou- 
led  telecom  sector.  You  could  propose  abolishing  the  Federal 


Communications  Commission  entirely.  Less  radically,  you  could 
keep  the  status  quo  for  bit  traffic  under  1  megabit  per  second 
but  declare  anything  over  that  a  new  ball  game — an  unregulated 
ball  game.  Anyway,  the  idea  of  spectrum-based  regulation  of 
telecom  is  outdated.  Digital  bits  can  be,  ought  to  be,  regulated 
the  way  ships  are  on  the  ocean:  Ships  are  free  to  go  anywhere,  as 
long  as  they  don't  bump  into  other  ships.  The  same  should  be 
true  of  digital  bits.  So  how  about  declaring  America's  airwaves  a 
national  resource,  free  to  anyone  who  doesn't  crash  into  other 
users?  Now  that's  profoundly  democratic!  Doing  so,  you  would 
ignite  a  commercial  broadband  boom  that  would  put  a  halo  on 
Dems  for  decades. 

•  Say  "yes"  to  environmentalism — as  you  do  now — ^but  enlist 
the  free  market.  Swap  SUVs  for  broadband,  as  noted  above.  If 
you  insist  on  following  the  Kyoto  Protocol,  then  also  insist  on 
tradable  pollution  rights.  Know  that  free  trade  with  poor 
nations — whose  people  have  to  eat — is  the  best  way  to  stop 
them  from  chopping  down  their  rain  forests. 

•  Say  "yes"  to  science.  You  once  gave  us  the  Manhattan  Project 
and  the  Tennessee  Valley  Authority.  You  deserve  most  of  the 
credit  for  the  early  space  program.  But  over  the  past  two  decades 
you  have  turned,  oddly,  against  science.  Part  of  this  is  your  lethal 
embrace  of  the  Greens,  who  in  their  most  radical  wings  talk  like 
the  Unabomber.  Your  other  flub  was  to  hop  into  bed  with 
trendy  multiculturalism,  which  disparages  science  as  a  tool  of 
Western  oppression.  Be  honest  with  yourselves.  How  did  you 
Dems  go  from  JFK's  science  optimism  to  that?  Your  low  point 
was  reached  with  Bruce  Babbitt,  Bill  Clinton's  Secretary  of  the 
Interior.  In  the  Kennewick  Man  case.  Babbitt  stopped  scientists 
from  doing  forensic  work  on  the  skeletal  remains  of  a  9,000- 
year-old  man  found  in  Oregon.  The  bones  suggested  the  man 
was  European — oops,  can't  have  that.  That  was  a  Galileo 
moment  in  the  church  of  multiculturalism.  Dems  flunked  it. 

•  Let  the  Republicans  court  big  corporations;  you  say  "yes"  to  the 
litde  guys.  This  means  you  should  support  stock  options,  because 
they  give  entrepreneurs  a  powerful  recruiting  tool.  Slash  taxes  on 
capital  gains,  because  startups  need  more  capital.  Target  the  soft 
underbelly  of  the  Bush  Administration:  its  economic  team.  Led 
by  Treasury  Secretary  Paul  O'Neill,  the  instincts  and  habits  of  this 
team  are  20th  century  at  best,  mercantilist  at  worst.  They  are  most 
comfortable  with  big,  regulated  businesses — oU  and  aluminum 
cartels,  subsidized  agribusiness,  etc.  Real  entrepreneurs  have  no 
particular  friend  in  the  Bush  Administration.  Go  get  'em.  r 

Correction:  My  error  citing  Marvin  Davis  in  last  issue's  column  (Nov.  25)  on  worst  jobs. 


VtWYi^^  I  ^'^'^  ^''^^  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
^^k^£^i^  I  or  e-mail  him  at  publlsher@forbes.com. 
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Farewell  to  the  Dennis  Menace 


Annual  sales 

($bll)  $36.4 

$28.9 


$35.7 


$19.1 


Who  can  forget  Dennis  Kozlowski's  $2,900  coat  hang- 
ers? Or  his  company's  massive  charges,  such  as  $2.5 
billion  for  undersea  cable?  But  Kozlowski,  now  under 
indictment,  is  gone  from  TYCO  INTERNATIONAL  (16,TYC). 

There's  no  doubt  the  conglomerate  (electronics, 
medical  supplies,  plastic  packaging,  alarm  systems)  is 
a  mess  with  bum  Kozlowski  acquisitions  and  account- 
ing problems.  Tyco  lost  $9  billion  on  $36  billion  in 
revenue  in  the  Sept.  30  fiscal  year.  Most  of  that  was 
from  writedowns,  but  operations  are  weak,  too.  Elec- 
tronics revenue,  for  instance,  was  down  8%  for  the  year. 

Now  here's  the  contrarian  case.  Tyco  is  cheap,  down  73%  in 
2002.  The  worst  is  over.  The  new  chief  executive,  former  Motorola  presi- 
dent Edward  Breen,  has  brought  in  Wharton  professor  Michael  Useem  to  advise  corporate 
governance.  Breen  restated  earnings  for  three  quarters  and  indicated  no  surprise  restatements 
were  coming.  He  is  readying  plans  to  tackle  the  company's  $26  billion  debt  load  through  loan 
restructuring  negotiations.  Plus  Tyco  has  $6.5  bilHon  in  cash.  Analysts  estimate  fiscal  2003 
earnings  at  a  respectable  $1.58  a  share,  albeit  nothing  like  when  mergers  were  plumping  up  its  top  line.  Robert  Hagstrom,  portfoWl 
manager  of  Legg  Mason  Focus  Trust,  says  an  economic  turnaround  will  make  Tyco  a  long-term  winner.  — Emily  Lamh 


Kozlowski,  now  under  indictment 


The  Un-Google 

A   decent    Internet 

stock?  OVERTURE  SER- 
VICES (23,  OVER)  places 
its  clients'  advertising 
blurbs  in  the  search 
results  (for  relevant 
topics)  delivered  by 
search  engines  like 
Yahoo  and  Micro- 
soft's MSN.  Though  most  other  search  com- 
panies besides  Google  look  as  if  they're 
waiting  to  die,  Overture's  revenues  through 
the  first  three  quarters  jumped  150%,  to 
$468  million.  And  it  makes  money:  Net 
grew  88%  to  $17  million  for  the  quarter. 
Overture  trades  at  an  affordable  17  times 
trailing  earnings. 

Overture  stock  has  faUen  75%  from  its 
glory  days  in  late  1999.  In  addition  to  the 
Internet  taint.  Overture  suffers  from  fears 
that  privately  held  Google—  -tlie  dominant 
force  in  the  search  field — will  ?un  it  out  of 
business.  Not  likely.  Overture's  business  is 
based  on  selling  shopping  inlormalion,  un- 
like Google's  more  general  variety  of  search. 
Its  73,000  advertisers  pay  Ovcrtu-c  when  a 
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user  chooses  the  advertiser's  offering. 

Roger  McNamee,  a  principal  at 
investment  firm  Silver  Lake  Partners, 
argues  that  Overture  is  well  positioned, 
thanks  to  its  MSN  business  and  a  new  deal 
with  Yahoo  lapan.  ^Queritin  Hardy 


Blue  Bloods 


Founded  in  1 903  by  three  du  Pont  family 
members  to  manage  their  growing  wealth, 
WILMINGTON  TRUST  (30,  WL)  has  grown  into 
a  45-branch  regional  bank  and  money 
manager  to  the  rich. 

But  the  corporate 
trust  work  is  where 
the  bank  really 
shines,  says  William 
Fries,  manager  of 
the  Thornburg  Value 
Fund.  Wilmington  is 
trustee  on  more  than  12,000  specialty  se- 
tups like  tax-advantaged  Delaware  business 
trusts  and  holding  companies  for  cus- 
tomers like  credit-card  giant  MBNA. 

Wilmington's  15  P/E  is  close  to  S&P's 
bank  ind.'x  ( 14).  It  boasts  a  juicy  3.3%  div- 
idend vicld.  — Christopher  Hehmm 


The  Network's  Down 

And  now  for  a  bad  tech  stock.  The  leadin 
provider  of  info-tech  services  and  net 
working  software  for  universities  and  uti 

ities,  SYSTEMS  &  COMPUTER  TECHNOLOOl 
(IO,SCTC)  has  rallied  from  its  $6  Septemb< 
low.  For  the  fiscal 
year  ended  Sept.  30, 
Wall  Street  is  focused 
more  on  the  com- 
pany's 14%  revenue 
gain,  to  $238  million, 
than  on  its  $9  mil- 
lion loss. 

Too  bad.  Some  funky  things  are  goii 
on.  Systems  has  the  curious  habit  ' 
including  what  it  calls  "earned  revenu 
in  excess  of  billings"  in  its  fmanci 
results,  meaning  bills  that  have  yet  to  1 
paid  by,  or  even  maUed  to,  customers. . 
the  end  of  the  third  quarter,  for  examp 
it  had  $39  million  of  these.  The  compa 
contends  that  it  will  be  paid,  as  part 
multiyear  contracts,  because  the  cu 
tomers  are  rock  solid.  Short  the  stock  ai 
cover  at  $5. 

— EUzabeth  MacDom 


Rolling  the  dice  with  your 
business  communications? 

In  business,  you  take  calculated  risks  every  day.  But  choosing  a  network  provider  shouldn't 
feel  like  a  gamble.  That's  why  business  leaders  look  to  AT&T,  a  global  communications 
provider  they  can  trust. 

We  understand  complex  business  needs  and  can  leverage  our  expertise  to  transition 
your  enterprise's  communications  to  AT&T  -  securely  and  efficiently. 

With  thousands  of  networking  professionals,  we  have  the  experience  to  help  you  move 
your  business  forward.  And  a  customer  list  that  includes  all  the  top  FORTUNE  500®* 
companies.  AT&T:  Ranked  #1  in  Forrester's  July  2002  telecom  services  survey 
of  1 93  corporate  IT  decision-makers.** 


*    Registered  trademark  of  FORTUNE,  a  division  of  Time,  Inc. 
**  Forrester  Business  Technographics  benchmark,  July  2002. 


There's  never  been  a  better  time  to  call  AT&T. 
Contact  your  AT&T  Account  Representative  or  call  I  866  365-2340, 

or  visit  www.att.com/forward. 


ATsT 


Moving  Business  Forward 


ON  MY  MIND 


By  Edward  G.  Rogoff  associate  professor  of  management,  baruch  college,  cuny;  and 
Hany  S.  Guirguis  assistant  professor  of  economics,  Manhattan  college 

Legalized  Price-Fixing 

How  a  government  program  to  lower  drug  prices  does  the  opposite. 


price-fixing  is  a  crime— unless  the  government  estab- 
lishes  it  as  law,  supervises  it,  helps  maintain  its  secrecy,  punishes 
companies  that  undercut  prices  and  then  becomes  the  biggest 
customer.  This  is  precisely  the  system  that  exists  for  drug  price 
regulation.  The  government  calls  it  a  drug  price  reduction  pro- 
gram, yet  it  is  a  major  culprit  in  causing  price  increases. 

It  started  in  1990,  when  Con- 
gress required  drug  manufactur- 
ers to  discount  the  price  of  drugs 
paid  for  by  Medicaid  and  used  by 
outpatients.  It  was  later  extended 
to  Veterans  Affairs  hospitals  and 
clinics,  public  hospitals,  commu- 
nity clinics  and  federally  desig- 
nated hemophilia  treatment  cen- 
ters. The  specific  rules  are 
mind-numbing,  but  the  dis- 
counts amount  to  between  11% 
and  15%.  Administered  by  the 
Public  Health  Service,  the  pro- 
gram is  referred  to  as  the  PHS 
Pricing  Program. 

We  recently  completed  a 
study  analyzing  ten  years'  worth 
of  data  on  the  costs  of  drugs, 
looking  specifically  at  35  drugs 
used  to  treat  hemophilia,  manu- 
factured by  seven  companies  .  We 
believe  the  effect  of  the  law  has 
been  to  raise  prices,  reduce  com- 
petition and  eliminate  the  power  of  large  purchasers  to  bargain 
with  drug  manufacturers. 

After  the  PHS  law  passed  in  1992,  but  prior  to  its  taking 
effect,  clotting  factor  manufacturers  raised  prices  dramatically. 
So  much  for  that  discount.  Since  this  early  price  boost,  drug 
manufacturers  have  moved  in  an  uncanny  pricing  lockstep. 

Among  the  more  than  3,000  purchases  studied,  the  relative 
position  of  manufacturer  prices  has  changed  only  once  (and  that 
was  temporary),  indicating  that  manufacturers  rarely  or  never 
use  price  to  compete  with  one  another.  Before  the  PHS  system, 
large  purchasers  like  the  hemophilia  centers  had  the  power  to 
negotiate  prices  with  manufacturers  through  competitive  bid- 
ding. But  under  the  PHS  system,  manufacturers  can  be  penalized 
for  making  deals  below  the  price  set  by  the  government.  So  man- 
ufacturers send  purchasers  a  list  of  nonnegotiable  prices. 

The  desire  of  pharmaceutical  companies  to  maintain  access 


#•#1 


"Drug  companies  can  be  penalized  for  making 

deals  below  the  price  set  by  the  government. 

Imagine  if  this  emptied  to  carmakers." 


to  the  Medicaid  market,  which  accounts  for  1 1%  of  drug  pur- 
chases nationwide,  and  to  other  large  government-funded  mar- 
kets, provides  a  powerful  incentive  to  comply  with  PHS  rules — 
and  keep  prices  up.  The  PHS  rules  require  pharmaceuticals  to  be 
sold  to  Medicaid  and  PHS  markets  at  the  lowest  price  charged 
anywhere  in  the  non-PHS  markets.  Reduce  one  price  to  one  cus- 
tomer and  all  prices  to  Medicaid 
and  PHS  markets  have  to  come 
down.  So  big  private  sector  buy- 
ers (like  health  care  plans)  can  no 
longer  negotiate  good  deals.  The) 
get  stonewalled. 

Imagine  if  car  manufacturer; 
had  to  comply  with  a  similar  sys- 
tem that  required  them  to  sell  car: 
to  the  government  at  the  lowes 
price  they  charged  any  privati 
purchaser.  There  would  be  nc 
more  negotiating  better  price: 
with  fleet  purchasers  or  end-of 
year  discounts  to  move  cars  of 
the  lot  before  the  new  model 
arrived.  Manufacturers  woul< 
scrap  cars  before  they  would  cu 
prices  and  be  forced  to  lower  thei 
price  on  the  thousands  of  car 
that  are  sold  to  the  governmeni 
Yet  this  is  precisely  the  system  tha 
exists  for  pharmaceuticals. 

It  is  difficult  to  exacdy  mea 
sure  how  much  this  program  has  added  to  costs,  because  dru 
companies  are  bringing  out  more  expensive  products.  But  w 
estimate  that  the  PHS  program  has  increased  prices  of  all  drug 
purchased  under  non-PHS  by  at  least  1 5%  and  probably  muc 
more,  without  reducing  the  PHS  prices  paid.  In  the  $1.5  billio  [ 
clotting  factor  market,  this  is  more  than  $225  million. 

The  high  cost  of  the  PHS  system,  including  regulatory  con:  I 
phance  and  other  bureaucratic  management,  is  borne  by  healt  | 
care  providers,  insurers  and,  ultimately,  by  consumers. 

Drugs  are  expensive  for  lots  of  reasons,  such  as  a  lack  ( I 
competition  and  high  barriers  to  entry  in  the  form  of  paten 
and  capital  costs.  But  as  the  Bush  Administration  and  Congre 
ponder  ways  to  reduce  drug  costs,  they  should  consider  a  radic 
option:  eliminating  this  government  program  supposed 
designed  to  reduce  prices  and  replacing  it  with  a  prescription  fi  | 
a  healthy  dose  of  free  market  economics. 
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pf  the  most  important  products  for  connecting  the  real  world  to  the  digital  world.  From  data  converters  to  fiber-op 
^''^^-signal  engineering  solutions  has  made  them  one  of  the    HLB  A  £■  Ml  gL  fli||Mi  '^ 
that  has  earned  them  a  place  in  the  NASDAQ-1 00  Tmst?'    IMi(P%kSI  tJplyEaB| 
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when  NASA  wanted  to  upgrade  its 
network,  hp  retooled  the  infrastructure, 
outsourced  IT  management  and  installed 
HP  OpenView'"  to  monitor  the  network 
for  failures  before  they  occur.  Now 
NASA  can  spend  more  time  on  its  real 
mission;  to  explore,  discover  and  inspire, 
www.hp  com/plus_explorers 
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Five  a.m.  and  Hong  Kong  is  at  work.  Through  a  joint  venture  for  the  Hong  Kong  Special 
Administrative  Region,  hp  created  a  Web  portal  providing  24-hour  access  to  government 
services.  Citizens  con  enlist  for  volunteer  work,  book  marriage  dates  and  more  at 
www.esc^M||t,  making  Hong  Kong  one  of  the  world's  first  governments  that  operates 
on  %S-^S^^BKI^^-^f'M°^  ^^^  °*^^''  ^oy  around,  www.hp.com/plus_hongkong 


everything  is  possible 
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MAY  28,  2001 


Deal  Another  Da 


fhen  we 
placed 
Metro - 
Goldwyn- Mayer 
Chief  AJex  Yeme- 
lidjian  on  our  cov- 
er, the  studio  was  in 
the  midst  of  a  comeback.  For  the  first 
time  in  years  MGM  films  were  debuting  at 
number  one,  the  studio  had  a  full  slate 
scheduled  for  release  and  the  stock  had 
climbed  from  $12  to  $19  over  a  two-year 
period.  But  since  then  the  stock  has 
sagged  as  box  office  results  sputtered.  Sur- 
prise hits  like  last  year's  Reese  Wither- 
spoon  laugher  Legally  Blonde  helped  off- 
set duds  like  the  $50  million  comedy 
What's  the  Worst  That  Could  Happen!', 
which  grossed  only  $32  million  in 
domestic  box  office. 

This  fall  the  lion  is  roaring  again.  Its 
urban  comedy,  the  $13  million  Barber- 
shop, has  been  a  surprise  hit,  taking  in  $75 
million  so  far  in  domestic  box  office.  And 
James  Bond  has  returned  with  Ihc 
Another  Day,  i.hc  20th  installment  in  the 
multibillion-di>iij;  Bond  franchise. 

MGM  is  sti'!  the  last  of  tlie  stand- 
alone studios,  as  Wmenidjian  has  had  no 
success  landing  a  major  strategic  partner 
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to  secure  new  distribution 
for  the  more  than  4,000  films  in  the  com- 
pany's library.  Despite  Yemenidjian's  in- 
sistence that  his  goal  is  to  build  the  com- 
pany, MGM  is  often  rumored  to  be  for 
sale.  Doesn't  matter,  because  Hollywood 
moguls  say  financier  Kirk  Kerkorian, 
who  owns  77%,  thinks  MGM  is  worth  far 
more  than  its  current  price  of  $14  per 
share.  — Brett  Pulley 

MARCH  5,  2001 


Rise  and  Fall 


A  mathematician-turned-lawyer,  Henry 
Yuen  parlayed  an  easy  way  to  record  TV 
programs  into  a  $1.9  billion  fortime  and  a 
mini  media  conglomerate  with  a  $40  bil- 
lion market  cap — Gemstar-T\'  Guide.  For 
three  years  Yuen  made  our  Forbes  400  list. 
Now  comes  Yuen's  downfall.  After 
competitors  started  to  impose  on  Gem- 
star's  would-be  monopoly  in  television 
navigation  software,  its  stock  price  tum- 
bled. In  October  Gemstar's  biggest  share- 
holder, Rupert  Murdoch's  News  Corp., 
pressured  Yuen  to  relinquish  his  chief 
executive  post  to  a  former  News  Corp. 
executive.  In  November  Gemstar  avoided 
delisting  from  Nasdaq  after  agreeing  to 
file  a  pile  of  paperwork  with  the  SEC, 


including  earnings  restatements  for  the 
past  three  years.  Battered,  Gemstar's  stoc 
languished  at  a  recent  $4. 

Two  comforts  for  Yuen:  He's  getting 
$30  million  to  give  up  control  and  a  $2 
million  annual  salary  to  drum  up  inter- 
national business.         — Jonathan  Fahey 

JULY  3,  2001 

Picture  Perfect 

At  a  time  when  Silicon  Valley  is  still  bury 
ing  the  corpses  of  failed  technology  start 
ups,  Santa  Cruz,  Calif's  tiny  LightSurf  i 
hiring  engineers.  Run  by  PhOippe  Kahn 
who  founded  and  famously  crashes 
spreadsheet-maker  Borland  Interna 
tional,  LightSurf  makes  software  that  let 
cell  phone  users  snap  and  send  picture 
with  their  handsets.  This  year  LightSut 
teamed  up  with  Sprint  to  offer  PC 
Vision,  which  was  introduced  in  Septem 
ber.  Fourteen  million  Sprint  customers  i 
the  U.S.,  17  million  in  Europe  and  20  mil 
lion  in  Japan  now  use  the  technology. 

LightSurf  has  also  expanded  its  de; 
with  Kodak  Picture  Centers  to  upload  t 
the  Internet  photos  dropped  off  at  th 
centers.  It  now  serves  50,000  Kodak  sites  i 
the  U.S.  and  Canada,  up  from  7,700  whe 
our  story  ran.  LightSurf  s  revenues  ha\ 
doubled  to  $12  million.  Plans  for  an  IPC 
No  comment  from  Kahn. 

— Tomas  Kelht 

NOV.  25.  2002 

We  Hardly  Knew  Him  I 

Did  the  challenge  of  healing  R.R.  Donnt 
ley's  self-inflicted  wounds  scare  off  i 
promising  new  head  of  printing,  Rona 
Daly?  Just  five  days  after  our  story  abo 
Daly's  central  role  in  Donnelley's  tur: 
around  went  to  press,  he  said  he  was  qu 
ting  to  become  the  chief  executive  of  t 
$1.2  billion  (sales)  U.S.  arm  of  Nethf 
lands-based  Oce  N.V.  "I'm  not  runni 
away  from  anything,"  says  Daly,  wl 
insists  he  has  no  beef  with  the  138-yei 
old  printing  company's  plans.  Oce  se 
digital  printers  and  software  to  the  prii ; 
ing  industry.  — Stephane  Ft 


i 


Does  your  software  let  you  manage  and  protect  your  wireless  enterprise  no  matter 
where  it  goes?  Ours  does. 

Managing  your  enterprise  was  hard  enough  when  you  knew  where  it  was.  Now,  thanks  to  the  boom  in  wireless  devices,  mission-critical 
data  and  systems  can  walk  in  and  out  the  door  at  will.  That's  why  it's  vital  to  have  software  that  can  keep  track  of  your  wireless  enterprise 
no  matter  where  it  goes.  Our  infrastructure  management  software  is  considered  the  gold  standard,  making  it  one  of  the  best  choices  for 
securing  and  managing  your  global  environment.  And  it  works  across  multiple  platforms,  so  it's  compatible  with  what  you  have  today 
and  what  you  add  tomorrow.  Sure,  your  devices  may  still  get  lost.  But  your  information  won't.  ca.com/wireless/enterprise 


Wireless  Solutions 


Computer  Associates^' 


©2002  Computer  Associates  International.  Inc.  (CA),  All  rights  reserved. 


FOLLOW-THROUGH 


OCTOBER  28, 2002 

Heal  Thyself 

The  fallout  has  been  swift  since  our  story 
on  National  Century  Financial  Enter- 
prises, the  health  care  financing  outfit 
whose  coUapse  has  sent  shudders  through 
the  asset-backed-securities  market. 

Following  the  story,  both  Moody's  and 
Fitch  slashed  their  ratings  on  NCFE's  out- 
standing bonds.  Chairman  and  cofounder 
Lance  Poulsen  resigned,  and  lawyers  are 
lining  up  to  get  in  their  Ucks.  At  least  two 
of  the  company's  strapped  clients  have 
filed  for  bankruptcy.  Another  company, 
Med  Diversified,  launched  a  $1  billion  law- 
suit accusing  Poulsen,  along  with  bond 
trustees  J.P.  Morgan  Chase  &  Co.  and 
Bank  One,  of  "misuse  of  funds,"  among 
other  mischief  Following  an  FBI  raid  in 
November,  NCFE  filed  for  Chapter  1 1. 

NCFE's  meltdown  is  not  the  first  to  hit 
the  risky  business  of  financing  medical 
receivables.  Tower  Financial  tumbled  into 
bankruptcy  in  1993  amid  accusations  of 
fraud,  and  its  successor  company,  Qualis 


\. 


Life  support 
needed: 
Lance  Poulsen. 


Care,  also  went  bankrupt. 

NCFE  and  firms  like  it  agree  to  take  on 
the  receivables  of  health  care  providers  in 
exchange  for  upfront  payments  on  out- 
standing medical  claims.  NCFE  then  bun- 
dles and  securitizes  the  receivables  on 
Wall  Street,  most  often  through  Credit 
Suisse  First  Boston.  But  unlike  credit  card 
payments,  auto  loans  and  other  con- 
sumer receivables,  medical  payments  are 
significantly  more  difficult  to  collect. 
Blame  glacial  insurance  firms  and  the 
complexity  of  Medicare  and  Medicaid. 

Before  he  quit,  Poulsen  bragged  to 
FORBES  last  June:  "No  NCFE-rated  pro- 
gram has  ever  suffered  a  default,  so  no 


investor  has  ever  lost  a  single  dollar  in  a 
NCFE  program."  Managers  of  the  bon 
funds  stuck  with  NCFE's  paper  may  soo 
find  out  otherwise.  — Seth  Lubox 

JULY  9.  2001 

WoelsWittig 

Things  keep  getting  worse  for  David  Wi' 
tig,  embattled  chief  of  Westar,  a  diversifie 
utihty  company  in  Topeka,  Kans.  Wittig 
high  lifestyle,  brusque  manner  and  rapi( 
fire  dealmaking  were  damaging  both  h 
own  reputation  and  his  debt-ridden  con 
pany.  Now  a  federal  grand  jury  in  Topel 
has  indicted  Wittig  on  fraud  and  mon( 
laundering  charges.  Wittig,  former  cohe; 
of  mergers  at  Salomon,  allegedly  help( 
the  boss  of  a  local  bank  buy  a  person 
stake  in  an  Arizona  real  estate  venture  wi. 
$1.5  million  of  bank  funds.  Already  und 
investigation  by  the  feds  for  personal  u 
of  company  planes,  Wittig  says  he  is  inni 
cent  of  all  charges.  Westar  shares  fetchif 
$44  at  their  peak  four  years  ago.  They  i 
cently  traded  at  $9.      — Bernard  Cond>\ 


YOUR  BOSS  JUST  BOUGHT  A  NEW  CAR  WITH 

SUMPTUOUS   LEATHER,*   RICH  WOOD  TEXTURES 

AND  SOPHISTICATED  SAFETY  EQUIPMENT. 


> 


A  poweifui  V6.  alloy  wheeis,  power  driver's  seat  and  the  exclusive  Persorial  Safety  System™  sta 
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65  YEARS  AGO  IN  FORBES/DECEMBER  I.  1937 

Wanted:  Ideal  Executive  in  very  large  corporations 
the  Ideal  executive  line-up  includes  four  different  types.  First,  a 
chairman  who  is  a  business  statesman,  broad-gauged,  intelligently 
interested  in  national  affairs,  as  well  as  being  capable  of  shaping 
policies  and  finances.  Second,  a  dynamic  president,  expert  in  pro- 
duction problems  and,  preferably,  able  to  sally  forth  to  the  firing  line 
when  big  contracts  are  being  let.  Third,  a  master  sales  manager, 
bubbling  over  with  ideas,  originality,  enthusiasm,  pep,  capable  of  in- 
I  spiring  the  whole  salesforce— and  of  commanding  their  respect  for 
I  his  practical  abilities.  Fourth— and  this  is  what  many  corporations 
I  lack— a  vice-president  in  tune  with  labor,  preferably  a  man  who  has 
come  up  from  the  ranks,  a  man  of  deep  human  sympathies,  tem- 
I  peramentally  fitted  to  meet  and  mingle  with  wage  earners,  to  talk 
I  their  language,  to  inspire  their  confidence. 

'  40  YEARS  AGO  IN  FORBES/JUNE  IS,  1962 

Hiding  Wall  Street's  Underwear  sec  chair 

^  man  William  L.  Gary  had  promised  that  the  first  full-scale  investiga- 
,  tion  of  the  securities  industry  since  it  was  brought  under  federal 
I  scrutiny  three  decades  ago  would  not  degenerate  into  a  "flamboyant 
anti-Wall  Street  publicity  venture."  Clearly,  it  had  not.  Yet  in  the 
h  wake  of  its  worst  rout  in  33  years.  Wall  Street  was  looking  for  a 
scapegoat.  No  one  could  deny  that  Gary's  65-man  staff  of  investi- 
gators bent  over  backwards  in  last  month's  public  hearings  to  avoid 
scandal-mongering.  Wherever  possible,  the  questioners  let  the  tes- 
I  timony  speak  for  itself  (e.g.,  the  admission  by  one  mutual  fund  sales 


organization  that  its  training  program  for  new  salesmen  consisted 
mainly  of  "sitting  around  the  office  for  four  or  five  days  listening  to 
other  salesmen  sell").  Said  Milton  H.  Gohen,  the  lawyer  presiding 
over  the  task  force:  "We  didn't  want  to  show  anybody's  underwear." 

25  YEARS  AGO  IN  FORBES/APRIL  I,  1977 

LeaCler  Ot  Tne  P aCk  Beyond  question,  Gadillac  is  the 

mark  of  dominance 
in  the  luxury  field.  In 
the  last  30  years  it 
has  outsold  its  near- 
est competitor,  Ford 
Motor  Go.'s  Lincoln 
Gontinental,  by  close 
to  three  and  a  half  to 
one.  Since  1946,  GM 
has  sold  about  5  million  Gadillacs  to  Ford's  1.5  million  Lincolns.  Dom- 
inance on  that  scale  has  brought  predictable  problems  of  production 
and  quality  and  control.  A  less  immediate,  but  ultimately  graver  prob- 
lem is  still  down  the  road  a  piece,  but  getting  closer  all  the  time.  By 
1985,  under  present  federal  law,  all  new  cars  on  U.S.  highways,  in- 
cluding luxury  cars,  will  have  to  be  part  of  a  fleet  that  averages  27.5 
miles  to  a  gallon  of  gasoline  (compared  with  16.5  for  a  Seville  today). 
Gan  Gadillac  build  a  compact-size  efficiency  into  a  luxury  without  de- 
stroying its  mystique? 

Cadillac  is  now  in  fourth  place  among  luxury  brands,  outflanked  by 
Mercedes,  Lexus  and  BMW.  The  most  popular  Cadillac  model,  the 
DeVille,  gets  24  miles  per  gallon. 


lie  new  2003  Ford  Taurus  SEL  Surprised?  Well,  if  you  haven't  looked  at  a  Taurus  lately,  look  asain. 
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Superli^i;  Super  E 

General  Motors'  Bob  Lutz  was  leading  a  high-proftleil 

venture  to  bring  back  the  Cunningham  sports  cars  of  the  1950s. 

Why  did  it  blow  up?  by  joann  muller   '  ^^.  i**'/ 


JM 


^  ' 
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ROBKR-r  A.  LUTZ,  COLORFUL,  IN- 
fluentia]  and  wise  about  cars,  is 
an  icon  in  Detroit.  That  made 
him,  thought  Briggs  Cunning- 
liani  HI,  a  wealthy  Kentucky  cat- 
tleman, the  perfect  partner  for  a  business 
proposition  he  had  a  few  years  ago.  Cun- 
ningham, 70,  wanted  to  revive  the  fabled 
Cunningham  brand  of  racecars  that  his  fa- 
ther had  conceived  and  made  into  a  dom- 
inant player  in  racing  in  the  1950s. 

"We  felt  a  little  bit  in  awe  when  \  c  went 
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in  there,"  recalled  Cunningham  of  the  1999 
meeting  at  which  he  proposed  the  idea  to 
Lutz.  It  was  a  good  omen,  he  thought,  when 
Lutz,  now  70,  showed  up  wearing  a  tie  that 
was  identical  to  his — with  a  hand-painted 
picture  of  a  Cunningham  on  it.  Lutz,  a  rac- 
ing enthusiast,  had  a  1953  Cunningham  C3 
Vignalc  coupe  in  his  collection  of  more 
than  a  dozen  cars. 

They  celebrated  their  joint  venture  at 
the  Detroit  auto  show  in  January  2001  with 
die  luiveiling  of  the  st ;  inning  Cunningham 


C-7  concept  car.  Their  plan:  to  create  a  'V 
tual  car  company"  that  would  farm  o 
most  of  the  design,  engineering  and  ma 
ufacturing  work  for  the  powerful  V-12 
outside  suppliers.  They  planned  to  sell  i 
more  than  600  Cunninghams  a  year, 
about  $250,000  apiece.  A  FORBES  co\ 
story  in  April  2001  about  virtual  comp 
nies  featured  the  vehicle. 

Now  the  project  is  dead,  and  Cu 
ningham  isn't  so  awed  anymore.  He 
suing  Lutz,  accusing  his  former  partner 


»; 


)rchestrating  a  plan  to  wrest  control  of  the 
ompany  away  from  him — with  help  from 
jcneral  Motors  and  others.  "He  had  all 
he  knowledge,  and  we  had  the  name," 
ays  Cimningham,  a  Yale  graduate  and  for- 
:ner  prep  school  teacher  and  administra- 
lor.  "We  invested  in  Bob,  and  that's  who 
,ve  depended  on." 

Lutz,  now  vice  chairman  of  GM,  won't 
omment,  but  GM  officials  and  others  in- 
oK'ed  in  the  project  say  Cunningham  has  it 
lackwards.  "Clearly,  this  is  a  case  of  the 
/hite  knight  being  slayed  by  an  individual 
le  was  trying  to  help,"  says  GM  spokesman 
ly  Cooney.  "Bob  Lutz  did  everything  in  his 
■ower  to  try  to  help  Briggs  Cunningham, 
nd  then  he  sues  him." 

The  partnership  was  struck  with  a 
andshake  at  that  first  meeting,  recalls 
Cunningham.  The  two  men  agreed  to  in- 
est  SI  million  apiece,  and  they  each  ob- 
iined  a  line  of  credit  from  Credit  Suisse 
beaut  that  }  First  Boston  Corp.,  at 
ied:  Briggs  whose  parent.  Credit 

unningham  ,  Suisse,  Lutz's  father  had 
I'Z:'      j    been  an  officer. 

"!  Lutz  made  his  pres- 

nce  telt  immediately,  says  Cunningham, 
le  vetoed  the  design  concept  that  Cun- 
ingham  and  general  manager  Larry  Black 
riginally  presented,  insisting  that  they 
nd  a  new  designer.  Lutz  also  rejected 
Cunningham's  and  Black's  choice  of  a  fab- 
cator  to  build  the  concept  car. 

For  the  auto  show  the  company  had 
me  to  build  only  a  fiberglass  shell  of  the 
ir — yet  it  was  an  enormous  hit.  Chief  ex- 
:utives  and  designers  of  the  world's  largest 
uto  companies  surrounded  the  vehicle, 
imiring  its  muscular  lines.  Among  them 
'as  GM  Chief  G.  Richard  Wagoner.  Eight 
lonths  later  Wagoner  hired  Lutz,  who  was 
len  head  of  Exide  Corp.,  as  vice  chairman 
)  revive  GM's  tired  lineup  of  vehicles.  GM 
ivested  $2  million  in  Cunningham  Motor 
1  late  2001  and  early  2002,  at  $5  a  share. 

The  investment  should  have  been  wel- 
)me  news  for  Cunnmgham.  But  in  late 
001,  he  says,  he  was  shocked  to  learn 
cm  Walter  J.  Borda,  Cunningham 
lotor's  attorney,  that  the  original  $  1  mil- 
;  on  loan  he'd  received  from  CSFB  would 
i  3t  be  rolled  over  for  another  year  as  he 
id  expected  it  to  be.  In  his  lawsuit  Cun- 
ingham  claims  that  Borda — who  had 


helped  arrange  the  loan — had  been  ad- 
vised of  the  bank's  plans  in  late  2000  but 
hadn't  told  Cunningham  then.  Borda  re- 
sponds that  Cunningham  should  have 
been  aware  of  the  loan's  maturity  date, 
and  had  had  opportunity  through  his 
dealings  with  the  bank  to  clear  up  any 
confusion. 

In  a  bind,  Cunningham  tried  to  seO  a 
portion  of  his  stock  for  $5  a  share.  But 
Lutz  and  other  stockholders  refused  to  buy 
him  out  at  $5  a  share,  and  GM  wouldn't 
buy  him  out,  either.  GM's  intention,  says 
spokesman  Cooney,  was  to  provide  capital 
to  help  the  company  grow,  not  to  bail  out 
an  existing  shareholder.  Cunningham  was 
told  that  if  he  sold  his  stock  to  an  outsider 
GM  would  back  out  of  the  deal — which 
would  probably  end  the  venture. 

So,  in  late  2001  Cunningham  sold  his 
775,000  shares  back  to  the  company  at  $1  a 
share,  only  to  have  GM  ttirn  around  and  in- 
vest at  $5  a  share.  He  also  received  $225,000 
in  license  fees  for  the  use  of  the  Cunning- 
ham name,  billowing  him  to  pay  off  CSFB — 
but  leaving  him  with  no  stake  in  Cunning- 
ham Motor. 

This  could  just  be  a  case  of  an  out-of- 
his-league  entrepreneur  losing  his  fund- 
ing. But  Cunningham  sees  a  deliberate 
plan.  Why  would  Lutz  or  GM  want  him 
out?  Maybe  because  he  and  his  associates 
were  just  being  a  pain  in  the  neck,  as 
Borda  complains  in  a  February  e-mail  to 
Cunningham's  son.  Cunningham's  attor- 
ney, Mark  Hayden,  claims  it  was  more 
ruthless:  The  company's  profit  projections 
were  so  strong,  he  says,  they  wanted  the 
company  to  themselves.  Says  Hayden: 
"These  men  took  advantage  of  Briggs 
Cunningham  and  put  him  in  a  position  to 
sell  his  stock  for  20%  of  its  market  value." 

This  fall  Lutz  and  GM  had  planned  to 
start  raising  $75  million  for  Cunningham 
Motor.  But  if  Cunningham  wanted  to  see 
his  father's  car  revived,  his  suit,  seeking 
$24  million  in  damages,  has  almost  guar- 
anteed that  won't  happen.  It  has  probably 
killed  any  chance  of  raising  capital,  and 
thus,  the  company,  too,  says  Cunningham 
Motor  Chief  Executive  John  McCormack. 

Mr.  C,  as  Briggs'  famous  father  is 
known,  is  now  95  and  lives  in  Las  Vegas, 
but  he  knows  nothing  about  the  fight  over 
his  name.  He's  probably  better  off        T 


Bowl-0-Drama 

Michael  Moore's  Oscar-contender 

documentary,  Bowling  for  Columbine,  pokes 
fun  at  corporate  creeps  and  hypocrites  in  his 
crusade  to  figure  out  who  is  to  blame  for  the 
gun-related  violence  in  America.  But  we've 
found  Moore's  facts  a  little  slippery. 

TITLE:  Moore  titled  the  movie  Bowling  for 
Columbine  because,  he  suggests,  the  two 
kids  who  shot  up  Columbine  High  in  Littleton, 
Colo.,  went  to  a  6  a.m.  bowling  class  on  the 
day  of  the  attack. 

ACTUALLY:  Cool  story,  but  police  say  it's 
not  true.  They  say  the  shooters  skipped  their 
bowling  class  that  day. 


MISSILES:  Moore  wonders  whether  kids  at 
Columbine  might  be  driven  to  violence 
because  of  the  "weapons  of  mass 
destruction"  made  in  Lockheed  Martin's 
assembly  plant  in  Littleton.  Moore  shows 
giant  rockets  being  assembled. 
ACTUALLY:  Lockheed  Martin's  plant  in 
Littleton  doesn't  make  weapons.  It  makes 
space  launch  vehicles  for  TV  satellites. 

WELFARE:  Moore  places  blame  for  a 
shooting  by  a  child  in  Michigan  on  the  work- 
to-welfare  program  that  prevented  the  boy's 
mother  from  spending  time  with  him. 
ACTUALLY:  Moore  doesn't  mention  that  mom 
had  sent  the  boy  to  live  in  a  house  where  her 
brother  and  a  friend  kept  drugs  and  guns. 


BANK:  Moore  says  North  Country  Bank  & 
Trust  in  Traverse  City,  Mich.,  offered  a  deal 
where,  "if  you  opened  an  account,  the  bank 
would  give  you  a  gun."  He  walks  into  a 
branch  and  walks  out  with  a  gun. 
ACTUALLY;  Moore  didn't  just  walk  in  off  the 
street  and  get  a  gun.  The  transaction  was 
staged  for  cameras.  You  have  to  buy  a  long- 
term  CD,  then  go  to  a  gun  shop  to  pick  up  the 
weapon  after  a  background  check. 

—Daniel  Lyons 
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Here  Come  Da  Judge 

Usually  it's  plaintiffs'  attorneys  whining  about 
mandatory  arbitration.  Now  it's  the 
corporate  lawyers. 

BY  JOANNE  GORDON 

COMPANIES  LOVE  MANDATORY 
arbitration  of  employee  dis- 
putes, right?  No  embarrassing 
and  costly  trials,  no  runaway 
jury  awards,  no  class  actions.  Just  a 
privately  issued,  rationally  sized 
award  from  an  arbitrator. 

If  only  that  were  the  case.  Ask 
Waddell  &  Reed  Financial,  an 
Overland  Park,  Kans.  mutual  fund 
company.  An  arbitration  panel 
socked  the  firm  with  a  $25  million 
punitive  damage  award  in  2001 
after  a  fired  employee  claimed  it 
had  ruined  his  reputation  by 
spreading  rumors  to  his  cus- 
tomers. And  it  was  ordered  to  pay 
the  ex-employee,  Stephen  Sawtelle, 
$1  million  in  compensatory  dam- 
ages and  $747,000  for  legal  fees. 
The  case  dragged  on  for  two  and  a 
half  years  through  100  hearings. 
And  Waddell  still  landed  in  the  court  system  when  it  appealed 
the  punitive  award  in  New  York  in  November. 

"Arbitration  is  billed  as  efficient  and  cost  effective,  but  arbi- 
trators give  the  lawyers  free  rein,  and  it  goes  on  forever  and  ends 
up  costing  a  lot  of  money,"  says  New  York  lawyer  Seth  Schwartz, 
who  is  handling  Waddell  &  Reed's  appeal. 

About  2,000  companies — including  Anheuser-Busch,  Hal- 
liburton and  Credit  Suisse  First  Boston — require  employees  to 
waive  their  right  to  sue  and  instead  use  arbitration  to  resolve  alle- 


Average  length  of  employee  arbitration. 

fercentage  of  claims  filed  by  lower-income  workers. 

'ercentage  of  requested  damages  awarded. 

Average  amount  of  that  award. 

How  often  employers  were  ordered  to  pay  for  employees' 
irbitration  fees. 

Based  on  200  American  Arbitration  Association  awards  in  1999  and  2000. 
Source:  Elizabeth  Hill,  NYU  School  of  Law,  Center  for  Labor  &  Employntent  Law. 


gations  of  wrongful  firing,  harassment  or  discrimination.  Plaintiff 
lavyyers  have  always  disliked  the  waiver,  since  it  crimps  their  style. 
But  now  companies  are  starting  to  complain  about  arbitra- 
tion, too.  It  can  turn  into  full-blown  litigation — costly, 
time-hogging  and  irrational. 

■  Starting  in  the  mid-1990s  arbitrators  low- 
ered restrictions  on  punitive-damage  awards 
in  the  face  of  court  rulings  and  complaints 
from  plaintiff  attorneys.  And  federal  and 
state  law  make  it  next  to  impossible  to 
overturn  an  arbitrator's  ruling,  no 
matter  how  wacky  or  outsize  it  may 
be.  "The  arbitrators  I've  seen — 
frankly,  they  tend  to  be  a  little 
scary,"  says  Philip  Davidoff  of  law 
firm  Winston  &  Strawn. 

Another  problem  is  that  arbi- 
trators, typically  lawyers  or 
retired  judges,  rarely  dismiss  frivo 
lous  employment  cases  at  the  start, 
a  common  occurrence  in  the  court 
system.  "They're  more  likely  to 
split  the  difference  even  if  the  case* 
has  no  merit,"  says  Gary  Friedman, 
who  defends  companies  at  law  firm 
Mayer,  Brown,  Rowe  &  Maw. 

Meanwhile,  the  legal  cost  of^ 
arbitration  is  skyrocketing.  Arbi 
trators  are  allowing  more  deposi 
tions  of  witnesses,  which  consume) 
long  hours  and  can  cause  multiple  hearings. 

So  are  companies  ready  to  abandon  mandatory  arbitration? 
Not  yet.  Indeed,  corporate  attorneys  cheered  last  year  when  the 
U.S.  Supreme  Court  ruled  that  mandatory  arbitration  policies 
are  enforceable  for  most  employees.  Last  year  2,159  employment 
cases  were  filed  with  the  American  Arbitration  Association,  up 
60%  from  1997.  Employers  figure  that,  flaws  and  all,  arbitration 
still  beats  the  court  system.  There's  less  publicity  associated  wii 
it — usually. 
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g   p^  New  From  Mickey  D's:  Condoms 

Times  are  tough  for  McDonald's,  what  with  price  competition  from  Burgei 

r«i  >/■  I    '^'"^  ^""^  shares  that  have  plummeted  43%  since  May.  Hard  to  blame  it  for  looking  be 
ii«j«,:   I    yond  burgers  for  business,  yet  one  of  its  new  concepts  is  a  head-scratcher:  Tiktok  Ea; 
al  I    Shop,  an  automated  convenience  store. 

Sort  of  a  vending  machine  on  steroids,  the  refrigerated  Tiktok  is  18  feet  wide  and 
dispenses  200  items,  from  bread  and  milk  to  laundry  detergent  and  condoms. 
tecDonald's  won't  say  what  the  first  one,  on  trial  in  Washington,  D.C.,  is  seeing  in  sale 
kit  in  Europe  experts  say  such  machines  can  generate  $200,000  a  year 
ll  Developed  by  Automated  Distribution  Technologies  of  Exton,  Pa.,  Tiktok  might  gaii 
ITOthold  on  college  campuses  or  near  motels  that  don't  offer  room  servii 
alfcfcording  to  experts.  One  thing  you  won't  find  on  it:  a  McDonald's  name  or  logo. 

—Matthew  Swi 
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Brushback  Pitch 


Philip  Schwalb  is  trying  to  launch  an  athletic  hall  of  fame  in  New  York  City 
But  not  everyone  is  being  a  good  sport,  by  leigh  Gallagher 


PHILIP  SCHWALB,  A  40-YEAR-OLD 
entrepreneur  and  die-hard  bas- 
ketball fan,  wants  to  build  a  $51 
million  for-profit  museum  in 
New  York  City  that  would  be  dedicated 
to  American  sports. 

Schwalb,  supported  by  three  city 
agencies,  thinks  that  the  halls  of  fame 
for  baseball,  football  and  basketball  are 
too  geographically  remote  to  serve  their 
fans,  many  of  whom  don't  own  cars.  A 
sports  museum  in  Manhattan,' he  says, 
could  solve  that,  draw  international  vis- 
itors and  play  a  role  in  rebuilding  New 
York  City. 

What  red-blooded  American  would 
oppose  such  an  idea?  To  start  with,  the 


folks  at  the  Baseball  Hall  of  Fame,  230 
miles  away  in  Cooperstown,  N.Y. 
Schwalb  says  he  had  a  promising  early 
conversation  with  the  baseball 
museum's  president,  but  the  idea  was 
benched  when  it  reached  the  chairman, 
lane  F.  Clark.  She  is  the  granddaughter 
of  Stephen  C.  Clark,  the  philanthropist 
and  sewing  machine  heir  who  estab- 
lished the  baseball  museum  in  1939. 
Now  the  Cooperstowners  won't  even 
negotiate  over  Schwalb's  venture.  "Our 
involvement  is  that  we  don't  have  any," 
snaps  a  spokesman.  "We  are  not 
involved  in  it,  and  we  will  not  be 
involved  in  ii." 

Most  baseball  artifacts  are  in  the 


Suited  up  and  looking  for  a 
field:  Schwalb  in  New  York. 


hands  of  private  collec 
tors  who  might  be  per 
suaded  to  lend  a  few 
choice  items.  But  the 
strikeout  reverberated: 
The  Pro  Football  Hall  of 
Fame  in  Canton,  Ohio 
was  in  talks  with 
Schwalb,  but  punted 
after  what  happened  in 
Cooperstown.  Without 
the  two  halls'  support  he 
needed  a  new  playbook. 
He  decided  to  make  the 
museum  a  shrine  to  all 
sports  and  now  is  work- 
ing with  the  basketball, 
swimming,  boxing,  ten- 
nis and  the  NCAA  halls  of 
fame  (in  exchange  for  a 
slice  of  revenue). 

"The  concept  now  is 
better  portrayed  as  the 
Smithsonian  or  the  Met 
for  sports,"  says  Schwalb, 
who  most  recently  worked 
for  Edwin  Schlossberg, 
the  museum  designer  and 
husband  of  Caroline 
Kennedy. 

Now  all  he  needs  is 
the  $51  million.  Most  of 
the  dough  is  supposed  to 
come  from  revenue 
bonds  that  will  get  a  fed- 
eral tax  exemption  (but  no  backing) 
from  the  city;  $10  million  would  come 
from  money  raised  from  investment 
banks,  real  estate  investors  and  sports 
figures.  Schwalb  says  he  has  raised  $3 
million  so  far,  mostly  from  athletes  and 
investors. 

Schwalb's  pitch  says  that  a  mere 
1  million  visitors  per  year  (about  the 
number  buying  tickets  to  Madame 
Tussaud's  wax  museum  in  New  York 
City)  would  enable  this  operation  to 
cover  its  debt  service  and  even  provide  a 
handsome  return  to  stockholders.  At  the 
moment  that's  like  saying  that  a  mere 
120  wins  next  year  would  put  the  Cubs 
in  the  World  Series.  F 
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Businesses  today-no  matter  what  their  size-are  confronted  with  a  puzzle:  How  do  you 
manage  to  cut  costs  without  reducing  customer  satisfaction?  Solution:  Brown.  Bring 
your  order  management  and  distribution  to  UPS,  and  we'll  help  you  improve  efficiency, 
reliability  and,  best  of  all,  reduce  overhead.  And  you  thought  we  just  delivered  packages. 


WHAT  CAN  BROWN  DO  FOR  YOU 
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Academia  Inc. 


You  can  take  courses  at  Tsinghua  University 
or  buy  one  of  the  air  conditioners  it  makes. 

BY  RUSSELL  FLANNERY 

On  a  highway  from  Shanghai's  main  domestic  airport 

into  The  heart  of  the  city,  a  slew  of  billboards  beckons  China's 
increasingly  affluent  consumers.  Among  them  is  one  from  Tsinghua 
University  in  Beijing.  But  rather  than  urging  folks  to  sign  up  for 
continuing  education,  the  university  is  advertising  its  latest  line 
of  air  conditioners. 

You  expect  a  university  to  be  a  hotbed  of  innovation  and 
entrepreneurship— isn't  that  what  Stanford  and  MIT  are  all  about? 
But  the  institution  of  learning  that  runs  a  business  empire  on  the 
side  seems  to  be  peculiar  to  Chinese  capitalism. 

The  university  doesn't  just  instruct  students.  The  school's 
business  arms  operate  and  invest  in  dozens  of  companies. 
Estimated  sales  last  year  exceeded  $1  billion.  At  least  three  major- 
ity-owned Tsinghua  companies  are  listed  in  China:  Tsinghua  Tong- 
fang  Co.,  China's  fifth-biggest  personal  computer  maker;  Tsinghua 
Unisplendor,  a  software  company;  and  Chengzhi  Shareholding  Co., 
a  detergent  producer.  Beijing  University,  a  nearby  rival,  has  one  up 
on  Tsinghua  in  one  regard— three  of  its  affiliated  companies  are 
listed  in  Hong  Kong,  one  notch  higher  in  capitalism's  pecking  order. 

It's  all  part  of  the  messy  evolution  of  China's  economic  system. 
A  quarter  of  a  century  ago  almost  everything  in  China  was  held  by 
some  level  of  government  or  form  of  collective.  With  the  waning  of 
communism,  many  state  bodies  formed  companies  to  compete  in 
the  brave  new  economy.  Yet  China's  largest  companies  today, 
whether  listed  at  home  or  overseas,  are  mostly  still  majority 
state-owned.  Executives  often  tout  their  experience  in  the 
Communist  Party.  The  chairman  of  Chengzhi  used  to  be  the 
head  of  the  Communist  Youth  League  at  Tsinghua. 

The  university  companies  were  envisioned  as  a  means  to 
create  jobs  for  students  and  staff,  says  Luo  Jianbei,  who  manages 
the  school's  incubator  for  startups.  Few  saw  private  enterprises 
playing  such  a  big  role  in  the  economy.  "It  was,''  she  says,  ' 

"another  era." 


A  Foul-Smelling 
Business 


IVIalcolm  Glazer's  Zapata  Corp.  relies  on  an  oily, 
bony  fish  for  growth.  What's  he  really  fishing  for? 

I     BY  DAVID  ARMSTRONG 

AS  FISH  GO,  MENHADEN  AREN'T  MUCH  TO  LOOK  AT 
Short,  fat,  oily  and  full  of  bones,  they  are  inedible, 
foul-smelling,  and  often  covered  in  parasites.  But 
grind  up  628,000  tons  of  the  creatures,  as  Houston- 
based  Omega  Protein  did  last  year,  and  you  can  sell 

the  fish  meal  and  oil  to 
livestock  farmers  and  food 
companies  for  $98.7  mil- 
lion, and  eke  out  a  $4  mil- 
lion profit. 

This  low-margin  affair 
is  the  sole  remaining  busi- 
ness of  Zapata  Corp.,  the 
onetime  oil  and  gas  com- 
pany cofounded  by  George 
H.W.  Bush,  and  now  47% 
owned  by  the  family  of  Forbes  400  member  Malcolm  Glazer 
(net  worth:  $750  million).  After  disastrous  forays  into  restau- 
rants, the  Internet  (remember  the  $1.3  billion  bid  for 
Excite.com?)  and  junk  bonds,  Zapata's  61%  stake  in  Omega 
Protein  accounted  for  virtually  all  of  the  revenue  and  net 
income  Zapata  booked  last  year. 

It's  been  a  rough  ride  for  sharehold- 
ers, and  now  they've  got  more  to 
worry  about.  In  November 
Zapata  announced  plans  to 
spend  $14  million  to  buy 
back  500,000  shares,  or 
21%  of  outstanding,  at 
$28  each.  That  was  at  a 
nice  $5  premium  over 
the  previous  price,  but 
roughly  half  the  liqui- 
dating value  of  the 
company,  which  has 
a  $60  million  equity 
stake  (14.5  million 
shares  at  a  recent  $4. 1 7 
each)  in  Omega  Protein, 
$87.5  million  in  cash  and 
no  debt. 

The  offer  arrived  just  months 
after  Zapata  announced  it  was 

The  angler:  Glazer  Is  trying  to  squeeze 
some  value  out  of  menhaden. 
Will  shareholders  take  the  bait? 
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The    Gulfstream    G200 
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looking  at  "strategic  alternatives"  for  its 
fish  meal  business.  The  buyback  offer, 
coming  without  any  disclosure  by  insiders 
of  their  intentions  for  their  only  business, 
is  "a  cynical  maneuver  designed  to  catch 
people  napping,"  says  Thomas  McKay  of 
investment  firm  Simplon  Partners.  He 
believes  the  Glazers  will  wait  for  the  dust 
to  settle  before  taking  Omega  Protein 
private  at  a  lowbail  price.  Cietting  access 
to  Omega  Protein's  $29  million  in  cash 
and  $30  million  annual  operating 
income  (earnings  before  interest,  taxes, 
depreciation  and  amortization)  should 
boost  the  value  of  Zapata's  shares  far 


Malcolm  Glazer's  offer  to  buy  back  shares 

in  Zapata  for  $28  is  "a  cynicai  maneuver  designed 

to  catch  people  napping."     


above  the  $28  offer — a  boon  for  Zapata's 
largest  stakeholder. 

The  Glazers  wouldn't  return  calls,  but 
they  could  argue  that  Omega  isn't  even 
worth  book  value.  Soybeans  are  now 
giving  fish  meal  a  run  for  its  money  in  the 
protein  business.  Whatever  happens  to 
the  menhaden,  Zapata  has  been  kind  to 
the  Glazers.  Half  of  the  $4  million  the 


company  spends  in  overhead  expenses 
goes  to  salaries  for  members  of  the  Glazer 
family.  Malcolm  Glazer,  who  is  owner  of 
football's  Tampa  Bay  Buccaneers,  has  P 
paid  himself  $1.5  million  a  year  in  salary 
and  bonuses  for  the  past  three  years — 
which  will  continue  for  the  next  four 
years  even  though  he  retired  as  chairman 
in  March.  Something  fishy  here?  F 


The  Kangaroo  Leaps 

How  a  little  family-owned  winery  in  Australia 
made  Yellow  Tail  the  most  successful 
American  wine  launch  ever. 

BY  BRENDAN  COFFEY 


T 


I  111-:  lOKl',  IN  AUSIkAl.lA  IS  THAT  JOHN 
Soutter  should  be  fired  for  getting  his  sales 
projections  so  wrong.  Soutter,  general  man- 
ager of  a  family-owned  New  South  Wales 
winery  called  Gasella  Wines,  figured  his  new  wine, 
called  Yellow  Tail,  would  sell  23,000  cases  in  the  U.S. 
during  the  last  half  of  2001.  It  sold  9  times  as  much. 
The  U.S.  wine  business  hasn't  seen  anything 
like  this  since  the  beaujolais  nouveau  hype  that 
established  French  giant  Ck'orges  Duboeuf  in  1981. 
Casella  expects  to  sell  2  million  cases  of  Yellow  Tul 
in  the  U.S.  in  2002, 600,000  more  than  Aussie  com- 
petitor Lindemans  sold  last  year.  The  biggest  seller 
in  its  category  is  Robert  Mondavi's  Woodbridge, 
with  an  estimated  5.3  million  cases. 

By  most  reckonings  Yellow  Tail  should  have 
been  doomed.  It  had  no  massive  marketing  budget 
or  brand  portfolio  to  leverage.  Its  improbable  suc- 
cess comes  frt)m  plugging  a  gap  its  big  Aussie  rivals 
had  left  largely  unattended:  the  subluxury  category. 
With  Americans  drinking  less  jug  wine  (under  $5), 
there  has  been  a  scramble  to  sell  at  $7  and  above.  So 


►  By  the  Numbers 


Soutter  came  in  with  fruity  chardonnay  and  shiraz  blends 
that  retail  at  $6  to  $7. 

Getting  this  petit  cru  onto  American  shelves  was  Sout- 
ter's  next  triumph.  He  cut  a  deal  with  the  big  importer, 
W.J.  Deutsch  &  Sons,  that  gave  Deutsch  an  incentive  to 
move  the  bottles:  Deutsch  got  a  50%  equity  stake  in  Yellow 
Tail  brands  in  the  U.S.  Deutsch  in  turn  leveraged  its 
rights  to  the  popular  Georges  Duboeuf  line  to  con- 
vince distributors  to  push  Yellow  Tiil. 

Sales  took  off,  largely  by  word  of  mouth  but 
aided  by  the  bottle's  easily  understood,  bold  label 
design.  Soutter  had  bought  the  name  and  distinc- 
tive kangaroo  label  off  the  shelf  fi-om  an  Adelaide 
designer.  "It  appeals  to  young  professionals  espe 
cially,"  says  Jon  A.  Fredrikson  of  Gomberg-Fredrik 
son,  a  wine  market  consultancy.  Yellow  Tail  also 
benefited  by  tapping  into  the  sudden  appeal  of  Aus- 
tralian wine,  best  captured  in  a  recent  Consumer 
Reports  tasting  that  made  a  Rosemount  shiraz  look 
like  a  terrific  bargain. 

The  runaway  vintage  is  quite  a  feat  for  the 
Casella  winery,  founded  by  two  Italian  immigrants 
in  1969,  which  only  recently  was  selling  wine  to  the 
company  that's  now  its  main  competitor,  South- 
corp,  the  Sydney-based  giant. 

Soutter  plans  next  on  bringing  out  pricier 
blends,  costing  up  to  $15,  even  though  many  low- 
end  brands  have  flopped  going  up  market.  And 
he's  looking  afield,  including  exporting  to  Italy.  If 
he  can  do  that,  he  can  sell  ice  to  Eskimos.  F 


bIIow  Tail  projected 
2003  sales. 


Annual  Australian  wino        Value  of  wine  imports 
imports  into  U,S.  nto  U.S.  in  2001. 


Sales  of  Kendall-Jack- 
son, bestseller  in  U.S. 


Total  wine  sales 
in  U.S.  in  2001 


Sources  Cii.c/ij  Wiiios;  U.S.  Ooparfmonf  of  Agriculture:  Impact's  2002  Anitual  Wirte  Study:  Wine  (iis»(iii<j. 
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Sounds  Like  Normal  TV 

Estate  lawyers  are  fuming  over  e-mail  pitches  on  behalf  of  Mike 
Fleiss,  the  producer  behind  the  hit  TV  show  The  Bachelor,  who  is 
working  up  for  ABC  another  reality  show  entitled  The  Will.  A 
wealthy  benefactor  would  let  potential  heirs  vie  for  his  inheri- 
tance and  even  vote  one  another  out,  as  in  Survivor.  Fleiss  is  offer- 
ing a  $10,000  reward  to  find  benefactors.  "A  travesty,"  fumes  one 
attorney  who  received  an  e-query.  The  fine-print  disclaimer  on 
Fleiss'  Web  site  warns  that  what's  used  might  be  "embarrassing, 
unfavorable,  humiliating,  derogatory"  and  "portray  the  partici- 
pants in  a  false  light."    — Janet  Novack  and  William  P.  Barrett 

Would  Perry  Mason  Do  This? 

Clients  of  big  law  firm  Jenkens  &  Gilchrist  are  suing  in  an  effort 
to  bar  accountants  Ernst  &  Young  from  giving  the  feds  names  of 
40  joint  clients  involved  in  a  tax-shelter  scheme  the  two  firms  fa- 
cilitated. Attorney-chent  privilege  is  being  claimed,  but  E&Y  says 
customers'  names  aren't  privileged,  and  some  already  have  turned 


IV!!l.!t!inU!»AmP!^B!Ii 


themselves  in — possibly  under  a  partial  amnesty 
program.  Jenkens  partner  Paul  Daugerdas  ear- 
lief  settled  a  lawsuit  on  undisclosed  terms  claim- 
ing he  peddled  a  tax-shelter  idea  borrowed  from 
another  promoter.  — J.N. 

Yahoo  to  Union:  Do  It  Again 

The  Service  Employees  hiternational  Union,  try- 
ing to  organize  workers  at  Santa  Clara,  Calif - 
based  Team  Services,  a  janitorial  cleaning  firm 
used  by  Yahoo,  thought  it  had  found  an  eye- 
catching way  to  generate  attention  and  pressure. 
The  union  sent  out  2,000  copies  of  a  "supple- ; 
mental  10-Q  investor  report"  detailing  its  com-i 
plaints  of  bad  pay  and  working  conditions  to 
Yahoo  shareholders  and  analysts.  What  hap- 
pened? In  the  two  weeks  after  the  report  went 
out.  Yahoo's  stock  rose  17%.      — Dirk  Stnilliei\ 

Profiting  From  the  Mess  They  Created   f 

A  provision  in  the  new  Sarbanes-Oxley  corporate  governance  lawi 
requiring  public  companies  to  have  directors  with  financial  expe-. 
rience  may  end  up  being  a  boon  for  the  now-tarnished  accounting! 
industry.  KPMG,  for  one,  has  hooked  up  with  headhunter  Foster. 
Partners  seeking  to  place  many  of  the  accoimtancy's  300  retired 
partners  on  corporate  boards,  hoping  business  will  come  its  way 
Other  firms  are  expected  to  follow.  — Katarzyna  Moreno 

Some  Games  May  Have  No  Winners 

Seeking  a  holiday  gift  for  that  discouraged  investor  in  your  life? 
Mr.  Bigshot,  a  new  stock-market  board  game  that  uses  real  data) 
going  back  to  1965  on  1,000  companies,  allows  players  to  make 
picks  all  over  again.  Invented  by  Cincinnati-area  jet  engine  de- 
signer Courtney  Tudor,  the  game  sells  on  Amazon.com  for  $25. 
Players  start  with  $100,000,  invest  on  the  basis  of  detailed  report 
about  unnamed  firms,  then  make  periodic  hold  or  sell  decisions 
Winner:  first  player  to  amass  $1  million.  — W.P.B. 


Remote,  scenic  Spokane,  Wash,  has  only  400,000  residents  in  its  metropolitan  area 
its  share  of  suspected  fraudsters  and  financial  finaglers.  All  these  cases  were  pending  at 


NAME 

Fredei-ick  WcitUu-i  ncc 
Avista  Corp. 
Theoplis  (Max)  Daniels 
Icnx-iKc  I  )iiiiiic 
Four  local  car  dealer 

Kcilli  1  .  loiKs 

Daneka  Keith 

Heather  L.  Porter 


ALLEGATIONS  INCLUDE 

involvement  in  dubious  scheme  selling  pay  phones 

.lii-iini;  liaud  ,\\  I  nron  ( "orp. 
^defraudini'  Indi.in  tribr  in  Idaho 

Si;4iiiil;.;  .1.  .  iioii  was  lalsc 

rolling  back  odometers  on  \ised  cars  from  Canati^ 

suhiiiitiiii''  talsc  il(Kuni< 


but,  it  seems,  considerably  more  than 
some  point  this  year.  —W.P.B. 

CURRENT  STATUS 

$5,000  administrative  fine    .:aP 

denies  claim  in  d\\\  lawsuits 
pleaded  not  guilty  j 

pleaded  not  i;uilt\' 
pleaded  not  guilty 


to  >:;ct  loans 


awaitiut;  senteneme 


^I'utmfMi^; 


defrauding  Mothers  Af^a.nst  Drunk  Driving  chapter 
.sicalmg  money  from  scliool's  parent-teacher  fund 
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suspended  jail  sentence 
criminal  charge  pending 


liai 
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y. .  a  world  where  there's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

Jew  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
lelps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
ward-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
ttacks  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 
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Eliot  Spitzer 

vows  to  pursue 

every  abuse  on  Wall  Street. 

Will  that  include  those  in  his  own  office? 


BY  MICHAEL  FREEDMAN 


AS  ELECTION  DAY  DWINDLED  TO  A  CLOSE,  400  FANS 
waited  in  a  ballroom  at  the  Waldorf-Astoria  hotel 
in  New  York  to  celebrate  Eliot  Spitzer.  He  had 
just  won  his  second  term  as  New  York  State  at- 
torney general,  with  66%  of  the  vote.  His  sup- 
porters mused  about  what  might  come  next  for 
"the  Enforcer,"  "the  Crusader,"  "the  Sheriff  of  WaU  Street,"  as  he 
has  been  dubbed  in  adulatory  news  stories.  He  could  run  for  gov- 
ernor in  2006,  of  course.  Or  maybe  even  President. 

Anything  seems  possible  for  this  ambitious  43-year-old 
politician,  who  has  catapulted  himself  into  the  national  spodight 
with  his  relendess  attack  on  Wall  Street,  capitalizing  on  the  pub- 
lic's thirst  for  revenge  for  all  the  money  lost  in  the  past  three 
years  in  the  stock  market.  Scary  prospect:  This  state  officer's 
intrusion  into  an  area  that  had  been  the  domain  of  the  federal 
Securities  &  Exchange  Commission  could  trigger  a  patchwork 
of  new  and  contradictory  local  laws  as  still  more  state  regulators 
jump  on  the  let's-bash-Wall-Street  bandwagon  (see  chart,  p.  76). 
The  Spitzer  assault  includes  grandstanding  press  conferences 
and  threatened  enforcement  cases  against  the  biggest  names  in 
brokerage.  That  the  effect  of  all  this  is  more  to  damage  market 
valuations  of  Wall  Street  firms  and  throw  analysts  out  of  work 


than  to  restore  investor  confidence  seems  not  in  the  least  to  have 
detracted  fi-om  Spitzer's  popularity.  "We  will  pursue  every  abuse 
on  Wall  Street  with  or  without  Harvey  Pitt,"  he  thundered  to  the 
victory  party  audience,  eliciting  wild  cheers.  "We  will  not  stop!" 
While  he  crusades  to  hold  Wall  Street  to  the  highest  stan- 
dards, the  evidence  suggests  Spitzer  has  toed  the  gray  lines  that 
separate  truth  from  hypocrisy  and  divide  the  honest  fi-om  the 
unethical.  Some  examples: 

•  He  failed  to  disclose  $9. 1  million  in  loans  that  funded  his 
1994  and  1998  candidacies,  in  possible  violation  of  state  law. 
Spitzer  points  out  a  rival  candidate  sued  regarding  this,  and  the 
suit  was  dismissed.  The  loans  came  fi^om  J.P.  Morgan  Chase — 
one  of  the  banks  that  Spitzer  hasn't  investigated.  He  also  reaped 
riches  in  a  hedge  fund  that  may  have  profited  fi-om  some  of  the] 
practices  he  now  decries. 

•  Spitzer  mischaracterized  and  exaggerated  evidence  in  his 
investigation  of  Merrill  Lynch,  ignoring  information  that  under- 
mined his  case.  He  also  discussed  his  investigations  with  the 
media  and  revealed  future  efforts  to  a  hedge-fund  manager  who 
could  have  profited  from  the  information.  And  he  publicly 
threatened  criminal  action  to  force  Merrill  into  a  civil  settle- 
ment— despite  state  ethics  rules  that  forbid  this  kind  of  leverage. 
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ELIOT  SPITZER 


Merrill's  lynching 


Eliot  Spitzer's  investigation  of  the  New  York  investment  bank  has  been  a  disaster  for  its  stockholders.  Now  that  the  heat  is  on 
Citigroup,  maybe  the  thundering  herd  can  begin  to  rebuild. 


June  1,  2001 

Spitzer  investigates  Merrill 

Lynch  and  others. 


Merrill  Lynch's  stock  price 


2001 


Apr.  8,  2002 

Alleges  fraud  at 
Merrill  Lynch 


May  21, 2002 

Announces  Merrill 
Lynch  settlement. 
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Handily  wins  reelection 

as  New  York  State  50 

attorney  general. 
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Sept.  30,  2002 

Alleges  IPO  fraud  at  telecoms,  implicating 
Salomon  Smith  Barney's  Jack  Grubman. 
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Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 


•  He  filed  a  civil  suit  against  five  telecom  executives  alleging 
they  gave  their  underwriting  business  to  Salomon  Smith  Barney 
in  exchange  for  access  to  hot  initial  public  offerings — even 
though  no  law  expressly  prohibits  this. 

Spitzer  says  he  hasn't  violated  any  ethical  or  legal  prohibitions. 
His  confidantes  say  he  is  one  of  the  most  moral  people  they  know. 

This  rich  man's  son,  who  calls  himself  "the  people's  lav^T-er," 
is  an  unlikely  champion  of  the  individual  investor.  Spitzer  likes 
to  tell  of  how  his  father  grew  up  on  Manhattan's  Lower  East  Side 
"without  two  nickels  to  rub  together."  He  neglects  to  mention 
that  his  dad,  Bernard,  today  owns  at  least  $36  million  in  New 
York  City  real  estate,  has  a  charitable  foundation  with  $25  mil- 
lion in  assets  and  has  given  or  lent  millions  of  dollars  to  Eliot  to 
smooth  the  way  for  his  political  career. 

Eliot  Spitzer  grew  up  in  the  tony  Riverdale  section  of  the 
Bronx,  where  he  attended  the  Horace  Mann  prep  school.  He 
went  to  Princeton  and  Harvard  Law,  and  did  stints  as  a  federal 
judge's  clerk  and  as  an  assistant  district  attorney  in  Manhattan. 
From  the  start  Spitzer  took  a  broad  view  of  his  authority,  look- 
ing to  reform  industries  rather  than  just  put  the  bad  guys  in  jail. 
In  a  1992  case  involving  the  Gambino  crime  family  and  the  gar- 
ment industry,  Spitzer  let  the  defendants  plead  to  lesser  charges 
and  avoid  jail  time  in  exchange  for  getting  out  of  the  business 
entirely  Later  that  year  he  accepted  a  plush  job  at  Skadden,  Arps, 


Slate,  Meagher  &  Flom  defending  Wall  Street  types  accused  of 
money  laundering  and  securities  fraud.  In  1994  he  ran  for  state 
attorney  general,  visiting  each  of  New  York's  62  counties  as  a 
candidate  in  a  four- way  Democratic  primary. 

To  pay  for  the  campaign,  Spitzer  took  out  a  $4.3  million  loan  I 
from  J.P.  Morgan,  secured  by  personal  property,  including  apart- 1 
ments  in  Manhattan.  His  salary  at  the  time:  $271,000 — far  less> 
than  he  would  need  to  repay  the  debt.  He  came  in  dead  last  and 
returned  to  private  practice.  He  ran  again  in  1998,  borrowing 
$4.8  million  more  from  J.P.  Morgan,  against  his  Manhattan 
property  and  other  assets.  It  was  a  bitter  race,  with  Spitzer  slam- 
ming incumbent  Republican  Dennis  Vacco  for  taking  campaign 
money  from  companies  that  did  business  with  his  office.  Vai 
countered  that  Spitzer  had  failed  to  disclose  his  own  loans,  as' 
required  by  the  Martin  Act — the  very  law  Spitzer  now  uses  to  go 
after  Wall  Street. 

Opponents  also  claimed  his  father  must  be  paying  off  the  two 
loans,  a  potential  violation  of  campaign  finance  laws  that  limit  the 
amount  candidates  may  receive  from  family  members  to 
$260,000.  At  first  Spitzer  told  reporters  the  money  had  come  from 
his  personal  savings.  But  with  just  days  to  go  until  the  election,  he 
admitted  to  the  New  York  Times  that  his  father  had  lent 
money  to  repay  the  first  Morgan  loan.  It  is  still  unclear  what  hi 
pened  to  the  remaining  debt — or  why  Spitzer  failed  to  disci 


While  Spitzer  railed  against           I 
conrlicts  or  interest,  he  may  have 
hacLsmne  QlJiis_iiwn. 
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It  doesn't  matter  what  business  you're  in;  if  everyone  in  your 
company  is  not  working  in  real  time  at  all  times,  you've  got  problems. 
Financial  data  isn't  accurate;  forecasting  is  imprecise;  and  investors  don't 
know  what  to  believe.  mySAP™  Fmancials  helps  make  sure  there's  one 
version  of  the  truth  across  your  entire  enterprise,  so  your  financial  data 
gives  you  the  kinds  of  insights  you  need  to  run  your  business.  Now  and 
into  the  future.  For  more  mformation,  visit  sap.com/solutions/financials 
or  call  us  at  800  880  1727. 

THE  BEST-RUM  E-BUSINESSES  RUN  SAP 


ELIOT  SPITZER 


"It's  illegal  and  improper  to  say  you 
are  going  to  be  prosecuted  unless 
von  do  a-h-r  on  the  civil  side.  


you 


the  loans.  He  insists  he  did  not  have  to,  noting  that  he  voluntarily 
told  his  New  York  co-op  board  in  1998.  State  filings  show  only 
that  Spitzer  continues  to  owe  more  than  $5,000  to  l.P.  Morgan. 

To  dig  up  still  more  money  for  his  1998  campaign,  he  turned 
to  an  old  law  school  chum,  hedge-fund  manager  James  J. 
Cramer.  In  the  1990s  Spitzer  had  invested  an  undisclosed  sum  in 
Cramer's  fund,  and  Cramer  says  he  made  Spitzer  a  "boadoad" 
of  money.  Cramer  would  pick  up  bits  of  news,  load  up  on  the 
right  stocks,  leak  the  gossip  to  Wall  Street  analysts  and  baO  out 
after  the  price  popped.  Cramer  also  knew  that  investment  banks 
rewarded  their  best  clients  by  letting  them  in  on  hot  IPOs.  In  a 
recent  tell-all  book,  former  Cramer  employee  Nicholas  W.  Maier 
writes  of  getting  in  on  popular  stock  offerings  by  promising  to 
buy  more  at  a  higher  price  later,  to  keep  the  stock  up.  Then  the 
hedge  fund  promptly  dumped  all  the  shares  for  a  quick  gain. 
Cramer  denies  this.  Spitzer  says  he  was  unaware  of  any  contro- 
versy regarding  the  fund. 

The  fund  returned  20%  to  30%  annually  in  the  years  Spitzer 
invested.  He  redeemed  at  least  $730,000  in  1 998  and  then  eked 
out  a  victory  over  Vacco.  The  bull  market  roared  for  two  more 
years,  and  Spitzer  worked  on  standard  fare — telemarketing 
fraud,  the  state  lemon  law.  But  when  the  market  crashed  in  mid- 
2000,  investors  wanted  answers — and  scapegoats.  The  SEC  began 
investigating  Credit  Suisse  First  Boston  and  other  banks  in  con- 
nection with  their  IPO  handouts.  Class  actions  were  filed.  And 
Spitzer,  whose  predecessors  had  focused  on  penny-stock  fraud 
and  such,  began  eyeing  big  targets  on  Wall  Street. 

He  doubled  the  size  of  his  securities  enforcement  division 
to  20  lawyers  and,  in  April  2001,  delivered  the  first  set  of  sub- 
poenas to  Merrill  Lynch  and  other  investment  banks.  Spitzer's 
authority  comes  from  the  Martin  Act,  a  sweeping  80-year-old 
state  law  that  lets  him  press  criminal  or  civil  charges  in  securi- 
ties cases.  An  offender  doesn't  have  to  have  intentionally  com- 
mitted fraud — Spitzer  must  show  only  that  a  failure  to  disclose 


relevant  information  hurt  consumers. 

Thus  armed,  Spitzer's  office  combed  through  30,000  pages ; 
of  Merrill  documents  and  e-maUs,  looking  for  trouble.  In  April 
2002  Spitzer  announced  he  had  found  damning  evidence  that 
Merrill  analysts  had  committed  fraud  on  small  investors  by  den- 
igrating stocks  in  private  while  promoting  them  in  research 
reports.  Their  goal,  he  said,  was  to  get  investment  banking  busi- 1 
ness.  "This  was  a  shocking  betrayal  of  trust  by  one  of  Wall 
Street's  most  trusted  names,"  Spitzer  proclaimed  at  the  time. 

Yet  the  documents  paint  a  less  clear  picture.  Spitzer  ignored 
dozens  of  pages  of  evidence  that  suggests  Merrill  put  a  premium 
on  honest,  independent  analysis:  a  1997  policy  manual  that  pro- 
hibits attempts  by  investment  bankers  to  influence  MerriU  ana- 
lysts' reports;  a  Merrill  executive's  November  2000  reminder 
that  the  "reputation  of  Merrill  research  for  good  fundamental 
and  investment  advice  is  key  to  nearly  all  the  activities  of  this 
firm";  a  13-point  bulletin  sent  to  analysts  in  April  2001  telling: 
them  "your  credibOity  is  your  currency." 

Spitzer  claimed  a  Merrill  analyst  called  a  stock  "a  powder  keg." 
Yet  the  e-mails  show  the  analyst  was  attempting  to  persuade  a 
junior  colleague  to  lower  a  rating.  Spitzer  described  how  one 
analyst  told  a  Merrill  banker  any  notion  of  independence  was  "a 
big  lie";  in  fact,  the  banker  assured  her  she  could  rank  a  particu- 
lar stock  any  way  she  pleased.  She  did,  issuing  a  tepid  "neutral." 

A  day  after  unveiling  his  finds,  Spitzer  appeared  as  a  guest  on 
Kiidlow  &  Cramer,  a  CNBC  talk  show  cohosted  by  his  old  money 
man,  Jim  Cramer,  who  on  the  show  identified  Spitzer  as  "one  of 
our  most  courageous  public  servants."  On  the  same  day  Spitzer 
told  CNNfn  that  "Merrill  Lynch  is  going  to  have  to  think  long 
and  hard  about  where  it  wants  to  go  in  this  investigation."  And 
on  Apr.  25  he  told  CBS  Evening  News  that  if  Merrill  continues  "to 
maintain  that  what  happened  was  inappropriate  but  wasn't  ille- 
gal, then  there  will  be  no  settlement.  Then  there  will  be  much 
tougher  sanctions.  There  could  be  criminal  charges.  And  the  fate 


Wall  Street's  Shooting  Gallery 


Eliot  Spitzer  has  inspired  an  abundance  of  copycats  in  various  states.  Here's  a  partial  list  by  state,  politician  and  target. 


ALABAMA  CAUFORNIA  CONNECTICUT 

Joseph  Borg  Demetrios  Boutrls  Richard  Blumenthal 

Dir..  Sccunlies  Comm.  Corps.  Commissioner      Attorney  General 
Lehman  Brothers        Deutsche  Bank  UBS 


MASSACHUSETTS 

William  Galvin 
Secretary  of  the 
Commonwealth 

CSFB 


NEW  JERSEY 

David  Samson 
Attorney  General 

Bear  Stearns 


TEXAS 

Denise  Crawford 

Securities  Comm. 

J.P.  Morgan  Chase 


UTAH 

S.  Anthony  Taggart 
Dir.  Securities  Div. 

Goldman  Sachs 


WASHINGTON 

Deborah  Bortner 

Dir.  of  Securities 

US  Bancorp 

Piper  Jaffray 
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Perspective.  Times  like  these  demand  it:  the  rare  ability  to  step  back  from  the  confusion 
of  the  moment,  draw  on  longtime  experience,  and  make  reasoned,  thoughtful  investment 
decisions.  With  over  125  years  of  expertise  in  managing  and  preserving  wealth,  Prudential 
has  the  perspective  to  craft  an  enduring  financial  strategy,  put  it  into  play,  and  keep  it 
focused — in  any  economic  climate. 


We  focus  on  a  simple  and  vital  concept — 
growing  and  protecting  your  wealth. 

There  are  a  lot  of  companies  skilled  at  one 
or  the  other.  What's  rare  is  a  company  with 
a  long  track  record  of  excelling  at  both — like 
Prudential  Financial.  Today  we  have  $368  billion 
in  assets  under  management  and  over  $1  trilliori 
of  life  insurance  in  force'.  More  than  15  million 
customers  know  they  can  rely  on  us  for  quality 
insurance  and  investment  solutions. 

We've  learned  lessons  only  time  can  teach. 

Being  around  for  over  a  century  means  that  we 
know  how  to  keep  the  big  picture  in  focus.  We've 
prospered  through  wars,  depressions,  booms  and 
busts  by  following  disciplined  strategies  such 
as  asset  allocation,  diversification  and  risk 
management.  And  we  build  that  experience  into 
our  products,  our  services,  our  business  processes 
and  our  relationships  with  clients. 


We  have  a  commitment  to  providing  personal, 
one-on-one  guidance  from  a  financial  professional. 

Sound,  objective,  personalized  advice  has  been  at  the 
heart  of  what  we  do  for  six  generations.  Our  financial 
professionals  are  dedicated  to  working  closely  with 
both  institutional  and  individual  investors  to  develop  a 
coherent  strategy  for  managing  wealth. 

We  can  help  you  find  peace  of  mind. 

It's  comforting  to  know  there's  a  company  like  Prudential 
out  there,  one  with  a  rich  past  and  the  passion  to  do  it 
right.  For  us,  it's  about  our  clients'  confidence — cultivating 
it,  winning  it,  and  keeping  it.  For  our  clients,  it's  about 
knowing  tfiat  working  with  us  to  grow  and  protect  their 
wealth  is  the  best  way  to  secure  their  future. 

Unsure  about  your  current  financial  plan? 

Call  for  a  free  Financial  Checkup.  You'll  get  a  new 
perspective  on  retirement  and  estate  planning, 
investing,  education  funding  and  insurance. 
1-800-THE-ROCK  ext.9167   prudential.com    - 


Prudential  (S  Financial 

Crowing  and  Protecting  Your  Wealth® 


.  ©10/02.  Securities  offered  fhrougfi  Pruco  Securities  Corporation  and  Prudential  Securities  Incorporated,  members  SIPC.  *As  of  6/30/02,  issued  by  The  Prudential  Insurance 
-Company  of  America,  Newark,  NJ  and  its  affiliates.  All  are  Prudential  Financial  companies.  Each  is  solely  responsible  for  its  own  financial  condition  and  contractual  obligations. 
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With  interest  rates  near  record  lows,  some 
investors  are  looking  to  closed-end  funds  — 
managed  asset  portfolios  that  trade  like  stocks 
—  to  boost  their  returns.  Though  these 
investment  alternatives  are  less  visible  than 
their  more-familiar  mutual  fund  cousins, 
closed-end  funds  can  fill  a  huy-and-hold 
niche  in  a  diversified  portfolio. 

Like  mutual  funds,  closed-end  funds  invest 
in  a  set  of  securities  —  stocks  or  bonds,  often 
grouped  by  industry,  municipality,  or  coun- 
try. Unlike  mutual  (or  "open-end")  funds, 
whose  total  number  of  shares  changes  as 
investors  enter  and  exit  the  market,  closed- 
end  funds  issue  only  a  fixed  number  of  shares. 
Those  shares  are  listed  on  the  New  York 
Stock  Exchange  (NYSE),  where  they  can 
trade  at  more  or  less  than  the  value  of  the 
underlying  securities  held  by  the  fund, 
defined  as  its  net  asset  value  (NAV).  The 
resulting  premium  or  discount  to  NAV  brings 
extra  opportunity  —  and  possible  risk  —  into 
the  investment  decision. 

"The  closed-end  fund  gives  an  individual 
investor  a  way  to  own  a  professionally  man- 
aged and  diversified  portfolio  that  utilizes 
leverage  in  a  way  that  would  be  very  difficult 
for  an  individual  investor  to  access  alone," 
says  Robert  Kapito,  Vice  Chairman  and  Head 
of  Portfolio  Management  at  BlackRock,  Inc. 

Choices,  Choices 

As  of  May  2001 ,  only  an  estimated  3.3  million 
U.S.  households  —  only  ^.l^^i,  —  owned 
closed-end  funds,  according  lo  a  study  by  the 
Investment  Company  Institute,  the  national 
indu-stry  association.  Of  thesi-,  Sl%  also  owned 
mutual  funds,  emphasizing  the  role  of  the 
clo.sed-end  fund  as  part  of  a  divei>.ified  pi)rtfolio. 
Opportunities  for  investing  in  closed-end 


By  Michele  Wucker 
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NYSE 


New  York  Stock  Exchange® 

funds  are  growing.  With  net  assets  of  over  $120 
billion,  there  are  now  633  closed-end  funds 
trading  on  North  American  exchanges,  400 
of  them  with  a  combined  market  capitalization 
exceeding  $100  billion  trading  on  the  NYSE. 
From  the  beginning  of  2001  through  the  end 
of  August  2002,  some  78  new  funds  raised 
$16.6  billion,  the  lion's  share  investing  in  bonds. 


Capital  Raised  by  Closed-End  Funds 


Nearly  a  decade  after  the  last  closed-end  fund 

boom,  low  interest  rates  have  brought 

closed-end  bond  funds  into  vogue. 
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Though  tiny  next  to  the  $7  trillion  mutu,  t, 
fund  industry,  closed-end  funds  actually  pij  ^ 
date  "open"  funds  by  more  than  30  yeai  \ 
Boston  Personal  Property  Trust,  founded 
1893,  was  the  first  closed-end  fund  in  Am'j 
ica.  In  1927,  Lehman  Brothers  and  Lazq 
Freres  created  General  American  Investq  [, 
which  survived  Black  Monday  two  years  lai| 
and  became  the  oldest  U.S.  closed-end  fii^ 
in  operation. 

Closed-end  funds  came  under  the  arm  of  i 
Investment  Company  Act  of  1940,  whi 
requires  them  to  register  with  the  Securit  j, 
and  Exchange  Commission  and  follow  its  c  ^ 
closure  and  oversight  rules. 

The  funds  caught  on  in  the  early  1980s,  es 
cially  those  that  invested  in  equities.  Invest 
snapped  up  shares  in  "Superstar"  funds  1 
the  Gabelli  Equity  Trust  [NYSE:GAB]  a 
the  Royce  Value  Trust  [NYSErRVT]. 

In  the  early  1990s,  closed-end  fui 
appeared  for  virtually  every  country  with 
own  stock  market,  bringing  their  numbei 
around  80.  "The  list  of  country  funds  is  I 
roll  call  at  the  United  Nations,"  says  E 
Cassidy,  senior  research  analyst  at  Lipj 
which  tracks  fund  performance. 

As  the  U.S.  stock  marker  took  off  in 
mid-1990s,  investors  focused  their  buying 
equities.  These  days,  investors  are  starved  PK 
opportunities,  which  closed-end  funds 
providing. 

"Income-oriented  closed-end  exchar 
traded  funds  offer  attractive  and  depend.    Jjj. 
dividend  income  and  can  be  conveniei 
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ight  and  sold  like  any  stock,"  says  Bill 
ams,  who  oversees  closed-end  exchange- 
ied  funds  for  Nuveen  Investments. 
?mand  has  grown  significantly  as  investors 
k  to  rebalance  their  portfolios  during  this 
Uenging  investing  environment." 
Municipal  bonds,  accounting  for  more  than 
f  of  closed-end  bond  funds,  make  up 
und  $50  billion  in  assets.  Arizona,  Cali- 
lia,  Connecticut,  New  Jersey,  New  York, 
io  and  Pennsylvania  funds  have  all  come 
narket  recently.  With  an  average  one-year 
free  total  return  of  5%,  munis  add  attrac- 
yield  to  credit  quality  and  tax  advantages 
sspecially  in  high-tax  states  with  double- 
-free  status  for  funds.  Because  they  can 
row  short-term  tax-free  funds  at  1%  to 
%,  closed-end  funds  can  outperform  a 
ni  bond  alone. 

1  addition  to  municipal  bonds,  closed-end 
is  offer  a  wide  choice  of  investment  oppor- 
ities:  high-yield  coryKjrate  securities,  real- 
ite  investment  trusts,  foreign  securities, 
erred  securities,  asset-backed  securities, 
jstry  sector  investments  and  more. 

le  Final  Decision 

ustry  veterans  recommend  that  investors 
sidering  closed-end  funds  research  the 
e  kind  of  information  that  they  would  for 
kmd  of  fund:  long-term  portfolio  return, 
lager's  experience,  fees  and  expenses,  and 
Jt  role  the  fund  is  to  play  as  part  of  the 
sto/'s  overall  asset  allocation  plans.  Only 
1  is  it  time  to  examine  the  fund's  discount 
remium  to  NAV. 

'd  put  emphasis  on  a  fund's  investment 
)rd  and  philosophy  first,  and  on  the  dis- 
nt  second,"  says  Eugene  DeStaebler,  vice 
.ident  for  administration  at  General 
erican  Investors  (NYSE:  GAM).  "Funds 
perform  well  tend  to  sell  at  smaller  dis- 


counts or  even  at  premiums,  but  higher 
prices  generally  don't  last." 

Analyzing  NAV  gives  insight  into  how 
well  the  assets  in  a  fund's  portfolio  have  per- 
formed. The  meaning  of  a  premium  or  dis- 
count to  NAV  depends  on  its  context.  A 
particularly  strong  NAV  performance  can 
create  a  discount,  for  example,  while  a  pre- 
mium may  reflect  either  falling  assets  or 
strong  demand  for  the  fund.  A  fund's  share 
price  thus  can  fluctuate  more  dramatically 
than  the  underlying  portfolio,  creating 
buying  opportunities  or  signals  to  wait. 

"Ck)sed-end  funds  do  require  a  little  bit  more 
analysis  and  understanding,  but  the  reward  is 
there,"  says  Brian  Smith,  executive  director  of 
the  Closed-End  Fund  AsscKiation,  the  nation- 
al trade  group  representing  the  industry. 

Investors  can  find  out  more  about  a  fund's 
performance  history  by  requesting  research 
from  their  broker-dealer  or  investment  man- 
ager, and  checking  NAV  and  price  informa- 
tion published  regularly  in  the  financial 
pages  of  newspapers.  They  should  ask  why  a 
fund  trades  above  or  below  its  NAV:  if  the 
answer  is  that  the  NAV  has  risen  faster  than 
the  price,  the  fund  may  be  a  low-cost  way  to 
buy  the  underlying  assets. 

This  kind  of  analysis  can  also  help  predict 
whether  a  premium  or  discount  is  likely  to 
widen  or  narrow.  Comparing  the  fund  to 
similar  funds  can  help  the  investor  decide 
whether  the  fund  is  a  good  buy  in  its  class. 

The  final  decision  to  invest  in  a  closed-end 
fund  then  is  like  any  financial  decision:  deter- 
mining whether  the  price  represents  good  value. 

Directories,  background  information,  and 
answers  to  frequently  asked  questions  are 
available  from  the  New  York  Stock  Exchange 
(www.nyse.com/cefs),  the  Closed-End  Fund 
Association,  (www.cefa.com)  and  Invest- 
ment Company  Institute  (www.ici.org). 
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osed-End  Fund  Advantages 

Because  their  capital  Is  fixed,  closed-end  funds  have  more  trading  flexibility,  including  die  ability  to  borrow  funds. 
fhey  do  not  have  to  manage  the  unpredictable  inflows  and  outflows  of  capital  that  can  force  mutual  fund 
"managers  to  buy  or  sell  securities  at  less-than-ideal  times. 
Ihis  reality,  combined  with  lower  mari(eting  costs,  often  keeps  management  fees  lower  dian  those  of  mutual  hinds. 
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ELIOT  SPITZER 


of  their  company  is  in  their  hands." 

Yet  state  ethics  rules  prohibit  lawyers  from  using  the  threat  of 
criminal  liability  to  obtain  advantage  in  a  civil  settlement.  The 
regulations  also  ban  lawyers  from  speaking  out  on  matters  that 
could  prejudice  a  jury.  While  declining  to  comment  specifically 
on  Spitzer's  cases,  Stanley  Sporkin,  a  former  federal  judge  who 
headed  enforcement  at  the  SEC  in  the  1970s,  says,  "It's  illegal  and 
improper  to  say  that  you're  going  to  be  prosecuted  unless  you 
do  a-b-c  on  the  civil  side." 


The  Scapegoat 

JACK  B.  GRUBMAN  IS  ELIOT  SPITZER'S  FAVORITE  WHIPPING  BOY-AND  THE  REST  OF  WALL  STREET,  WHICH 
plied  many  of  the  same  tricks,  seems  happy  to  let  him  stay  that  way.  Grubman  has  been  flayed 
in  Congress,  crucified  by  the  Spitzer  crusade,  ousted  from  his  job  at  Citigroup's  Salomon  Smith 
Barney  and  ambushed  by  a  relentless  CNBC  camera  crew.  He  has  endured  the  embarrassment  of 
watching  his  private,  self-aggrandizing  e-mails— collected  by  Spitzer's  investigators— leak  into  the 
pages  of  the  Wall  Street  Journal.  In  a  29-page  lawsuit  filed  against  five  telecom  execs,  Spitzer  cites 
Grubman  62  times;  never  mind  that  he  isn't  even  a  defendant.  His  alleged  sin:  He  touted  weak  tele- 
com stocks  to  help  his  firm  win  banking  assignments  from  those  companies. 

But  if  he  did,  so  did  his  competitors  at  other  firms— that's  what  being  a  sell-side  analyst  is  all 
about  Moreover,  for  years  Grubman's  stock  picks  made  money  for  investors.  And  while  Grubman  was 
reluctant  to  go  negative  on  a  falling  sector,  he  bailed  out  earlier  than  some  rivals— who  haven't  been 
called  to  Congress.  "I've  been  looking  for  you,"  Representative  Michael  Castle  of  Delaware  told  Grub- 
man at  a  hearing  in  July.  "Not  you  individually,  but  the  person  like  you." 

Grubman  is  a  victim  of  irate  investors  and  cruel  hindsight.  When  stocks  roared,  his  close  ties 
to  Salomon  clients  were  seen  as  an  advantage.  In  1997  the  Journal  hailed  him  as  "emblematic 
of  a  new  breed  of  Wall  Street  analyst."  In  1999  he  was  Institutional  Investor's  telecom  analyst 
of  the  year,  and  a  fan  called  him  "the  ultimate  insider"  In  2001  he  bragged  in  BusinessWeek: 
"What  used  to  be  a  conflict  is  now  a  synergy."  Grubman  first  hailed  what  is  now  WorldCom  at 
$2  in  1991,  and  it  hit  $62  in  June  1999.  In  1994  he  touted  Tel-Save  (now  Talk  America  Holdings) 
at  $27  and  it  hit  $84  in  February  1998.  He  liked  Metromedia  Fiber  at  $1;  it  ran  to  $50  in  March 
2000.  RCN  Corp.  went  from  $18  to  $72.  In  1998,  if  you 
followed  every  call  Grubman  made,  you  were  up  57%.  In 
1999  his  picks  doubled  in  value. 

Then  came  the  crash,  and  investors  looked  back  with 
anger  on  all  the  underwriting  fees  that  had  been  pocketed 
by  the  firms  with  the  bullish  analysts.  Salomon  reaped  a 
fortune  on  telecom  ($1.1  billion)  from  1996  to  2002;  but 
so  did  Goldman  Sachs  ($855  million),  Merrill  Lynch  ($808 
million)  and  Morgan  Stanley  ($803  million).  And  their 
stock  pickers  were  just  as  sanguine.  Bear  Stearns  took  in 
$293  million  in  fees;  its  analyst,  James  Henry,  was  bullish 
on  29  stocks.  In  March  2000,  when  WorldCom  was  at 
$45,  the  Wall  Street  consensus  was  a  "strong  buy"— and 
it  still  was  a  "buy"  in  March  2002,  though  the  stock  had 
dived  to  $6.  On  Apr  23  Grubman  soured  on  WorldCom, 
then  at  $4;  but  analysts  at  Bear  Stearns,  CIBC,  Lehman 
Brothers,  Robertson  Stephens,  Credit  Lyonnais  and  Kauf- 
man Brothers  didn't  pull  favorable  recommendations 
until  June  26— one  day  after  WorldCom  admitted  to  a 
$3.8  billion  accounting  error 

Jack  Grubman  is  the  scapegoa  The  rest  of  Wall 
Street,  it  seems,  is  taking  the  Fifth.  Emily  Lambert 

Bruised,  battered  and  out  of  work:  Jack  Grubman. 


Merrill  publicly  denied  Spitzer's  charges,  but  the  embarrass- 
ing e-mails  were  hard  to  explain  away  in  a  sound  bite.  Its  shares 
collapsed  20%  in  the  six  weeks  after  Spitzer  announced  his 
investigation.  On  May  21  Spitzer  triumphantly  announced  that 
the  firm  had  agreed  to  apologize  for  its  actions,  to  pay  $100  mil- 
lion in  fines  and  to  impose  a  series  of  reforms. 

But  so  far  Spitzer  hasn't  collected  a  penny.  The  settlement 
requires  all  U.S.  states  to  sign  on  before  payment  is  made.  New 
Jersey  and  Missouri  are  holdouts.  Investors  will  get  nothing 

anyway:  $48  million  will  go  to  New 
York,  $50  million  to  other  states 
and  $2  million  to  the  North  Amer- 
ican Securities  Administrators 
Association. 

While  Spitzer  railed  against 
conflicts  of  interest,  he  may  have 
had  some  of  his  own.  He  insists  it 
wasn't  wrong  to  accept  a  campaign 
contribution  of  $25,000  from 
Joseph  Flom,  the  Skadden  Arps 
partner  who  negotiated  the  settle- 
ment for  Merrill,  because  the  cash 
didn't  come  from  Merrill  itself  On 
Sept.  3  Spitzer  accepted  a  $10,000 
contribution  from  Stuart  Subot- 
nick,  a  director  at  Metromedia 
Fiber  Network,  whose  chairman  is 
being  sued  by  Spitzer's  office 
Spitzer's  spokesman  says  that  dona 
tion  will  be  reviewed. 

Last  July  Spitzer  met  with  a  critic, 
Thomas  Brown  of  hedge  fund  Sec- 
ond Curve  Capital,  who  had  accused 
Spitzer  of  grandstanding.  Spitzei 
assured  him  that  the  Merrill  fine  was 
just  the  beginning  and  spoke  of  his 
plans  to  investigate  new-issue  alloca- 
tions. The  next  day  Brown  postec 
Spitzer's  comments  on  his  own  Wet 
site.  Brown  says  he  didn't  trade  or 
Spitzer's  revelations.  Nonetheless 
Henry  Hu,  who  teaches  securitie: 
law  at  the  University  of  Texas  lav 
school  in  Austin,  says  Spitzer  shoul( 
have  avoided  even  the  appearance  o 
impropriety. 

The  Spitzer  crusade  continues 
Former  star  analyst  Jack  B.  Grub 
man  (see  box)  has  already  beei 
humiliated.  And  Spitzer's  investiga 
tions  now  threaten  to  topple  Citi 
group  boss  Sanford  Weill.  Thi 
attorney  general  is  going  places,  am 
some  people  will  have  to  be  tram 
pled  along  the  way.  I 
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REMERAL  MOTORS 


Buy  a 

Chevy  Saab? 

General  Motors  is  gathering  its  worldwide  forces 
to  try  to  win  on  a  field  littered  with  GM  corpses: 
midsize  cars  I  by  Jonathan  fahey 


Now  AVAILABLE  FROM  THE 
Swedish  company  General 
Motors  bought  in  1990:  a 
saucy  new  Saab  9-3  sedan 
with  rain-sensitive  wind- 
shield wipers  and  cornering 
brake  control.  At  $30,000,  it  will  be  aimed 
two  ticks  up  the  income  scale  from  the 
pedestrian  Chevy  Malibu,  which  is  due  to 
arrive  next  August  and  will  sell  for  less 
than  $20,000.  Unadvertised  fact:  The  ex- 
pensive car  will  share  a  chassis  and  many 
of  its  high-cost  components  with  next 
year's  Malibu — and  also  with  the  forth- 
coming Pontiac  Grand  Am,  a  new  Saturn 
model  and  likely  a  Buick.  The  shared  parts 
are  the  ones  customers  don't  see.  The  out- 
sides  and  the  cabins  will  be  very  different. 
If  all  goes  as  planned,  GM  hopes  the 
coordinated  global  strategy  will  shave 
30%  to  50%  off  its  engineering  costs, 
which  account  for  up  to  half  of  the  costs 
of  developing  a  new  vehicle,  according  to 
James  Queen,  GM's  engineering  chief.  In 
addition,  the  company  projects,  parts- 
sharing  will  shave  3.5%  off  GM's  $100  bil- 
lion annual  outlay  for  parts.  Yet  another 
part  of  this  cookie-cutter  production  is  to 
lay  out  all  the  manufacturing  plants  the 
same  way  around  the  globe. 

GM  is  far  from  the  first  carmaker  to 
share  engineering  and  parts  across  its 
model  lineup.  Look  at  Toyota  with  Lexus, 


Honda  with  Acura,  Volkswagen  with  Audi. 
It's  not  even  GM's  first  attempt  to  share  de- 
sign: Remember  the  Buicks  and  Oldsmo- 
biles  in  the  1980s  and  early  1990s  that  were 
barely  distinguishable  fi"om  one  another? 

But  this  is  the  first  time  GM  has 
worked  with  its  divisions  abroad,  and  it  is 
the  company's  most  ambitious  attempt  to 
leverage  its  global  scale  to  reap  savings.  If 
the  effort  succeeds,  GM  can  save  its 
shrinking  midsize-car  share,  now  29% 
(see  chart,  p.  84)  in  the  U.S.,  from  an 
unrelenting  assault  by  Toyota's  Camry 
and  Honda's  Accord.  The  Japanese  think 
globally,  so  GM  must  as  weU. 

"We  can  no  longer  afford  the  luxury 
of  telling  ourselves  we're  going  after  the 
domestic  buyer,"  says  GM  Vice  Chairman 
Robert  Lutz.  "That's  just  looking  for  a 
bigger  piece  of  a  shrinking  pie." 

A  global  strategy,  though,  is  easier  to 
envision  than  to  implement.  GM  hasn't 
had  any  luck  trying  to  move  vehicles 
across  the  Atlantic.  The  Saturn  LS  and 
Cadillac  Catera — rebadged  Opels  from  its 
German  division — have  flopped. 

One  difference  here  is  GM's  plan  to 
break  down  the  fiefdoms  that  have  oper- 
ated among  its  divisions  around  the 
world.  It  was  a  historic  event  when  20 
engineers  each  from  GM  North  America, 
•Dpel  and  Saab  gathered  at  the  GM  techni- 
cal center  in  Warren,  Mich,  six  years  ago 


J 


to  sketch  a  midsize  chassis,  namec 
Epsilon,  to  be  used  by  all  three  divisionj 
GM  bought  Opel  in  1929  yet  never  hai 
had  a  meeting  like  this  to  plan  a  new  cai 
Epsilon  could  determine  the  fate  of  five  c 
General  Motors'  car  divisions:  Chevrole 
Opel,  Pontiac,  Saab  and  Saturn.  Genen  I 
Motors  sells  5  million  passenger  cai  ipi 
worldwide  every  year.  But  none  of  thes 
marques  makes  money  selling  cars.  Opi 
has  lost  $2  billion  over  the  last  three  year 
Saab  hasn't  made  GM  money  over  the  1 
years  it  has  been  under  GM  control  (st 
related  story,  p.  88).  In  North  Americ 
GM  loses  more  than  $1,000  on  every  pa 
senger  car  it  sells. 


R 
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GM  s  Jim  Queen  under 
the  new  midsize  chassis. 


The  first  Epsilon-based  car,  the  Opel 
;ctra,  debuted  in  Europe  this  spring, 
ext  (and  the  first  available  in  North 
Tierica)  is  the  Saab  9-3,  to  be  assembled 
Trollhattan,  Sweden.  Then  comes  the 
;w  Malibu  and  a  new  Grand  Am  in 
•04.  All  told,  six  to  eight  plants  in 
irope  and  North  America  will  make  as 
any  as  1.4  million  Epsilon  cars  a  year 
r  as  many  as  seven  brands  in  1 3  body 
Aes.  GM  will  soon  build  all  of  its  cars, 
)m  small  to  luxury,  on  similar  so-called 
)bal  architectures. 

Each  Epsilon-based  car  will  have  the 
me  4-foot-long  steel  midsection  to 
lich  a  set  of  parts — whether  for  a  Saab 


or  Malibu — can  be  attached  at  the  same 
place  on  the  assembly  line,  and  in  the 
same  way.  That's  where  the  savings  come 
in.  The  midsection  and  most  of  the  parts 
are  designed  once.  Plants  don't  have  to  be 
overhauled  to  accommodate  different 
cars,  and  the  car  bodies  don't  have  to  be 
retrofitted  for  snazzy  features.  And  engi- 
neers will  be  able  to  mix  and  match  com- 
ponents to  avoid  the  danger  of  every  car's 
having  the  same  driving  feel.  "Almost  like 
a  set  'of  Lego  bricks,"  explains  Lutz. 

Every  Epsilon  car  will  weigh  some- 
where between  3,200  and  4,000  pounds. 
The  angle  of  the  windshield  will  be 
changed  by  as  many  as  4  inches  to  make. 


say,  a  Grand  Am  sportier  than  a  Malibu. 
The  cars  can  vary  in  width  by  2  inches 
and  in  length  by  6  inches — the  larger  size 
to  be  used  for  a  wagon  version  of  the 
Malibu.  The  cars  will  range  in  price  from 
$19,000  to  $35,000. 

Several  different  engines  can  be 
dropped  in,  like  a  turbo — necessary  for 
Saab's  peppy  image — or  a  fuel-efficient 
four-cylinder  for  the  Malibu.  Different 
combinations  of  disc  and  drum  brakes 
can  be  attached  to  keep  Malibus  low- 
priced  but  let  Saab  boast  serious  stopping 
power.  The  bracket  where  the  suspension 
is  attached  to  the  ft-ame  was  designed  so 
it  can  be  attached  at  two  different  places. 
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Three  Cars— Or  One? 

These  new  and  forthcoming  autos  share  a  4'  x  4'I0"  midsection  and  hundreds  of 
other  parts  you  can't  see.  GM  hopes  the  formula  will  cure  the  rental-car  blues. 


SAAB  9-3  SPORT  SEDAN 

ON  THE  MARKET 

OCTOBER  02 

PRICE 

$30,000 

PROJECTED  ANNUAL  SALES: 

25,000 

UNIQUE  FEATURES: 

Turbo  engines; 

tight  suspensions 


OPELVECTRA 

ON  THE  MARKET 

APRIL  02 

PRICE 

$30,000 

PROJECTED  ANNUAL  SALES 

300,000 

UNIQUE  FEATURES: 

Fastest  Opel  ever:  The 
sporty  version  goes  I50mph. 


CHEVROLET  MALIBU 

ON  THE  MARKET 

AUGUST  03 

PRICE 

$19,000 

PROJECTED  ANNUAL  SALES 

MORE  THAN  200,000 

UNIQUE  FEATURES: 

Remote  starting;  European 
chassis  for  American  price 


Saab  suspensions  will  be  located  farther 
forward  and  include  unusual  bushings 
that  will  make  for  an  edgier  ride:  The  rear 
wheels  will  turn  a  few  hundredths  of  a 
degree  left  when  the  driver  steers  right,  to 
allow  the  car  to  whip  around  tight  turns. 
Malibu  suspensions  will  be  mounted  for 
U.S.  drivers  and  roads.  With  the  bracket 
farther  back,  the  car  will  better  smooth 
over  what  GM  engineers  call  "a  maximum 
pothole  event." 

The  engineers  had  to  make  compro- 
mises that  could  end  up  pleasing  neither 
American  nor  European  drivers.  Europe 
wanted  drivers  to  fill  their  gas  tanks  on 
the  passenger  side;  North  America 
wanted  it  on  the  driver's  side.  Europe 
won.  North  America  wanted  a  stronger 
knuckle  in  the  steering  mechanism, 
where  the  wheel  is  attached  to  the  sus- 
pension, to  deal  with  potholes.  North 
America  won.  Europe  wanted  JipsUon  to 
ace  European  side-impact  safety  tests; 
North  America  wanted  .he  structure  to 
ace  North  American  front-impact  teyts. 
They  both  won,  but  the  structure,  aiid  the 
car,  got  heavier  because  of  it. 

All  of  GM's  car  plants  will  soon  be  laic! 


out  in  the  same  way,  regardless  of  what's 
built  there.  Every  Opel  Vectra  made  in 
Riisselsheim,  Germany  will  get  its  engine 
bolted  in  at  the  same  point  on  the  line  as 
every  Chevy  Malibu  buUt  in  Fairfax,  Kan. 

Homesick 

GM  is  losing  grip  on  the  heart  of  its 
home  market,  midsize  cars.  Spicy  new 
entries  for  Chevy,  Pontiac,  Saturn  and 
Buick  are  designed  to  halt  the  slide. 


60% 


General  Motors'  %  share  of 
the  U.S.  midsize-car  market 


20 


Sales  through  October. 
Source:  Ward's  AutolnfoBank. 
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This  saves  plant  engineering  costs  and 
helps  each  new  plant  learn  fi'om  the  mis-i 
takes  of  the  plant  before  it. 

GM  hopes  to  save  by  engineering! 
common  parts  that  customers  don't  see 
or  care  about.  Where  once  the  company 
had  30  different  electronic  control  units 
for  power  windows  and  horns,  it  now  hai, 
2:  a  high-feature  one  and  a  low-featurci 
one.  Instead  of  buying  a  few  thousand  ot 
each,  GM  will  buy  2.2  million. 

The  early  product  looks  good.  OpeJ 
has  added  extra  shifts  to  make  new  Vec- 
tras,  and  the  Saab  9-3  is  on  the  shortlis" 
for  North  American  Car  of  the  Year.  Bu 
the  company  needs  big  hits  for  its  majoi 
North  American  brands.  Chevy  am 
Pontiac. 

Focus  groups,  at  least,  like  the  cars 
Lutz  says  the  Grand  Am  scored  the  high 
est  research  numbers  ever  seen  at  th 
company:  60%  of  the  participants  pickec 
the  unbranded  Grand  Am  as  their  firs 
choice  among  a  roomful  of  Japanese  ant 
European  cars. 

That  focus  group,  however,  under 
scored  just  how  huge  a  hurdle  Epsilo: 
must  leap — namely,  GM's  brand  imag< 
When  it  was  revealed  to  participants  i 
the  Pontiac  focus  group  that  the  car  the 
liked  best  was  a  Pontiac,  one-thir 
decided  they  didn't  like  it  best  anymor 
"The  only  way  you  can  get  buyers  t 
switch  to  a  Chevy  or  Pontiac  is  to  buiJ  u 
something  that  is  head  and  shouldei 
above  the  competition,"  says  Christophi 
Cedergren,  president  of  Nextrend,  a 
auto  consultancy.  "These  products  wi 
have  to  be  sensational." 
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Verisign  processes  over 

$3.7  billion  in  payment  transactions 

per  quarter. 


□  True? 
or 

□  True? 


ly  also  be  news  to  you  that  VeriSign  handles  e<ommerce  payments  for  some  80,000  different  businesses  and  protects  more  than 
000  websites. You  see, VeriSign  has  spent  the  last  seven  years  building  a  secure  infrastructure  for  the  Internet.  We'd  like  to  do  the  same 
our  business.  VeriSign  can  help  you  deploy  a  trusted  infrastructure  so  you  can  conduct  secure  communications  and  transactions. 
)  matter  how  many  e-commerce  payments  your  company  handles,  you'll  know  every  last  one  of  them  is  secure. 

all  you  need  to  know  about  infrastructure  security  -  and  liow  VeriSign's  managed  network  and  security  solutions 
^elp  you  -  by  downloading  our  new  Executive  Portfolio  on  Digital  Trust.  Visit  www.verisign.com/securitysolutions  xhevaiue  ofTmsr 


VeriSigrr 


■     PAYMENT  SERVICES     ■     TELECOMMUNICATION  SERVICES     ■ 
NETWORK  AND  SECURITY  SERVICES     ■     WEB  IDENTITY  SERVICES 


5  2002  VeriSign,  Inc.  All  rights  reserved.  VeriSign.  tlie  VeriSign  logo,  and  other  trademarl<s,  service  marks,  and  logos  are 
registered  or  unregistered  trademarks  of  VenSign  and  its  subsidiaries  in  the  United  States  and  in  foreign  countries. 
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HOW  DOES  NINTENDO 
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PLAY  TO  WIN? 


1 


(©server 


Linux'  ready  with  self-managing  features  for  every  e-business. 


Intel'-based  /  xSeries" 
It's  an  affordable  and  powerful 
combination  of  mainfranne- 
inspired  reliability  and  smart 
systems  management  tools. 


UNIX  /  pSeries  • 

Highly  available,  highly  affordable 

and  highly  coveted.  The  pSenes  is 

the  platform  of  choice  for  powerful 

UNIX  and  Linux  solutions. 


Midrange  /  iSeries" 

Brings  easy-to-deploy,  plug  and 
play  e-business  to  your  business. 
Sophisticated  technology  that's 
easy  to  manage  and  Linux  ready. 


Mainframe  /  zSeries " 

Maximum  reliability,  maximu{n  power, 

maximum  flexibility  Designed  for  up 

to  99.999%  uptime'  to  handle  the 

demands  of  today's  e-businesses. 


date.  Cut  costs.  Be  available.  At  Nintendo,  games  are  a  highly  connpetitive  business.  So  they  look  for  any 
3y  can  get.  By  consolidating  their  core  business  applications  onto  one  IBM  (©server  iSeries,  Nintendo  now 
ear  100%  availability,^  and  expects  to  save  substantially  on  hardware  maintenance  and  software  costs.  For  a 
1  server  consolidation,  head  to  ibm.com/eserver/nintendo  /7i\L  >  ji  t>    ^        ™ 


tel  3ysplex"environment.  ^Excludes  scheduled  downtime.  All  numbers  and  results  reported  are  from  customer  sources.  This  customer  example  is  intended  as  an  illustration  only.  Costs  and 
d  in  other  customer  environments  will  vary  depending,  among  other  things,  on  individual  customer  configurations  and  conditions.  IBM,  the  e-business  logo,  e-business  is  the  game.  Play 
pSeries,  xSeries.  zSeries  and  Parallel  Sysplex  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  andfer  other  countries.  Unux  is 
idemark  of  Linus  Torvalds.  Intel  is  a  registered  trademark  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  UNIX  is  a  registered  trademark  ot  The  Open  Group, 
y.  product  and  servce  names  may  be  trademarks  or  service  marks  of  others.  ©  2002  IBM  Corporation.  All  rights  reserved. 


Backseat  Driver  By  Jerry  Flint 


Luxury:  The  Cure  du  Jour 


Why  does  almost  every  carmaker  in  the  world  want 
to  get  into  the  business  of  making  luxury  vehi- 
cles? Because  it's  easier  to  make  a  profit  charging 
$50,000  for  a  car  than  $15,000.  This  is  the  com- 
mon wisdom. 
And  it's  wrong.  The  greatest  fortune  ever  made  in  the  auto 
business  was  made  by  Henry  Ford  on  his  low-priced  Model  T 
car.  Genera]  Motors  made  its  big  bucks  on  millions  of  Chevro- 
lets.  Honda,  Toyota  and  Volkswagen  made  more  money  than 
Rolls-Royce.  If  the  luxury  business  is  so  good,  where  are 
Packard,  Duesenberg  and  Marmon? 

But  this  is  not  a  history 
lesson.  This  year  Jaguar  is 
losing  $500  million,  and  I 
figure  that  Land  Rover, 
which  makes  expensive 
sport  utility  vehicles,  is  los- 
ing $100  million  to  $200 
million.  Saab,  owned  by 
General  Motors,  has  luxury 
aspirations  and  is  losing 
money.  Infiniti,  the  luxury 
division  of  Nissan,  just  now 
seems  to  be  recovering  after 
a  decade  of  faUure.  Lincoln 
seems  lost.  But  even  lost, 
Lincoln  sells  more  than 
twice    as    many    Lincoln 


Automakers  are  in 
love  with  the  luxury- 
vehicle  business. 
Why?  The  luxury 
market  is  tough. 
Despite  the  common 
wisdom,  high  prices 
don't  guarantee 
high  profits. 

Town  Cars  as  Lexus,  the 

much-praised  luxury  division  of  Toyota,  sells  of  its  $55,000  LS 

luxury  car. 

The  point  isn't  that  luxury  vehicles  can't  make  money.  Of 
course  they  can.  But  the  luxury  market  is  tough.  A  high  price 
does  not  guarantee  a  high  profit. 

The  market  has  been  growing,  especially  in  what  we  call  the 
"near  luxury"  group,  which  means  cars  priced  at  $30,000  to 
$45,000.  Why  is  this  new  market  growing?  I  always  figured  that 
people  had  money,  the  cars  are  pretty  good  and  the  name- 
plates — BMW,  Mercedes,  Lexus  and  the  others— carry  prestige. 
That  shows  you  how  old-fashioned  I  am.  A  survey  fi-om  the 
Boston  Consulting  Group  set  me  right:  "New  luxury  is  a 
response  to  broken  relationships,  job  dissatisfaction,  loneliness 
and  other  stresses  in  contemporary  life." 

But  I  can't  help  wondering  if  carmakers  wouldn't  be  better 
off  sticking  to  what  they  know  rather  than  diving  into  the  lux- 
ury market  trying  to  help  all  these  troubled  souls  by  .selling 
them  prestige  cars. 

For  example,  wouldn't  Ford  be  better  oft'  fixing  its  [ 
Focus  small  car  instead  of  spending  billions  of  dollars  I 
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buying  luxury  brands? 

Wouldn't  GM  be  better  ofl 
designing  some  new  Chevrolets 
with  the  money  spent  on  Saab? 
And  wouldn't  Volkswagen 
be  better  off  expanding  its  low- 
priced  line  instead  of  trying  tc 
turn  into  a  luxury-vehich 
company? 

We  remember  VW  as  th( 
maker  of  the  Beetle,  that  grea 
low-priced  car  designed  ever 
before  World  War  II,  and  later  the  small  Golf,  Europe': 
bestseller. 

Its  previous  chief  executive,  Ferdinand  Piech,  spent  billion^ 
of  dollars  pushing  VW  up  the  income  scale.  He  bought  Lambor 
ghini  and  Rolls-Royce/Bentley  (but  he  was  forced  to  give  Roll 
to  BMW  and  ended  up  with  Bentley),  and  the  Bugatti  name.  Hi 
ordered  luxury  models  for  the  VW  line,  too,  and  new  factories  t< 
build  the  luxury  models. 

VW  has  three  luxury  models:  the  Passat  W-8  (with  an  eight 
cylinder  engine  of  a  new  shape),  on  sale  now  and  costing  clos 
to  $40,000  here;  a  sport  utility  called  the  Touareg,  costin 
$35,000  to  $40,000,  due  in  the  spring;  and  the  Phaeton,  costin 
$60,000  to  $70,000  (or  more)  and  coming  here  next  summer. 
The  Passat  W-8  has  left  car  testers  underwhelmed.  Onl 
2,000  have  been  sold  to  date  in  the  U.S.,  against  the  5,000  \^ 
had  hoped  to  sell.  The  Phaeton  is  a  question  mark  becaib 
Americans  (and  Europeans,  for  that  matter)  may  hesitate  to  pa 
$65,000  for  a  Volkswagen,  even  if  the  model  is  a  credible  cimv 
petitor  to  the  Mercedes  S  class. 

The  key  vehicle  is  the  Touareg,  VW's  first  SUV.  If  you  ai 
wondering,  the  name  comes  from  a  tribe  of  Sahara  wandeie' 
known  for  their  blue-dyed  bodies  and  their  talent  for  torture 

Volkswagen  wants  to  sell  35,000  Touaregs  a  year  here- 
many  compared  with  400,000  Ford  Explorers  sold  in  a  year,  bi 
still  an  ambitious  goal.  Hurting  Volkswagen  here  will  be  tw 
things:  It  has  no  reputation  in  the  SUV  market,  and  its  loyal  cu 
tomers  are  not  used  to  spending  $35,000  to  $40,000. 

Volkswagen  has  created  another  little  problem  for  itsel 
It's  a  bad  idea  to  use  a  foreign  name  that  Americans  can't  spt 
or  pronounce. 

Frankly,  I'm  more  excited  about  that  New  Beetle  convertib 
that  is  coming  out  now  than  any  VW  luxury  car  or  $40,000  V 
sport  utility.  And  I  can't  help  thinking  maybe  Volkswagt 
would  be  better  off  being  Volkswagen — not  Bentley  or  Lan 
borghini  or  even  a  Phaeton. 
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Forbes 


Jerry  Flint,  a  former  Ferbes  Senior  Editor,  has  covered  the  automoli 
industry  since  1958.  Visit  his  home  page  at  wwnw.forbes.com/flint. 


A  STRONG  HINT  THAT  SOME- 
thing  isn't  quite  right  with 
Masco  Corp.,  the  maker  of 
faucets,  plumbing  supplies  and 
cabinets:  Only  7  of  13  analysts 
a\e  a  buy  recommendation  on  the  stock, 
nalysts  are  supposed  to  be  slavishly  opti- 


mistic. What  are  they  worried  about? 

Not  the  top  line.  Revenues  have  risen 
an  average  10.3%  annually  in  the  last 
decade  to  an  expected  $9.4  billion  this 
year.  Net  profit  should  come  in  near 
$800  million,  if  you  don't  count  write- 
offs for  nonrecurring  items  like  a  major 


class  action  settlement. 

You  get  a  grimmer  picture  from  those 
special  charges — and  from  the  balance 
sheet.  Since  1999  the  company  has  written 
off  $841  million  as  a  result  of  various  busi- 
ness fiascos.  One-third  of  its  current  assets, 
or  $3.5  billion,  consists  of  goodwill;  $  1  bil- 


A  Leaky  Affair 

Under  its  founder,  faucetmaker  Masco  was  a  classy  growth  stock. 
Under  present  management  it's  a  more  dubious  proposition. 


BY  MARK  TATGE  WITH  ERIN  KILLIAN 
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Grfiat  Timing— or  Odd  Coincidence? 

Led  by  Chairman  Richard  Manoogian,  Masco  insiders  have  demonstrated  an  uncanny 
sense  of  where  the  high  points  are  in  the  stock,  often  selling  at  or  near  the  top— and 
before  the  share  price  declines.  They  could  sure  teach  market  timers  a  thing  or  two. 
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lion  of  that  may  be  impaired  and  therefore 
subject  to  a  writedown,  possibly  as  soon  as 
next  year  under  the  new  accounting  rules 
that  eliminate  goodwill  amortization.  This 
damage  is  due  chiefly  to  past  failed  strate- 
gies and  a  slowdown  in  its  core  businesses. 
Masco  is  loaded  down  with  $1.2  billion  in 
debt  taken  on  over  the  last  three  years  for 
the  acquisition  of  six  companies  that  in- 
stalled insulation,  plumbing  supplies  and 
windows.  Result,  ai\  erosion  of  its  major 
operations,  a  drop  m  the  cash-flow-to-debt 
ratio  from  32%  in  1998  to  25%  and  a 
downgrading  of  its  credit  i  isk  by  Standard 
&  Poor's  from  A-  to  HBR  i .  In  the  last 
decade  the  stock  has  appreciated  on  a  total 
return  basis  7.4%  a  year,  trailing  the  9.9% 

90    FOR  n  F.  s  ■  nciiinbc  9,  :oo: 


increase  in  the  S&P  500  index. 

If  this  is  a  company  focused  on  share- 
holder value,  it's  a  few  particular  share- 
holders who  get  a  disproportionate  share 
of  the  value:  Chief  Executive  Richard 
Manoogian  and  his  lieutenants.  Filings  over 
the  years  to  the  Securities  &  Exchange 
Commission  show  a  persistent  pattern  of 
self-dealing  at  the  top.  Executives  have  ben- 
efited from  insider  loans,  well-timed  stock 
sales  and  deals  involving  artwork,  as  well 
as  from  business  steered  to  relatives — ^be- 
havior that  has  been  encouraged  by  cross- 
board  directorships  with  Masco  affiliates. 

Wlial  does  Manoogian  say?  Nothing. 
"He's  simply  too  busy"  for  an  interview, 
says  a  spokesman. 


This  is  no  longer  the  sparkling  growtl 
company  created  by  entrepreneur  Ale) 
Manoogian.  He  launched  Masco  Screv 
Corp.  in  1929  as  a  supplier  of  machinec 
automotive  parts  but  built  the  company  orj 
something  entirely  different:  one  of  the  firs 
single-lever  hot-and-cold  faucets,  sole 
under  the  brand  name  Delta.  Delta  was  ; 
winner,  and  the  family  fortune  reachet 
$570  million  in  1996.  Until  Manoogiai 
came  along,  the  faucet  industry  was  highl' 
fragmented  and  the  products  were  mostl- 
sold  by  plumbing  wholesalers.  Masco  wa 
the  first  to  advertise  faucets  on  television 
and  it  captured  the  mass  market  as  distrii 
bution  shifted  to  retailers  like  Sears  an(| 
Kmart.  The  founder  died  at  95  in  1996. 

Son  Richard,  66,  has  been  with  thi 
family  business  his  entire  career.  He  want© 
to  take  his  father's  success  in  plumbing  fix 
tures  into  new  territories — cabinets  an^ 
furniture.  The  idea  was  to  take  advantage  c 
the  same  retail  channels  to  sell  relate^ 
building  materials.  Starting  in  the  mid 
1980s  Masco  began  acquiring  furnitui; 
makers — Drexel  Heritage,  Henredon  an 
Universal.  Dominance,  Manoogian  figurec. 
could  help  him  lower  manufacturing  cosi 
and  establish  national  distribution  in  ar 
other  highly  fi^agmented  industry.  Troubl 
was,  the  companies  Masco  assembled  ha 
once  been  spirited  rivals  and  had  no  inter 
tion  of  working  side  by  side.  Compounc 
ing  the  problem  was  Manoogian's  amb 
tious  push  to  create  his  own  brand  < 
furniture,  called  Lineage,  which  would  se 
not  just  furniture  but  companion  rugs,  ai 
cessories  and  artwork  supplied  by  Masc 
Retailers  didn't  bite. 

The  fiarniture  businesses  did  not  woi 
out.  Anxious  to  unload  the  mess,  or  at  lea 
enough  of  it  to  avoid  having  to  consolida 
the  furniture  losses  on  its  own  incon 
statement,  Masco  sold  off  the  division  in 
leveraged  buyout  by  management  in  199 
Masco  supplied  some  financing,  takii 
back  some  of  its  sale  price  in  the  form 
debt  and  preferred  stock.  Masco  took 
$650  million  writeoff  in  1995.  But  tl 
calamity  didn't  end  there.  Still  retaining 
share  of  the  unit,  Masco  wrote  down  $4< 
million  last  year — and  listed  a  $1 7  millic 
unrealized  loss  on  4  million  fiirnishi) 
shares  and  other  securities  as  of  June  ': 
2002.  Total  loss  on  the  furniture  busine 
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Fnr;.  Changing  Market 


by  Peter  R.  Jump 


It's  surely  an  understatement  to  say  that  2002  has  been  a 
difficult  year  for  the  energy  industry.  The  Enron  collapse, 
a  weak  economy  and  continuing  threats  of  fuel  shortages 
have  all  contributed  to  a  loss  of  confidence  in  the  industry. 
Some  companies  have  seen  dramatic  decreases  in  both 
stock  prices  and  investor  confidence  in  their  firm. 


In  addition,  the  federal  government 
has  not  been  able  to  help.  While  the 
Bush  administration's  energy  plan  con- 
cluded that  domestic  supply  must  be 
increased  to  secure  future  supplies, 
many  in  Congress  questioned  the  need 
for  more  exploration  and  production  in 
environmentally  sensitive  areas.  So  a 
long-awaited  energy  bill  got  stuck  in  a 
Congressional  Conference  Committee, 
and  no  one  knows  whether  or  not  a  lame- 
duck  session  can  hamimer  out  a  consen- 
sus. While  many  of  the  recommendations 
in  the  Bush  energy  plan  can  be  initiated 
without  Congressional  approval,  some 
of  the  more  "visible"  recommendations, 
such  as  oil  exploration  in  the  Arctic 
National  Wildlife  Refuge  (ANWP),  do 
need  Congressional  action. 

In  addition,  the  Federal  Energy  Regu- 
latory Commission's  (FE^Cs)  attempts  to 
further  define  wholesale  electric  markets 
have  met  with  a  mixed  verdict. 

All  these  factors  add  up  to  an  industry 
not  knowing  whether  it  will  see  growth 


in  the  near  future.  In  particular,  the  utility 
industry,  once  seen  as  a  sure  bet,  has 
been  faced  with  conditions  that  are  a 
great  recipe  for  declining  revenues  and 
falling  stock  prices. 

In  the  fall,  the  Department  of  Energy's 
(DOE)  Electricity  Advisory  Board 
endorsed  a  report  concluding  that  this 
uncertainty  is  driving  away  capital, 
making  it  difficult  for  the  capital-intensive 
industry  to  expand. 

It  might  seem  as  though  all  the  news  is 
gloomy.  Behind  the  headlines,  however, 
there  are  some  positive  developments. 
For  instance,  a  group  of  industry  trade 
associations  is  working  on  corporate 
governance  standards.  CEOs  have  told 
the  associations  that  efforts  to  restore 
investor  and  public  confidence  are  a  top 
priority.  And  while  some  regions  look 
.•;  the  FERC's  standard  market  design 
Proposals  as  a  threat  to  regional  and 
local  autonomy,  many  in  the  industry  see 
them  as  a  basis  for  more  discussion. 
The  DOE'S  Advisory  Board  says  the 


PSEG 

New  Jersey-based  PSEG  continui 
to  target  7%  earnings-per-share  grc 
over  the  long  term. 

Key  drivers  for  next  year's  growth 

•  The  successful  sale  of  75%  of 
generation  capacity  at favorablet 
in  the  first  auction  to  supply  stati 
utilities  with  electricity.  PSEG  is 
hopeful  of  a  similar  outcome  for 
next  auction  to  be  held  early  nexli 

•  A  successful  outcome  to  the 
company's  latest  rate  case.  TheJ 
company  is  seeking  an  annual 
increase  of  $250  million. 

•  Modest  improvements  to  global 
operations  at  the  same  time  that 
other  utilities  are  facing  large  Ids 
from  overseas  affiliates.  PSEG  is 
cutting  overseas  costs  in  an  attei 
to  increase  the  return  on  capital. 
Underlying  PSEG's  strategy  is  ■<. 

large,  diversified  portfolio  of  ener 
businesses  that  have  realistic  pla 
for  growth.  The  company  does  nO' 
hype  short-term  expectations  to 
shareholders.  Chairman  Jim  Ferit 
told  shareholders  earlier  this  year 
the  company's  prime  objective  is 
deliver  value  over  the  long  term. 

PSEG's  energy  traders  maximize  1 
value  of  their  generating  assets  ai 
continue  to  deliver  strong  results 
minimizing  risk. 


POWER  POSITION 


[ANOTHER   REASON    PSEG    HAS    WALL    STREET'S   ATTENTION] 


In  the  energy  business,  one  key  to  being  a  successful  player  is  strategic  positioning 


in  a  stable,  profitable  marketplace.  As  a  market  leader,  PSEG  has  helped  make 


PJM  (the  Pennsylvania,  New  Jersey,  Maryland  network)  one  of  the  most  highly 


regarded  power  pools  in  the  U.S.  It's  a  location  which  provides  a  sound  trading 


environment,  supportive  regulations  and  extensive  transmission  access.  But  this 


doesn't  mean  the  company  is  resting  on  its  accomplishments  either — PSEG  continues 


to  expand  its  generating  capacity  here  to  meet  the  burgeoning  energy  requirements 


of  the  region.  Talk  about  being  positioned  for  success. 


PSEG 

V\le  make  things  work  for  you. 


www  pseg-com 
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proposals  should  help  restore  the  flow 
of  capital  to  the  energy  sector. 

On  an  individual  connpany  level, 
surveys  continue  to  indicate  that  while 
consumers  might  have  low  opinions  of 
corporate  executives  as  a  whole,  they 
continue  to  "trust  and  support"  their  local 
electric  utility.  A  September  survey, 
released  by  RKS  Research  and  Consulting 
of  Salem,  N.Y.,  found  U.S.  heads  of 
households  to  believe  that  utilities  are 
more  trustworthy  than  companies  in 
general  by  a  six-to-one  margin.  Con- 
sumers also  believe  utilities  are  more 
accountable  than  U.S.  businesses  overall. 

Most  importantly,  as  the  economy 
rebounds  and  the  demand  for  energy 
continues  its  historical  increase,  new 
infrastructure  will  be  needed.  For  ovei 
a  decade,  electric  transmission  line 
construction  has  been  falling  behind 
the  growth  in  demand  for  electric  power. 
As  a  result,  more  lines  are  desperately 
needed.  In  the  next  few  years  we  can 
expect  to  see  the  retirement  of  many 
older  power  plants.  These  plants  will 
need  to  be  replaced.  One  consultant 
predicts  that  more  than  60,000  MW  of 
older  coal  plants  will  be  retired  because 
owners  can  no  longer  foot  the  bills  for 
environmental  upgrades. 

Following  the  Enron  implosion  and  the 
depression  of  wholesale  markets  by  the 
weak  economy,  there's  no  doubt  that 
investors  are  rewarding  companies  that 
stick  to  core  competencies.  The  Edison 
Electric  Institute,  a  trade  association  for 
shareholder-owned  utilities,  has  thereby 
launched  a  print  advertising  campaign 
to  bolster  investor  confidence  in  the 
industry.  The  campaign  reminds  investors 
that  utilities  own  real  assets,  such  as 
power  plants,  transmission  lines  and 
distribution  systems. 

In  a  similar  vein.  New  Jersey-based 
Public  Service  Enterprise  Group  (PSEG) 
has  pulled  back  from  some  overseas 


operations  —  particularly  in  countries 
going  through  political  uncertainty,  such 
as  Argentina  and  India.  Combine  the 
moves  with  significant  cost-cutting 
initiatives  already  under  way,  and  th-e 
company  believes  its  overseas  arm 
—  PSEG  Global  —  can  remain  a  steady 
contributor  to  earnings  and  cash  flow. 
In  addition,  the  company  uses  its 
retained  earnings  as  a  primary  source 
of  new  capital.  As  a  result,  PSEG 
finances  its  construction  and  investment 
programs  almost  entirely  with  internally 
generated  funds. 

The  market  has  been  telling  compa- 
nies that  pulling  back  from  overseas 
trading  operations  will  be  rewarded. 
In  October,  Columbus-based  American 
Electric  Power  decided  to  get  out  of 
continental  European  energy  trading 
because  it  had  no  real  assets  there. 
Its  stock  price  increase  was  immediate. 
At  the  same  time,  TXU  of  Dallas  was 
saying  it  did  not  know  why  its  stock 
sank  nearly  40%  in  one  day  (to  a  20-year 
low).  However,  some  analysts  attributed 
the  decline  to  a  ratings  cut  of  TXU's 
European  unit  to  "junk"  status  by  a  ratings 
agency.  TXU  and  AEP  were  not  alone. 
The  whole  utility  industry  came  under 
close  scrutiny  in  2002.  At  one  point  in 
October,  the  Dow  Jones  Utility  Average 
was  down  33%  for  the  year. 

The  common  theme  seems  to  be 
those  who  are  most  involved  in  energy 
trading  are  suffering  the  most.  Those 
who  stick  to  the  old  core  competencies 
of  generating  and  transporting  energy 
are  on  a  sound  footing  for  the  future.  ■ 

Peter  Jump  is  an  energy  and  public 
relations  consultant  in  Charlottesville,  Va. 
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ConocoPhillips 

www.conocophillips.com 

PSEG 

www.pseg.com 


ConocoPhillips  utilizes  advanced 
drilling  methods  on  Alaska's  North 
Slope  to  minimize  surface  footprin 
while  maximizing  production. 

ConocoPhillips 

in  August,  Conoco  Inc.  and  Ph 
Petroleum  Connpany  received  finj 
regulatory  approval  for  their  $35 
billion  merger.  The  combined  corr 
is  the  third-largest  integrated  U.J 
energy  company  and  the  sixth-lafi 
publicly  held  energy  company  in 
world.  In  announcing  the  merger 
new  company  stressed  its  portfoi 
"high-quality"  assets.  In  an  unce 
energy  climate,  these  diverse  ass 
bring  diversified  earnings  and 
improved  cash  flow. 

The  new  company  will  move  tc 
deliver  on  its  existing  projects  wl 
developing  new  opportunities.  It: 
financial  strength  means  it  can  f 
its  own  capital  programs,  while  re< 
its  debt-to-capitalization  ratio. 

In  addition,  the  combined  com 
are  expected  to  achieve  at  least 
million  in  annual  cost  savings  in 
year  following  the  merger.  As  we 
creating  a  more  efficient  cost 
structure,  these  savings  will  creJ 
significant  opportunity  to  enhan 
company's  exploration  activities 


ConocoPhillips 


A  company  committed  to 


using  our  pioneering  spirit 


to  responsibly  deliver 


energy  to  the  world 


With  a  passion  for  innovation  and  a  commitment  to  performance,  we've  created 
a  new  energy  company.  An  energy  company  ready  to  meet  the  challenges  of 
the  future.  A  company  with  the  ability  to  not  only  come  up  with  big  ideas,  but 
the  ability  to  make  them  work.  To  find  out  more,  log  on  to  conocophillips.com, 
or    look    for    our    new    symbol    COP    on    the    New   York    Stock    Exchange. 

conocophillips.com 


)02.  ConocoPhillips.  All  rights  reserved. 
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INSIDE    TRACK 


Customer  Service — ^to  the  Max 

Masco  pays  attention  to  Wall  Street— at  least  to  analysts  who  can  make  a 
difference. 

People  like  Stephen  S.  Kim,  who  follows  Masco  for  Salomon  Smith  Barney. 
According  to  his  former  colleague,  Kenneth  A.  Boss,  Kim,  a  fan  of  Masco's  stock, 
was  putting  a  two-story  addition  on  a  turn-of-the-century  $975,000  colonial 
fieldstone  mansion  in  Briarcliff  Manor,  N.Y.  this  spring.  Part  of  the  estimated  $1 
million  renovation  included  gutting  the  kitchen  and  installing  Masco's  semicus- 
tom  Kraftmaid  cabinets  purchased  through  a  local  distributor,  Boss  says.  A  non- 
Masco  installer  botched  the  job;  the  cabinets  didn't  fit  right. 

Kim,  Boss  reports,  called  Masco  to  complain.  "That  is  where  his  influence 
was  the  greatest  and  he  decided  he  would  get  the  quickest  response,"  says 
Boss.  (Boss  has  an  ax  to  grind:  He  was  fired  earlier  this  year,  he  claims,  for  blow- 
ing the  whistle  on  Kim;  a  Citigroup  spokeswoman  says  it  was  for  poor  perfor- 
mance.) In  any  event,  Boss  is  suing  Salomon^n  the  U.S.  District  Court  in  New 
York,  alleging  he  was  wrongfully  terminated  ^nd  that  Salomon  routinely  cooked 
research  to  win  investment  banking  deals  from  clients  like  Masco. 

Kim's  timing  couldn't  have  been  more  fortuitous.  Masco  had  just  done  a 
secondary  offering  of  22  million  shares,  with  Salomon  as  the  lead  underwriter 
on  the  deal,  and  investors  weren't  going  for  it.  At  that  time,  according  to  an 
affidavit  by  Boss,  Kim  embarked  on  a  four-to-six-week  phone  campaign  and 
"pressured  the  management  of  Masco  to  'help'  with  the  installation  of  his  new 
kitchen."  (Citigroup  says  "the  allegations  are  entirely  without  merit.")  Presum- 
ably, the  last  thing  Masco  wanted  was  to  tick  off  a  powerful  analyst  whose 
rating  of  its  stock  packed  so  much  weight.  For  whatever  reasons,  Masco  sent 
two  executives  from  its  Kraftmaid  division  to  Kim's  home  to  fix  the  problem  at 
Masco's  expense.  Boss  alleges.  Estimated  cost  to  Masco:  more  than  $10,000. 
Kim  still  has  a  buy  rating  on  the  stock.  —M.T. 


an  estimated  $2  billion,  say  analysts. 

The  auto  parts  business  wasn't  doing 
too  well,  either.  Masco  spun  it  off  as  Masco 
Industries  (later  renamed  MascoTech)  to 
shareholders,  retaining  a  44%  interest.  But 
Manoogian  was  reluctant  to  dispose  of  it 
entirely.  Even  after  the  division  started  trad- 
ing separately  on  the  NYSE  in  1993,  the  two 
companies  shared  ownership,  directors, 
even  funding.  Again  and  again  MascoTech 
bought  Masco  shares;  Masco  repaid  the 
favor  by  buying  MascoTech's  debt.  For  a 
long  time  Manoogian  refused  to  unload 
Masco's  44%  stake  in  MascoTech,  even 
though  it  dragged  down  earnings. 

Finally,  in  2000,  he  agreed  to  sell 
MascoTech  to  a  buyout  fund  conlroUed  by 
David  Stockman,  the  former  Reagan  Ad- 
ministration budget  director,  for  $2  billion. 
Manoogian  and  other  Masco  executives 
would  retain  20%.  But  according  to  a  law- 
suit led  by  Crandon  Capital  Partners,  in- 
siders failed  to  get  the  best  possible  price 
and  were  trying  to  keep  portions  of  Mas- 


coTech for  themselves  without  compen- 
sating shareholders.  The  suit  was  settled 
with  MascoTech  for  an  undisclosed  sum. 

No  case  better  illustrates  the  intertwin- 
ing of  personal  interest  and  public  com- 
pany than  Masco's  foray  into  art,  justified, 
according  to  SEC  filings,  because  fine  art 
could  help  sell  kitchen  cabinets  and  faucets, 
particularly  at  builders'  conventions  and 
furniture  trade  shows.  Masco  bought  $58 
million  worth  of  paintings,  sculptures  and 
artifacts  from  Manoogian.  These  works 
were  sold  at  a  "substantial  discount  from 
the  estimated  replacement  value  of  the  art 
and  below  Mr.  Manoogian's  cost,  including 
interest,"  says  Masco's  1993  proxy  state- 
ment. But  dealers  involved  with  the  pur- 
chase and  sale  of  his  art  say  they  think 
Manoogian  may  have  been  cleaning  up  his 
collection  of  late- 19th-century  paintings, 
getting  rid  of  what  he  didn't  want. 

Masco  didn't  just  stick  itself  with  lesser 
paintings.  Qsntinuing  the  strategy  to  create 
a  diversified  supplier  of  goods  to  home- 


improvement  retailers,  it  bought  Behi 
Process  Corp.,  a  main  supplier  of  paint; 
and  stains  to  Home  Depot.  It  seems  thai 
Masco  paid  a  little  too  much.  More  than  i 
year  before  it  announced  the  acquisition  in 
September  1999,  a  suit  against  Beh 
claimed  that  its  stain  caused  outdoor  fur- 
niture to  mildew  and  failed  to  protec 
against  sunlight  and  moisture.  The  suit  wa 
finally  settled  last  month  for  $166  miUiom 

Masco  did  not  tell  its  shareholders  wha 
it  spent  on  Behr,  choosing  to  lump  thi 
price  tag  in  with  a  second  aU-stock  acquit 
sition  occurring  more  or  less  at  the  sami 
time,  that  of  cabinetmaker  Mill's  Priddl 
Combined,  the  two  deals  cost  $3.1  billion 
adding  30%  to  Masco's  share  base  and  dii 
luting  earnings.  Manoogian  and  other  ini 
siders  insulated  themselves  from  some  o| 
the  dilution,  dumping  925,000  shares  at  ai 
average  price  of  $29  in  November  1998. 

They  got  back  in,  cheaper  In  2000  thl 
company  initiated  a  stock-purchase  pro- 
gram  in  which  300  employees  borrower 
$156  million  from  banks  to  buy  newl 
issued  shares  at  $18.50,  the  market  pric 
then,  with  Masco  guaranteeing  repay 
ment.  Manoogian  and  six  other  officer 
accounted  for  a  third  of  this  buying.  Dui 
ing  2001  Manoogian's  son  Richard  Ir,  3( 
acted  as  Masco's  broker,  bringing  h 
employer  First  Union  Securities  $1.8  mi 
lion  in  commissions. 

This  year  the  smart  money  was  bac 
on  the  selling  side,  just  as  Masco  w; 
preparing  a  $613  million  offering  in  May  i 
22  million  shares,  but  before  a  public  di 
closure  of  the  offering,  insiders  began  ui 
loading  the  stock — 988,000  shares,  won 
$25.3  million  between  Feb.  20  and  Man 

Perhaps  few  of  these  shenanigai 
would  matter  if  Masco  were  riding  tl 
housing  boom.  But  it's  not.  Once  the  t( 
faucetmaker  with  a  32.2%  U.S.  mark 
share,  it  has  fallen  to  26.9%,  behind  Fo 
tune  Brands'  Moen  unit,  with  31.4%.  Sal 
from  its  Merillat  cabinet  unit,  a  onetin 
industry  leader,  fell  from  an  estimated  $6 
million  in  2001  to  an  estimated  $550  m 
lion  this  year  as  Masco  tried  to  eliminc 
distributors  by  selling  directly  to  builde 
In  February  Home  Depot  canceled  Mas 
as  the  maker  of  its  Thomasville  cabim 
after  lengthy  delays  and  startup  problen 
The  business  went  to  Fortune  Brands. 
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Takefuji's  Trial 

Barbarian  hordes  (Citigroup  and  GE)  lay  siege 
to  the  palace  of  Japan's  consumer  finance  king. 


BY  BENJAMIN  FULFORD 


IT'S  FRIDAY  NIGHT  AT  THE  PALATIAL 
Tokyo  home  of  Yasuo  Takei,  the  king 
of  Japan's  consumer  finance  industry. 
Scores  of  worshipfiil  uniformed  em- 
ployees gather  to  receive  words  of  wis 
dom  from  the  boss:  tips  on  manners, 
proper  ways  to  bow,  rules  for  dunning  luid 
the  techniques  for  screening  loans.  Takei, 
72,  then  hands  out  individual  cups  of  sake, 

98       FORBES"    noiomlHT  9,  200: 


quizzes  everyone  about  their  loan  balances 
and  dispenses  advice:  "When  you  get  to 
be  a  branch  manager  you  will  be  able  to 
afford  to  get  your  teeth  fixed,"  he  tells  one 
young  woman.  Following  karaoke  and 
bingo,  the  troops  are  sent  home  in  buses. 
Scenes  like  this,  played  out  weekly, 
show  how  far  Takei  has  come  from 
errand  boy  for  his  mother's  small  grocery 


shop  to  builder  of  Japan's  most  profitabU 
financial  corporation,  with  2,415  shops 
that  lend  out  money  to  consumers  at  u] 
to  27.3%  interest,  generating  mon 
absolute  profit  than  banks  lending  closi 
to  a  hundred  times  more  money. 

Now,  however,  his  Takefuji  is  facing  th(i 
biggest  test  of  its  37  years.  With  a  loan  boo! 
of  $  1 4  billion,  Takefliji's  profits  are  expectee 
to  fall  to  $1.4  billion  in  the  fiscal  year  end 
ing  in  March  2003,  down  fi'om  $1.8  billioi 
a  year  before.  Takefiiji's  stock  price  at  $40  i 
a  quarter  of  what  it  was  in  1999.  Takei's  per 
sonal  fortune  (he  and  his  family  own  669* 
of  Takefuji  shares)  has  consequently 
plunged  to  $4  billion,  fi-om  $15  billion. 

Pardy  to  blame  is  Japan's  deflationar 
economy,  which  is  squeezing  the  pay  o 
Takefuji's  borrowers  even  as  their  loaii 
principals  remain  unchanged.  Persona 
bankruptcies  are  thus  on  the  rise.  But  even 
more  threatening  is  the  invasion  of  thi 
Japanese  market  by  GE  Consumer  Credr 
and  Citigroup,  which  come  armed  respec 
tively  with  S&P  AAA  and  AA+  credit  ratings 
as  well  as  with  the  latest  information  tech 
nology  and  cost-cutting  know-how  buii 
up  through  long  experience  in  dozens  ( 
countries.  Through  buyouts  over  the  pa 
few  years,  they  now  control  21%  of  th 
subprime  lending  market. 

But  they  are  facing  a  clever  man  wit 
a  1 7%  market  share  who  says  that  he  ca 
feel  credit  risk  with  his  skin.  Takei,  wh 
claims  to  have  gotten  by  on  two  hours  ( 
sleep  a  night  for  the  30  years  of  his  climi 
to  the  top,  didn't  see  the  potential  of  sul 
prime  finance  until  he  was  34.  In  Japan 
was  then  an  industry  controlled  by  shac 
street  lenders.  A  trip  to  America  gave  hi) 
a  look  at  how  such  U.S.  consume 
finance  companies  as  Household  ar 
Beneficial  (now  part  of  the  same  coi 
glomerate)  did  business. 

He  then  added  his  own  know-how 
start  lending  to  people  living  in  Japar 
public-housing  projects.  At  first  Takei  ta 
geted  women— he  thinks  they  are  "m\i> 
more  reliable  than  men."  He  developed  u 
usual  ways  to  judge  creditworthiness,  su 
as  seeing  whether  their  houses  were  tidy 
whether  they  consistendy  paid  their  re 
on  time. 

One  day,  when  he  noticed  that  a  be 
rower's  hands  were  trembling  as  he  fill 
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TAKEFUJI 


out  his  loan  application,  Takei  realized 
that  he  had  to  dispel  such  fear  if  his 
industry  was  to  grow. 

Over  the  years  he  has  created  a  win- 
ning formula  of  cheerful  shops  and 
sophisticated  credit-risk  analysis  that  has 
been  imitated  by  his  competitors.  A  loan 
application  form  requires  such  informa- 
tion as  the  number  of  employees  at  the 
applicant's  place  of  work,  his  job  descrip- 
tion and  marital  status  (the  majority  of 
the  borrowers  are  now  males  in  their 
twenties  and  thirties).  It  also  asks  who  at 
work  can  be  relied  on  to  pass  on  messages 
from  Takefuji.  In  other  words,  every  bor- 
rower must  leave  a  trail. 

Two-thirds  of  Takefuji's  outlets  are 
automated  with  ATM-like  terminals  con- 
nected to  employees  at  a  remote  location 
who  process  loan  applications. 

At  manned  outlets,  customers  sip  tea 
as  their  credit  checks  are  run.  After  the 
screening,  a  new  customer  (60%  to  70% 


lower  cost  than  Takefuji,  which  has  a 
bond  rating  of  A3,  five  ranks  lower. 
According  to  Dean  Perry,  an  analyst  at 
ING  Barings  in  Tokyo,  U.S.  accounting 
rules  require  Citi  to  hold  capital  that  is 
worth  only  10%  of  its  loan  portfolio.  Citi 
can  thus  get  a  return  on  equity  of  30%;  a 
Japanese  buyer,  needing  to  keep  30%  cap- 
ital, can  only  manage  9%,  he  says. 

Another  part  of  the  strategy  is  to  in- 
vigorate the  absorbed  small  lenders 
through  infusions  of  its  know-how  and 
the  latest  risk-assessment  algorithms,  ac- 
cording to  an  article  by  Hiroshi  Domoto, 
a  professor  at  Tokyo  Joho  University.  Such 
Japanese  lenders  can  be  bizarrely  primi- 
tive. Some  have  reportedly  resorted  to  cre- 
ating a  fake  computer  terminal  with  a  man 
hiding  behind  it,  attempting,  in  the  man- 
ner of  the  Wizard  of  Oz,  to  imitate  the  au- 
tomated loan-processing  machines  used 
by  the  bigger  Japanese  lenders. 

GE  Consumer  Credit,  meanwhile,  is 


quality  of  the  companies  and  the  borrow 
ers  that  Citigroup  has  acquired  is  sue! 
that  "for  every  $100,000  in  bad  loans  w 
get,  they  wOl  get  $300,000,"  he  promises 

Then  there  is  the  matter  of  the  near 
religious  admiration  and  devotion  c 
Takei's  employees.  A  longtime  Take 
friend  and  financier  explains,  "There 
no  other  company  in  Japan  where  a  25 
year-old  girl  with  [only]  a  high-schoo 
education  is  invited  to  the  chairman 
house  and  can  become  a  branch  managt, 
earning  $70,000  a  year." 

Although  confident,  Takei  admits  thi 
now  is  a  time  to  hunker  down.  Takefuji  i 
screening  more  strictly.  Its  only  big  ne^ 
move  is  to  start  issuing  MasterCard 
Takei  says  that  unlike  both  the  foreig 
giants  and  such  large  domestic  rivals 
Aiful,  which  is  getting  into  second  mor 
gages,  he  is  reluctant  to  try  to  expan 
aggressively  into  businesses  he  does  n( 
fully  understand,  especially  while  Japan 


are  accepted)  is  escorted  to 

the  elevator  and  given  a  pair  "^  25-year-old  gjrl  wltH  H  High  scNool  educatioD 

of  socks  or  a  handkerchief  as  jl. 

a  parting  gift  The  maxi     caH  bc  3  brancH  managfir  earning  $7Q,QQQ." 


mum  size  of  a  loan  is  $4,100, 

or  10%  of  a  person's  annual  income, 

whichever  is  less. 

Not  everything  about  this  style  of 
business  is  rational.  Takei  admits  to  ex- 
tensive reliance  on  soothsayers,  fortune- 
tellers and  psychics  for  help  with  impor- 
tant business  and  personal  decisions. 
"Psychics  have  helped  me  avoid  many  bad 
business  deals,"  he  says.  He  also  refrains 
from  making  decisions  on  bad  luck  days 
noted  on  traditional  Japanese  calendars. 

Will  such  methods  prevail  over  more 
orthodox  Western  business  techniques? 

Too  soon  to  tell.  Citigroup  has  spent 
an  estimated  $1.4  billion  over  the  past 
two  years  to  buy  the  shattered  remnants 
of  small  and  midsize  Japanese  consumer- 
finance  companies  that  were  vanquished 
by  Takei.  Almost  unnoticed,  it  has  cob- 
bled them  together  into  what  is  now  the 
third-biggest  consumer-finance  company 
in  Japan,  with  a  loan  book  totaling  $13 
billion.  There  is  no  sign  that  the  shopping 
spree  has  ended. 

Citigroup's  strategy  is  to  take  advan- 
tage of  U.S.  accounting  rules  and  its  Aal 
Moody's  credit  rating  to  raise  funds  at 


applying  its  own  famous  brand  of  corpo- 
rate discipline  on  Lake,  the  fifth-largest 
Japanese  consumer-finance  company, 
which  it  bought  for  an  undisclosed 
amount  in  1998.  It  has  already  shaken  up 
the  industry  by  centralizing  its  call  centers 
to  more  efficiently  handle  the  labor- 
intensive  process  of  dunning  borrowers 
who  are  slow  to  pay,  company  spokes- 
women say.  The  next  step  is  to  shift  back- 
office  work  to  call  centers  in  Dalien, 
China,  where  there  are  plenty  of  Japan- 
ese-speaking Chinese  ready  to  work  at  a 
small  fraction  of  Japanese  wages. 

Over  a  dinner  of  raw  tuna  and  stew, 
Takei  was  dismissive  of  the  foreign  threat. 
He  pointed  out  the  failure  by  Household 
Finance  and  others  to  penetrate  the 
Japanese  market  during  the  1970s  and 
1980s.  "Their  methods  are  too  antisep- 
tic," he  says.  He  explained  that  Takefuji's 
employees  have  been  rigorously  trained 
to  be  so  polite  and  friendly  to  customers 
that  "they  will  always  pay  back  their  loans 
to  us  before  they  pay  anyone  else."  Using 
Chinese  callers  would  almost  certainly 
alienate  Japanese  borrowers,  he  says.  The 


economy  remains  in  a  state  of  crisis. 

Also,  as  with  U.S.  consumer  finanl 
companies,  lawyers  in  Japan  are  now  quiJ 
to  seize  on  individual  cases  where  overeagj 
dimners  break  the  rules  trying  to  get  deli 
quent  borrowers  to  repay  their  loans.  Til;  I 
fuji  is  being  sued  by  a  group  of  lawyers  wi  I 
accuse  the  company  of  overstepping  cred  I 
collection  rules  by  doing  such  things  as  as  I 
ing  relatives  of  borrowers  to  pay.  Takef  | 
strongly  disputes  these  accusations. 

With  personal  consumption  rising  i 
several  other  Asian  countries  that  migl 
be  able  to  make  use  of  Takefuji's  libe 
lending  approach,  his  choice  to  st 
within  Japan  appears  questionable.  El 
Takei  says  he  isn't  comfortable  abroad. 

Now  he  is  left  to  turn  down  pre 
ously  acceptable  loan  applicants  even  I 
others  expand.  The  same  instincts  tl 
have  led  his  company  through  nearly  fc 
decades  of  steady  growth  and  have  c 
ated  an  industry  remain  Takefuji's  oi 
compass  in  a  rough  environment.  Tou 
as  times  are  in  the  Takei  kingdom,  he 
ever,  the  barbarians  at  the  gate  should  1 1 
count  on  an  easy  victory. 


102 


F  o  K   n  V  s 


i\x;  mlHi  9,  :nn; 


wf^ 


■■,M< 


((( Freedom 


Forget  the  bulk.  Eliminate  the  rack.  Think  work  of  art.  JVC's  Beautifully 
elegant  TH-V70  gives  you  the  freedom  to  be  creative.  Hang  it  on  the 
wall,  stand  it  upright,  or  lay  it  down.  The  new  TH-V70  home  theater 
system  is  the  perfect  compliment  to  today's  digital  televisions  and  flat 
panel  displays. 

From  movies  to  music,  the  digital  direct  progressive  scan  TH-V70  offers 
realism  and  advanced  performance  that  belies  its  graceful  lines.  Featuring 
5  matched  satellites,  a  140  watt  powered  subwoofer,  10-bit  Video  DAC, 
and  24-bit  Audio  DAC. 

Freedom  never  looked  (or  sounded)  this  good. 


£xc/teyot/r  senses. 


»>2002  JVC  Company  of  America.  All  Rights  Reserved.  All  trademarks  are  the  property  of  their  respective  holders. 


www.jvc.com 


So  there  you  are  one  day,  sitting  alone  inside 
the  sumptuous  confines  of  the  Lexus  LS 
talking  to  yourself,  when  you  hear 
a  little  voice  talk  hack.  You  ask 
yourself,  are  you  going  mad? 

Perhaps  not. 

Perhaps,  just  maybe,  the  voice 
that  you  hear  is  the  f  ,e>:us  voice-activated 
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steering  wheel  and  uttering  a  word  or  phrase  such 
as  "restaurant"  or  "gas  station,"  the  systerr 
shows  your  destination  on  a  display 
screen  map  and  a  voice  wil 
guide  you.  Or  just  enter  a  stree 
address  and  city  and  the  systen 
will  point  you  in  the  right  directioi 
The  database  holds  mapping  informatioi 


for  tens  of  thousands  of  destinations  within  th 
United  States  and  most  major  cities  in  Canads 
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■  ^i.  Discrepancies  ma\'  be  encountered  between  the  system  and  your  actual  location. 

.  'Iditional  cost.  Sec  your  Navigation  Owner's  Manual  and  your  Lexus  dealer  for  furth 

'*.:tr  required  to  provide  analog  ser\'icc  after  12/07  Lexus  Link  will  not  operate  in  an 

a  Division  of  Tbvota  Motor  Sales.  U.S.A.,  Inc.  For  more  inf 


Perhaps  the  voice  you  hear  is  from  the  available 
Lexus  Link  system.  A  touch  of  a  button  lets  you 
speak  directly  with  an  advisor  who  can  send  for 
emergency  medical  help  or  Roadside  Assistance. 
%id  take  comfort.  Should  you  ever  be  involved  in 
an  accident  in  which  the  airbags  are  deployed,  the 
>ystem  will  automatically  alert  the  Call  Center.  It 
<nows  your  location,  even  if  you  don't,  courtesy  of 


a  sophisticated  Global  Positioning  System  (GPS).^ 
Why,  of  course,  surely,  that  must  be  it.  Right? 

Or  perhaps  the  voice  that  you  are  listening  to 
is  your  own,  remarkably  enough.  A  device  inside 
the  Lexus  LS  lets  you  conveniently  record  a  memo* 
to  remind  you  of  something  later. 

Or  perhaps  not. 

Maybe  you  should  just  stop  talking  to  cars. 


-dn  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Fake  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 
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names,  road  closures,  traffic  flow  or  other  road  system  changes  may  affect  the  accuracy  of  the  mapping  software.  Rely  upon  your  common  sense  to  decide  whether  or  not  to  follow  a  specified 
t  *ith  the  Lexus  Link  Call  Center  is  limited  to  analog  cellular  connection  availability  and  reception  of  GPS  satellite  signals,  so  sometimes  you  may  be  unable  !  )  contact  the  Call  Center  or 

Iovefflge  is  not  provided,  t Included  with  available  Lexus  Link  system.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  c    ve  responsibly  ©2002  Lexus, 
)-USA-LEXUS  (800-872-5398),  or  visit  us  at  lexus.com. 


Disney 

The  Sequel 

Under  fire  for  a  year,  Michael  Eisner  plots  a  surprise  comeback 
at  the  Magic  Kingdom— and  prepares  to  hand  it  over  eventually 
to  his  heir,  Robert  Iger,  despite  widespread  doubts  in  Hollywood. 


By  Brett  Pulley 


IT'S  GAME  5  OF  THE  2002  WORLD  SERIES  AND      ^^A 
the  visiting  Anaheim  Angels  look  doomed:       ^B 
top  of  the  eighth,  one  out  and  trailing  the 
San  Francisco  Giants  by  eight  runs.  The  beer  has 
set  in,  and  Giants  fans  begin  razzing  Michael  Eis- 
ner, chief  executive  of  the  Walt  Disney  Co., 
which  owns  the  Angels.  In  a  crude  reference  to 
the  Angels'  lucky  charm,  the  "rally  monkey,"  one  fan 
shouts  an  obscenity  at  Eisner.  Exiting  early  to  beat  the 
traffic  and  escape  the  building  hysteria,  he  walks 
swifdy  dirough  the  stadium  tunnel,  where  another  fan 
yells:  "Go  back  to  ,\naheim!" 

Outside  the  ballpark,  the  Disney  chief  seems 
beleaguered  yet  irrationally  optimistic.  "We've  got  a 
man  on  and  five  outs  to  go,"  he  tells  a  group  of 
friends.  "It's  been  done  before.  It's  not  over  yet."  The 
Angels  lost  that  night  but  went  on  to  defy  the  odds 
and  win  the  Series  in  seven  games.  It  was  just  the  kind 
of  dramatic  comeback  that  Eisner  is  trying  to  script 
for  himself  and  the  entire  Disney  company. 

Rarely  in  the  18  years  he  has  reigned  over  the 
Magic  Kingdom  has  Eisner  taken  so  much  abuse.  And 
never  has  he  been  what  he  is  right  now:  the  underdog. 
Once  the  invincible  titan  of  Hollywood,  Disney  has 
struggled  in  recent  years  with  a  merger  hangover  at 
ABC  and  problems  in  myriad  other  businesses.  Its 
annual  sales  of  $25  billion  are  up  only  10%  since 


1998.  Its  stock  languishes  below  $20,  down 
almost  60%  from  an  alltime  high  two  years  ago; 

Viacom  is  down  a  mere  1 7%  in  the  same  period. 

Disney's  total  market  value  is  now  all  of  $38  bil- 
lion— never  mind  that  Disney's  ESPN  sports  channel 
alone  is  worth  a  hefty  $20  billion;  the  other  parts 
would  bring  in  perhaps  $50  billion  if  chopped  up  and 
sold.  Disney's  theme  parks  and  resorts  are  struggling, 
battered  by  the  weak  economy  and  fears  of  terrorism. 
In  the  fiscal  year  ended  Sept.  30,  attendance  fell  and 
the  unit's  operating  income  dropped  26%,  to  $1.2  bil- 
lion. And  the  ABC  network,  which  in  2000  earned 
$500  million  in  profits,  lost  $500  million  this  year. 

Eisner's  once-sterling  reputation  has  taken  a  bat- 
tering in  the  media.  His  fellow  moguls  have  made 
sport  of  criticizing  him  (mostly  behind  his  back,  of 
course)  for  a  host  of  misdeeds,  from  micromanaging 
to  scaring  off  successors  to  wielding  too  much  control 
over  Disney's  board.  "Some  of  the  criticism  comes 
from  things  that  are  valid  and  within  our  control," 
Eisner  concedes  in  an  exclusive  interview  at  Disney's 
base  in  Hurbank,  Calif 

Most  other  chief  executives  would  have  been  axed 
by  now.  But  this  is  Michael  Dammann  Eisner,  the  for- 
mer Paramount  Pictures  v\  underkind  who  took  the 
top  job  at  Disney  in  1984  and  awakened  a  sleeping 
giap!    He  exploited  dusty  gems  like  Fantasia  and 
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707  Dalmatians  and  built  new  franchises  a  la  Beauty  and 
the  Beast  and  The  Lion  King.  Along  the  way,  $10,000 
invested  in  Disney  stock  when  he  took  over  was  worth 
almost  $410,000  by  the  peak  in  2000,  triple  the  rise  in  Standard 
&  Poor's  index  of  500  stocks.  Even  after  Disney's  tumble,  that 
initial  $10,000  is  at  more  than  $176,000  today — a  17.1%  annual 
return  for  18  years,  versus  12.6%  for  the  S&P. 

Thus  Eisner  has  earned  a  generous  amount  of  time  to  fix  Dis- 
ney's shortcomings.  But  time  may  be  running  out.  Board  members 
representing  the  family  of  founder  Walt  Disney  are  signaling  that 
they  are  losing  patience.  Eisner  must  restore  Disney's  magic,  and 
soon,  to  avoid  an  ugly  end  to  a  brilliant  career.  He  also  must  clinch 
his  plan  to  name  his  own  successor,  rather  than  have  that  right 
snatched  away  by  a  disenchanted  board.  For  the  first  time  Eisner, 
who  is  60  and  has  four  more  years  left  on  his  contract,  is  making 
it  clear  that  he  wants  to  hand  the  keys  to  the  kingdom  to  his  51- 
year-old  sidekick,  President  and  Chief  Operating  Officer  Robert 
Iger — a  well-liked  manager  dismissed  by  some  in  Hollywood  as  a 
corporate  suit.  Iger,  in  turn,  may  not  ascend  unless  he  can  revive 
an  ailing  ABC.  For  both  men,  it  is  do-or-die  time. 

As  dire  as  it  all  sounds,  Eisner  &  Iger  say  they  have  put  the 
pieces  in  place  for  a  blockbuster  comeback.  "I've  never  felt  more 
comfortable  about  our  position,"  Eisner  says.  "Even  though 
we've  had  some  problems,  we  are  a  company  that  has  great 
assets,  and  we're  here  for  the  long  run."  Iger  adds:  "We  are  well 
positioned.  There  are  no  big  holes  in  the  company." 

Counterpunching  off  the  ropes,  the  two  execs  have  invested  $5 
billion  in  recent  years  to  spruce  up  Disney  theme  parks  and  resorts, 
which  could  pay  off  handsomely  once  tourism  rebounds.  They 
have  assured  ESPN  an  enviable  lock  on  all  four  major  pro  sports — 


V 


football,  baseball,  basketball  and  hockey — for  five  years.  Or 
the  big  screen,  Disney  is  reaping  a  tidy  profit  on  cheaper  box 

office  hits  such  as  Sweet  Home  Alabama  (which  cost  $35  mil 
lion  to  make  and  has  taken  in  $120  million  in  U.S.  ticket  sales),  de 
fying  Hollywood's  penchant  for  $100  million  gambles.  And  rathe 
than  wait  for  hit  films  to  inspire  toy  spinoffs  and  the  like,  Disne; 
now  draws  on  a  horizontal  array  of  properties  to  build  new  billion 
dollar  consumer  businesses  overnight.  Some  of  the  most  promis 
ing  ideas  come  fi^om  a  stable  of  cable  outlets  including  the  Disne' 
Channel,  Lifetime,  Soapnet  and  ABC  Family  (formerly  the  Fo: 
Family  channel,  which  was  acquired  for  $5.3  billion  from  New 
Corp.  and  Haim  Saban  in  2001). 

To  fund  these  moves,  Eisner  &  Iger  are  embarking  on 
garage  sale,  aiming  to  raise  $4  billion  or  more  by  peddling  6< 
radio  stations,  the  Mighty  Ducks  hockey  team  and  other  ancil 
lary  businesses.  They  want  to  whack  a  substantial  portion  off  c 
Disney's  net  debt  of  $13  billion  over  the  next  18  months. 

Their  most  urgent  problem,  ABC,  already  shows  early  sign 
of  a  rebound  (see  box,  p.  7  76j.  In  the  new  fall  TV  season,  the  net 
work  has  improved  its  ratings  six  nights  of  the  week,  coming  i 
at  least  number  two  in  adults  18  to  49,  advertisers'  most  covete  j 
group,  on  every  night  but  Thursdays,  which  NBC  has  dominate 
for  years.  On  Tuesdays  ABC  has  moved  from  number  four  t 
number  one  among  adults  age  18  to  49,  drawing  24%  more  ( 
them  thanks  to  new  hits  like  8  Simple  Rules  for  Dating  M' 
Teenage  Daughter,  with  veteran  sitcom  screwball  John  Ritter. 

One  major  key  to  salvation  for  Eisner  &  Iger  is  Disney's  ESP 
properties.  In  fact,  Eisner  says  the  entire  company  is  "built  on  tw 
brands — Disney  and  ESPN."  The  all-sports  cable  operatioi 
launched  23  years  ago  and  acquired  by  ABC  in  1984,  has  grow 
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NE  UNDERSTAND  IF  YOU  DON'T  GET  TO  YOUR  MEETrNG  ON  TIME 

FHERE  IS  NO  NEXT  MEETING 

rHAT'S  WHY  WE'RE  THE  MOST  PUNCTUAL  AIRLINE  TO  MEXICO 
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Who  else  gets  you  to  your  meeting  in 
Mexico  on  time?  Who  else  has  held  the 
title  of  the  most  punctual  airline  from 
the  U.S.  to  Mexico  for  the  last  13  years* 
(based  on  official  airline  records  and 
Air  Travel  Consumer  Reports)?  Who  else 
but  the  people  of  AeroMexico. 


ClpJe/-  ^idH  &V&I^ 


»  AEROMEXICO 


\Nho  else? 


1-800-AEROMEX       www.aeromexico.com 


ised  on  an  on-time  arrival  data  comparison  of  AeroMexico's  systemwide  operation,  derived  from  internal  company  records,  and  the  systemwide  operations  of 
major  U.S.  carriers,  as  published  in  DOT'S  Air  Travel  Consumers  Records,  from  October  1989  to  May  2002. 


into  a  sports  junkie's  dream,  with  over  40  branded  businesses, 
including  seven  domestic  cable  networks,  book  publishing,  a 
radio  network,  a  successful  magazine  and  themed  restaurants. 

Run  far  from  Hollywood  in  a  bucolic  Connecticut  town  of 
rolling  hillsides  and  white  church  steeples,  ESPN  churns  out 
about  $1  billion  in  annual  operating  income  (in  the  sense  of 
earnings  before  interest,  taxes  and  other  items).  Its  primary  U.S. 
cable  channel  reaches  87  million  households  and — all  by  itself — 
is  worth  $20  billion.  That  is  just  a  bit  more  dian  the  $19  billion 


Useful  Trophies? 

What's  a  world 

title  worth? 

The  Angels  were  for 

sale  and  valued  at 

$195  million  before 

winning  the  World  Series. 

The  Mighty  Ducks, 

worth  $111  million, 

are  also  on  the  block. 
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that  Disney  spent  in  1995  when  it  acquired  ESPN's  parent,  Capi- 
tal Cities/ ABC,  grabbing  the  ABC  network,  one  of  the  best-run 
TV  station  groups  in  the  business,  and  stakes  in  Lifetime  and  a 
few  other  cable  channels  in  the  bargain.  Disney  owns  80%  of 
ESPN;  Hearst  Corp.  holds  a  20%  stake. 

The  ESPN  channel's  $20  billion  price  tag,  moreover,  is  a  con- 
servative estimate  (from  Kagan  World  Media)  based  on  a  rela- 
tively modest  18  times  the  channel's  annual  cash  flow.  It  could 
be  worth  even  more:  NBC  recently  paid  22  times  cash  flow  to 
buy  Cablevision's  Bravo  channel,  and  Viacom  last  paid  a  multi- 
ple of  22  for  Black  Entertainment  Television. 

The  sports  network's  value  is  likely  to  grow.  "Disney  is  in- 
vesting heavily  in  ESPN,"  says  ESPN  President  George  Boden- 


heimer.  ESPN  recently  became  the  first  network  ever  to  si 
multaneously  lock  up  rights  to  games  from  all  four  niajo 

professional  sports.  Disney  paid  dearly  for  that  distinction,  a; 
it  is  expected  to  spend  about  $12  billion  over  the  next  six  years  or 
all  of  its  sports  programming.  But  with  ESPN's  muscle  to  raise  th( 
monthly  fees  it  charges  cable  systems  and  amortize  the  huge  cos 
across  multiple  outlets,  it  should  prove  to  be  worth  the  high  price 

As  Eisner  tries  to  repair  ailing  operations  and  find  new  growth 
he  also  fights  the  widely  held  perception  that  he  has  no  successioi 
plan  in  place.  Not  so,  he  insists.  In  an  interview,  he  reveals  for  thi 
first  time  that  he  has  even  written  a  letter  to  the  Disney  board,  rec 
ommending  a  successor  should  some  bad  fate  befall  Eisner  himseb 
He  implies  it  is  Bob  Iger,  and  others  in  the  know  confirm  thisj 
"There's  a  letter  from  me  on  what  I  think  they  should  do,"  Eisne 
says.  "I  would  hope  that  they  would  pick  the  obvious  choice." 

But  few  people  in  Hollywood  believe  Iger  will  succee< 
Michael  Eisner — a  not-so-subtle  slight  to  both  men.  The  think 
ing  in  Tinseltown  is  that  Eisner  is  losing  the  juice  to  anoint  hi 
own  pick  and  that  Iger  can't  live  up  to  the  biUing.  In  any  othe 
industry,  no  one  would  refute  the  likelihood  of  such  an  orderl 
succession.  But  in  snarky  Hollywood,  Iger  has  the  misfortune  ci 
toiling  in  the  shadow  of  an  executive  idol.  Where  Eisner  i 
viewed  as  a  shark — creative,  cunning  and  controlling — Iger  is 
likeable  doer:  decisive  and  diplomatic.  He  is  a  manager,  not 
mogul.  "Bob  is  a  nice  guy,"  says  one  top  film  producer,  "but  n 
one  in  town  believes  he  wiU  get  the  job." 

The  succession  question  has  bedeviled  Eisner  since  the  sudde 
death  of  Disney  president  Frank  Wells  in  1994  and  Eisner's  ow 
quadruple-bypass  surgery  a  few  months  later.  The  issue  grew  moi 
urgent  that  year  with  the  resignation  of  studio  boss  leffrey  Katzer 
berg  (whose  subsequent  feud  with  Eisner  later  spilled  into  cou; 
in  1999)  followed  in  1995  by  the  ill-fated  hiring — and  firing  ju 
15  months  later — of  powerful  talent  agent  Michael  Ovitz. 

Now  Eisner  clearly  is  grooming  Iger  for  the  top  job.  In  wh; 
they  describe  as  a  "senior  partner-junior  partner"  relationshi] 
the  two  divide  responsibility  for  the  various  operations;  Ig( 
oversees  ABC,  the  cable  channels  and  ESPN.  But  Eisner  makes 
point  of  involving  Iger  in  areas  that  had  solely  belonged  to  tl 


From  High  Atop  Big  Thunder  Mountain  . . .  Eimp.r  Speaks 
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On  Discontent  on  Disney's  Board: 
"When  we  were  doing  nothing  but  going  up, 
everybody  was  extremely  pleased  with 
everything.  The  last  three  or  four  years, 
when  we've  been  more  flat,  the  board  has 
been  brought  in  to  address  some  things....  I  don't  think  this  is 
an  issue  about  our  board.  I  think  it's  about  performance." 
On  Retirement:  "I  love  coming  to  work.  I  love  being  involved 
in  the  creative  process....  To. me,  and  maybe  it's  just  the  way  I 
am,  I  feel  as  though  I  just  started  yesterday....  I  don't  feel  like 
somebody  who  should  go  play  golf,  or  go  around  the  world  on 
a  cruise.  I  can't  see  anything  less  interesting  for  me.  And  the 
biggest  nightmare  for  my  family  would  be  if  I  had  free  time  to 
meddle  with  my  children's  lives.  They  want  me  to  stay  here." 
On  His  Team:  "\  think  that  the  company  has  a  fantastic  presi- 


dent and  chief  operating  officer....  I  think  the  choice  of  Bob  [Iger] 
as  president  is  one  that  I  reconfirm  in  my  mind  on  a  daily  basis.... 
If  you  take  me  out  of  the  company,  it's  not  going  to  stop  for  one 
beat,  because  this  company  is  built  on  synergy.  This  company  is 
built  on  working  together." 

On  Turnover:  "Most  people  don't  want  to  leave  Disney  unless 
they  get  offered  something  that  is  extraordinarily  good  or  bet- 
ter than  they  can  foresee  happening  here.  And  I  have  rarely 
met  someone  who  we  wanted  to  bring  into  Disney  who  did  not 
want  to  come." 

On  Maintaining  a  Creative  Edge:  "You  don't  want  to  become 
too  entrenched.  You  don't  want  to  become  too  Hollywood,  too 
New  York.  You  don't  want  to  become  too  domestic.  You  want  to 
stay  relevant.  You  don't  want  to  become  one  of  those  old  farts 
you  criticize."  —B.P. 
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THE  SAMSUNG  24"  LCD  MONITOR. 

To  avoid  the  distraction  of  fellow  admirers, 

you  may  need  to  close  your  door. 


•  HDTV  Ready  (10801,  720p,  480i/p) 

•  WUXGA  (1920x1200)  Ultra-High  Resolution 

•  3D  Virtual  Dolby®  Surround 

Find  out  more  at  www.samsungusa.com 


•2002  Samsung  Electronics  Co.  Ltd.  Screen  images  are  simulated. 
olby  is  a  registered  trademark  of  Dolby  Laboratories. 
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everyone's  invitedr 


Though  its  market 

cap  is  $38  billion,  the 

pieces  are  worth  far 

more— over  $60  billion. 

ESPN/Disney 
Channel  anaother 
cable  outlets 

$1.1  Dll  (operating  income) 
38 /i  (%  of  total) 
$26  Dll  (bitakup  value) 

TV  and  Radio 
Stations 
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Disney 
Divided 


$600  niil  (operating  income) 
19/0  Ci.of total) 
$10  Dll  (breakup  value) 


Theme  Parks 
$1.2  bil 

(operating  income  post-9/ll) 
38%  (%  of  total) 
$19  oil  (breakup  value) 


Movie 
Studios 

$«}dO  IIUI  (operating  income) 
11%  (%  of  total) 
$7  Dll  (breakup  value) 


$400  mil  (operating  income) 

13/0  i:-o  01  total) 

$4.3  Dll  (breakup  value) 


ABC  Network 

~$500  Itlli  (operating  income) 

$  J  Oil  (breakup  value) 


Disney  chairman,  such  as  film  and  theme-park  development 

"He  brings  me  into  those  creative  meetings  because  it's  ver 
important  for  me  to  develop  that  eye,"  Iger  says. 

The  two  men  are  in, close  contact.  In  his  New  York  office  on  i 
recent  afternoon,  Iger  counts  a  dozen  e-mails  he  sent  to  Eisne 
out  on  the  West  Coast  that  day.  Eisner  had  sent  six  e-mails  to  Igei 
and  they  had  talked  on  the  telephone  twice.  "The  business  unit 
have  a  very  good  understanding  of  this  relationship,"  Iger  says' 
"If  the  head  of  ESPN  tells  me  something,  he  doesn't  have  to  tel 
both  of  us.  He  knows  it  will  get  back  to  Michael." 

While  Eisner  has  been  a  pillar  of  HoUywood  for  more  thai 
two  decades,  Iger  is  the  one  with  more  Hollywood  flair.  Eisne 
drives  a  yellow  Volkswagen  Beetle.  Iger  drives  a  Porsche.  Eisne 
and  his  wife  have  been  married  for  35  years.  Iger's  third  wife  i 
stunning  CNN  anchor  Willow  Bay.  Iger  wears  expensive  sweater 
and  well-tailored  suits,  shunning  the  cheesy  Mickey  Mous 
neckties  long  favored  by  Eisner.  In  meetings  Iger  is  candid,  deci 
sive  and  witty:  While  reviewing  ABC's  schedule  in  a  recent  meet 
ing,  he  learns  that  the  network's  star  anchor,  Diane  Sawyer,  ha 
bagged  an  exclusive  interview  with  actress  and  singer  Jennife 
Lopez,  who  will  use  the  appearance  to  break  the  news  of  he 
engagement  to  actor  Ben  Affleck.  Sensing  opportunity,  Ige 
quips:  "Will  the  two  of  them  do  a  sitcom  for  us?" 

At  another  meeting  to  discuss  design  plans  for  building  a  shi 
to  add  to  Disney's  successful  cruise  business,  both  Eisner  &  Iger  ai 
present,  though  this  area  had  always  been  Eisner's  domain.  Thti 
try  to  assess  the  costs  and  whether  to  proceed.  The  last  ship  co: 
$350  million.  "Is  this  going  to  be  like  the  sequel  to  a  movie,  whei 
the  first  movie  cost  $30  million  and  the  next  one  costs  $130  mi 
lion  because  we  tweak  a  few  things?"  Eisner  asks,  half-jokingl 
Playing  the  straight  man,  Iger  asks  the  ship's  designers  to  explai 
why  the  new  ship  will  need  six  engines;  the  last  one  had  only  fiv 
After  a  lengthy  answer,  Eisner  responds,  "You  know  what?  This 
exactly  like  the  sequel  thing."  The  room  crackles  with  laughter. 

The  two  Disney  chiefs  are  optimistic  that  they  are  close  t 
striking  gold  in  much  the  same  way  Eisner  and  the  late  Frar 
Wells  did  during  their  early  days  at  Disney — by  digging  dee  I 
inside  the  company's  trove  of  world-class  assets.  The  head  of  tl 
company's  consumer  products  unit,  Andrew  Mooney,  whj 
joined  Disney  two  years  ago  to  rebuild  the  faltering  busines 
recently  created  a  new  line  of  toys  and  clothing  called  "Princes 
by  drawing  firom  heroines  of  six  Disney  cartoons,  such  as  Be)  I 
from  Beauty  and  the  Beast,  Ariel  fi-om  The  Little  Mermaid  ar  f 
Jasmine  from  Aladdin.  The  line  debuted  in  2000  and  hit  $1( 
million  in  its  first  year;  sales  soared  to  $700  million  in  fiscal  ye  j 
2002,  with  40%  of  that  going  to  Disney. 

In  the  past  such  efforts  emanated  from  the  film  studio,  ma  | 
ing  the  company  totally  dependent  on  the  whims  of  the 
office.  An  animated  film  would  be  developed,  and  if  it  looked  li  i 
a  hit,  the  consumer-products  division  would  come  in  and  crej 
a  line.  Then,  if  the  movie  had  a  strong  run  in  theaters,  the  cor 
pany  might  do  a  TV  series  for  the  Disney  Channel  or  a  straigl 
to-video  sequel.  And  if  it  all  had  enduring  appeal,  a  theme-pa 
attraction  could  be  built.  "The  focus  was  only  on  brand-n<  | 
films,"  says  Iger. 

But  with  powerftil  brands,  Disney  no  longer  needs  to  depe; 
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Does  tne  employee  iri  you  agree  with  what 
the  benefits  manager  ift  you  is  doing? 

Your  company's  most  valuable  assets  aren't  made  of  wire  and  steel.They're  made  of  body  and  soul. 
They're  your  employees.  Which  also  means  you. 

At  CIGNA, we  provide  benefit  plans  that  satisfy  both  the  employee  and  the  benefits  manager  in  youjj 
We  provide  retirement  benefits  that  offer  high-quality  investment  options,  and  hassle-free  administration. 
We  provide  health  benefits  that  deliver  medical,  dental,  pharmacy,  vision  and  behavioral  ##    , 
health  care  through  a  single,  integrated  network  with  integrated  administration.  We  provide  ^ 

disability  benefits  that  are  easy  to  understand,  easy  to  use,  and  easy  to  administer. 

Why  do  we  do  this?  Because  when  employee  benefits  are  working  better  for 
your  employees,  you  feel  a  lot  better,  too. 

For  more  on  the  retirement,  health,  life  and  disability  benefits  that  work  for  CIGNA 

you  and  your  empl^^es,  visit  us  at  www.cigha.com.  A  BuSlUCSS  of  C 

. .  _^ . ..    ^^Vkm^^^Hi^  Life     and     Disability  ♦  R< 
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Are  you  giving  your  employees  the  tools 
lOr  retirement  that  you  would  want  for  yourself? 

AtCldSRfw^provide  retirement  benefits  that  satisfy  both  the  employee  and  the  benefits  manager 
in  you.  VVith  ClGNA's  Wbrkp/ace  Financial  Solutions^  every  retirement  service  we  offer  is  customized  for  your 
particular  needs.  As  ah  employee,  you'll  find  online  investment  guidance  that  allows  you  to  tailor  your 
retirement  savings  gojrfs  to  your  individual  life-stage.  And  a  roster  of  high-quality  investment 
options  as  well.  As. a  benefits  manager,  you'll  find  that  CIGNA's  hassle-free  plan  administration  M  ♦  Jj^ 

will  help  you  to  manage  your  company's  retirement  plan  more  effectively.  Because  when  things         ^^1^^ 
are  working  6lBtter,fo(^a|"en;)plpyees,  you  feel  a  lot  better,  too.  X 

For  m(^g||HBMDirerrient,  health,  life  and  disaJDility  benefits  that  work  for  you  CIGNA 

and  your  emplo^j^^Hp.  www.cigna.com.  A  BusineSS  of  Caring 
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n  thd  studio  to  create  franchises.  Instead,  Eisner  &  Iger 
•ok  to  develop  businesses  horizontally  across  the  company 
id  launch  franchises  from  new  directions.  The  consumer- 
roducts  unit  has  only  a  3%  share  of  the  toy  market,  leaving 
lenty  of  room  to  expand  the  new  Princess  line.  It  is  working  on 
iproduct  line  for  boys,  created  from  non-Disney  characters  that 
ame  along  with  the  2001  acquisition  of  the  Fox  Family  Chan- 
1.  Consumer  products  generated  S400  million  in  operating 
icome  for  each  of  the  last  two  years,  but  still  below  the  $5 1 1 
lillion  in  operating  profits  generated  in  1995,  thanks  mostly  to 
le  blockbuster  The  Lion  King. 

But  The  Lion  King  was  the  most  successful  cartoon  flick  of  all 
me.  Since  then  the  genre  has  expanded,  giving  Disney  stiff  com- 
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tition,  especially  from  Jeff  Katzenberg  at  DreamWorks.  With  the 
arket  so  jammed,  the  life  span  for  related  products  is  much  shorter. 
To  counter  the  cartoon  crowd,  Disney  is  now  beginning  to 
e  its  stable  of  cable  channels  to  create  new  franchises.  The  Dis- 
y  Channel  last  year  developed  Lizzie  McGuire,  a  TV  show  that 
mbines  animation  and  live  action  and  aims  at  so-called 
weens,"  kids  ages  9  to  14.  The  show  has  helped  the  channel 
in  audience  share  from  rivals  like  Viacom's  Nickelodeon,  and 
las  also  led  to  a  line  of  clothing  and  accessories  for  girls  sold  at 
mited  Too  stores.  Additionally,  Disney  has  released  a  Lizzie 
cGuire  compact  disc  of  songs  and  Lizzie  books,  and  a  feature 
m  is  being  shot  that  is  slated  for  release  next  spring.  "Our  cable 
ands  are  a  powerhouse  for  the  entire  company,"  says  Anne 
/eeney,  Disney's  cable  chief. 
At  Disney's  theme  parks,  Eisner  &  Iger  have  been  besieged 
a  string  of  challenges  in  the  past  two  years.  For" the  first  time, 
iticism  of  the  parks'  quahty  was  starting  to  bubble  up.  At  an  av- 
ige  daily  admission  of  $50,  they  had  become  too  expensive  for 
nsumers.  New  rides  and  attractions  were  needed.  And  the 
rks'  signature  pristine  appearance  was  slipping  a  bit.  As  part  of 


its  effort  to  contain  admission  prices  and  freshen  up  all  of  the 

parks,  which  total  ten  worldwide  and  account  for  $1.2  billion 

in  operating  income  (41%  of  the  total),  Disney  now  searches 

for  ways  to  develop  big-ticket  attractions  at  a  lower  cost.  Big  thrill 

rides,  the  ones  that  scare  people  half  to  death,  now  have  the  same 

benchmark  as  blockbuster  films:  $100  million  and  up. 

To  build  new  parks  and  update  existing  ones,  Disney  spent 
about  $5  billion  in  capital  expenditures  in  the  past  five  years. 
The  timing  was  bad,  however,  and  the  return  has  been  weak.  The 
company's  new  California  Adventure,  which  sits  adjacent  to  the 
original  Disneyland  built  in  Anaheim  47  years  ago,  was  built 
during  the  economic  boom  but  opened  for  business  in  February 
2001,  just  as  tourism  nose-dived. 

But  all  of  that  spending  has  positioned  the  parks 
for  growth  once  the  uncertainty  of  world  events 
recedes,  predicts  James  Rasulo,  a  Disney  veteran 
who  was  recently  tapped  to  head  the  theme  parks 
division.  (His  predecessor,  Paul  Pressler,  quit  in  Sep- 
tember to  run  Gap  Inc.)  "Wfren  things  turn,  as  they 
inevitably  will,  our  product  will  be  fresh  and  rele- 
vant," Rasulo  says.  Disney  plans  a  marketing  blitz 
for  early  next  year  to  try  to  jump-start  attendance  at 
some  parks,  and  in  January  the  company  breaks 
ground  on  a  new  park  in  Hong  Kong.  It  is  also  look- 
ing to  build  a  theme  park  in  Shanghai. 

With  big  media  conglomerates  out  of  favor, 
Eisner  isn't  eyeing  any  big  acquisitions,  although  if 
a  smaller  property  like  Metro-Goldwyn-Mayer, 
with  its  library  of  4,000  films,  could  be  bought  on 
the  cheap,  Eisner  would  likely  jump  at  it.  To  be 
ready,  he  is  stabilizing  Disney's  balance  sheet.  After 
recent  downgrades  on  its  debt,  Disney  expects  to 
pay  down  some  of  that  $13  billion  in  net  debt  (after 
subtracting  cash  on  hand)  in  the  next  18  months, 
according  to  Chief  Financial  Officer  Thomas 
Staggs.  It  also  has  plenty  of  untapped  credit:  At  the 
end  of  June,  Disney  had  a  credit  line  of  $4.5  billion. 

Eisner  also  may  dump  ABC's  64  radio  stations  ( 1 8  are  in  the 
top  20  markets),  which  could  sell  for  about  $4  billion.  "Buyers 
are  pounding  on  the  door,"  asserts  one  Disney  executive.  Also 
up  for  grabs:  the  Mighty  Ducks  and  the  Anaheim  Angels.  Disney 
bought  the  teams  in  the  mid-Nineties  as  part  of  an  effort  to  revi- 
talize the  home  city  of  the  first  Disneyland;  that  job  done,  it 
views  the  teams  as  disposable.  That  was  before  the  Angels  won 
the  World  Series  and  showed  the  goodwill  a  champion  musters. 
At  Game  5  in  San  Francisco  Eisner  hosted  a  strategic  guest: 
Apple  Computer  cofounder  Steve  Jobs,  who  also  controls  Pixar, 
the  animation  company  that  created  the  Disney  hit  Toy  Story. 
Disney's  exclusive  deal  with  Pixar  is  up  for  renewal  next  year. 
And  Eisner  wistfully  recalls  walking  onto  the  field  after  the 
Game  7  victory:  "I  hear  the  beginning  of  boos,"  he  says,  "and 
then  I  mention  how  great  it  is  that  we  won,"  and  the  crowd 
starts  to  cheer — a  rarity  for  Eisner  these  days.  Suddenly,  "it  was 
like  I  was  allowed  to  be  there."  Right  now  Michael  Eisner — 
mogul,  chief  Mo useketeer,  unlikely  underdog — has  his  ear  to  the 
ground,  listening  for  the  crowd  to  cheer  once  more.  F 
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Network 
Reworked 


Executives  are  walking  on  eggshells 
these  days  at  the  new  Burbank,  Calif, 
headquarters  of  ABC  Entertainment. 
They  dare  not  admit  to  the  biggest  sur- 
prise of  the  new  television  season,  lest 
they  jinx  it:  ABC  is  making  a  comeback. 

Last  year  the  best  that  ABC  could 
manage  among  the  age  18-49  viewers 
most  sought  by  advertisers  was  a  sec- 
ond-place ranking  on  a  few  nights  of 
the  week.  As  the  new  fall  schedule 
unfolded,  predictions  in  the  TV  biz  were 
unanimous:  Many  seasons  would  pass 
before  ABC  could  rebound. 

Yet  ABC  now  runs  number  one  or  two 
six  nights  a  week,  buoyed  by  a  strong 
lineup  of  sitcoms  such  as  the  new  Life 
With  Bonnie,  and  by  a  hit  in  the  inter- 
minable reality  genre.  The  Bachelor.  On 
Tuesdays  last  year  ABC  placed  a  dismal 
fourth  with  4.7  million  viewers  ages  18- 
49;  it  now  places  first,  and  the  audience 
is  up  almost  30%,  to  6  million.  Season  to 
date  overall,  ABC's  18-49  audience  is  up 
8%,  from  4.6  million  nightly  viewers  a 
year  ago  to  4.9  million. 

"Clearly  our  performance  is  starting 
to  be  a  surprise,"  says  ABC  Entertain- 
ment Chairman  Lloyd  Braun.  But  he 
warns  that  the  season  is  only  two 
months  old.  "We  aren't  raising  the  ban- 
ners to  celebrate  just  yet." 

Even  a  mild  turnaround  at  ABC  could 
juice  up  Disney's  entire  bottom  line.  ABC 
earned  $500  million  in  operating  income  in  2000  by  overdosing  on 
Who  Wants  to  Be  a  Millionaire,  the  Regis  Philbin  game  show  that 
provided  two-thirds  of  the  profit.  By  fiscal  2002  ABC  ran  a  $500  mil- 
lion operating  loss.  If  ABC  could  just  break  even,  it  would  add  23%  to 
the  $1.3  billion  profit  Disney  posted  for  the  year  ended  Sept  30. 

"So  far  this  season,  we  are  very  happy,"  Disney  Chairman 
Michael  Eisner  says  cautiously.  But  ABC  batted  0  for  3  on  new  dra- 
mas this  fall,  with  the  most  abysmal  ratings  cominr  from  the 
sinewy  Push,  Nevada,  which  drew  just  3.9  million  viewe.s  overall 
before  it  was  canceled.  And  Thursday  nights,  which  NBC  has  ruled 
for  years,  continue  to  drag  down  ABC's  ever-ill  performance.  Chief 
network  programmer  Susan  Lyne  sees  a  (cnefit  in  hav;  o  build 
ABC's  schedule  from  scratch.  "We  have  the  chance  to  rs  -'  ,  jut  our 
stamp  on  what  ABC  will  look  like."  she  jays. 

Now  ABC  does  things  that  were  unimaginable  a  few  yeurs  ago. 


The  network  is  in  talks  to  merge  its  venerable  nevi 
division  with  AOL  Time  Warner's  CNN,  which  ecu: 
save  a  reported  $200  million  a  year  In  prime  tiin 
ABC  now  airs  a  funny  drama— Monk,  kind  oft 
Columbo  with  OCD  (obsessive-compulsive  diso 
der)— a  few  nights  after  the  same  episode  debuts 
a  much  smaller  audience  on  the  USA  cable  chann 
The  show  was  developed  by  Disney's  Touchstone  studio,  and  A 
pays  USA  Network  a  fee  of  $400,000  for  two  runs,  far  less  rtv 
the  $1  million-plus  cost  for  a  first-run  drama. 

ABC  also  has  begun  signing  long-term  license  deals  for  ni 
shows,  setting  per-episode  fees  that  extend  over  seven  or  eig 
years,  double  the  industry  norm.  This  could  let  ABC  avoid  t 
free-agency  madness  that  NBC  faced  on  hit  shows  like  Frien 
(and  is  about  to  endure  with  the  White  House  hit.  The  W( 
Wing).  The  contract  for  the  six  stars  of  Friends  was  renewed 
2000,  reportedly  paying  each  of  them  a  jolting  $750,000  f 
episode,  a  sixfold  increase  over  their  previous  salary.  NBC's  h( 
pital  drama  ER  reportedly  landed  an  unprecedented  $13  milli 
per  episode  in  1998.  Such  hyperinflation  is  a  problem  only  wh 
shows  are  a  long-term  hit— and  that's  a  challenge  the  wary  fo 
at  ABC  are  eager  to  face.  —i 
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pen  your  eyes  to 
a  new  world. 


There's  a  new  way  to  fly.  One  that's  been  traveling  the  globe  for  75  years.  Fly  Iberia. 
On  every  one  of  our  daily  flights  from  23  major  US  airports  to  33  destinations  in  Spain 
and  50  throughout  the  rest  of  Europe,  you'll  discover  a  new  world  of  service.  A  world 
where  even  the  slightest  detail  is  attended  to,  from  your  personal  comfort  to  the 
state-of-the-art  aircraft.  We  fly  the  equivalent  of  20  times  around  the  world  every  day. 
So  enjoy  every  restful  flight,  every  delicious  meal,  every  smile  from  our  crew.  All  while 
earning  A«dvantage'miles. 


**^&lf||.Vf« 


For  US  reservations  contact  your  local  Travel  Agent,  call  (800)  772-4642  or  visit 
www.iberia-usa.com 
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One  of  the  world's  best  airlines 


Vrlines*  and  AAd\antage  are  registered  trademarks  of  American  Airlines,  Inc.  American  Airlines  reserves  the  right  to  change  the  AAdvantage  program  rules,  regulations,  travel  awards  and  special 
A  time  without  notice,  and  to  end  the  AAdvantage  program  with  six  months  notice.  AAdvantage  travel  awards,  mileage  accrual,  and  special  offers  are  subject  to  government  regulations, 
hanges  may  affect  your  ability  to  use  the  awards  or  mileage  credits  that  you  have  accumulated.  American  Airhnes  is  not  responsible  for  products  or  services  offered  h\-  other  participating 
For  complete  details  about  the  AAdvantage  program,  visit,  ww^v.aa.com. 
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'reducing  the  6-speed,  260-hp  Acura  CL  Type-S.    Happiness  is  an  all 
I  ^^J-shifting,  6-speed  manual  transmission,  A  powerful,  3.2-liter  VTEC"  engini 
delivers  smooth,  no-hesitation  cKceleration.  That  feeling  you  get  diving  into  a  hairpin  turn  while  the  4-wheel  dc 
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tne  suspension  pulls  you  through  with  razor-sharp  precision.  And,  of  course,  it's  a  sporty  interior  with  deeply 
t  ed,  leather-trimmed  seats  plus  an  available  Satellite-Linked  Navigation  System™  and  OnStar®  service.  Sure 
s  id^o  games,  huh?  For  more  information,  call  1-800-TO-Acura  or  visit  acura.com.      v/j/'^^^—^JI    ■■^^ 


TECHNOLOGY 


AFew 
Good  Toys 

The  U.S.  Army  has  some  imaginative  ways  to  annihilate  the  Saddams  of  the  future. 

BY  DYAN  MACHAN 


AS  THE  U.S.  ARMY  PREPARES  FOR  WAR  IN  IRAQ  (AND  BEYOND),  IT  HAS 
been  moving  fast  to  transform  itself  from  a  Cold  War  relic  into  a 
deadly,  rapidly  deployable  force.  The  last  two  major  U.S.  conflicts, 
Desert  Storm  and  Kosovo,  were  largely  won  by  the  U.S.  Air  Force 
before  the  Army's  lumbering  tanks  ever  got  there.  The  Army  used  to  be 
a  sledgehammer;  now  it  needs  to  be  a  cordless  drill. 
Technology  will  play  a  big  role  in  this  evolution,  and  that  is  the  purview  of  A. 
Michael  Andrews,  the  Army's  56-year-old  deputy  assistant  secretary  for  research 
and  technology.  Andrews,  a  civilian  electrical  engineer  with  the  rank  of  a  two-star 
general,  oversees  21  labs,  8,600  scientists  and  engineers  and  a  $1.5  bilHon-a-year 
budget.  "We  explore  the  realm  of  what's  possible,"  says  Andrews,  who  was  recruited 
by  the  Defense  Department  after  25  years  at  Rockwell  International.  He  holds  five 
patents  in  infrared  technology,  one  of  which  is  the  basis  for  the  guidance  system  on 
the  Army's  Javelin  shoulder-fired  antitank  missile. 

Andrews  gets  his  inspiration  from  science  fiction  like  Star  Trek  and  the  books  of 
Arthur  C.  Clarke,  as  well  as  nonfiction  like  Black  Hawk  Down,  the  retelling  of  U.S. 
Special  Operations  Forces'  bloody,  chaotic  street  fight  in  Mogadishu,  Somalia  in 
1993.  That  book  (and  later  movie)  exposed  a  weakness:  Soldiers  had  to  make  too 
many  decisions  about  what  they  needed  in  battle  and  ended  up  going  in  unpre- 
pared. To  correct  this,  Andrews  is  eliminating  choices  by  incorporating  drinking 
water,  body  armor  and  other  features  in  the  uniform  of  the  future. 

What  worries  Andrews  most  is  finding  a  way  to  toughen  up  battlefield  data  net- 
works. Platoons  will  be  busy  monitoring  video  feeds  from  their  falcon-size 
unmanned  spy  drones  and  receiving  biohazard  detection  data  from  robotic  scouts, 
all  while  screaming  at  one  another  over  a  headset.  Each  soldier  may  need  to  con- 
sume as  much  as  5  to  6  megabits  per  second,  a  hundred  times  the  speed  of  a  resi- 
dential dial-up  Internet  connection.  Add  in  smart  weapons  talking  to  satellites  and 
armored  personnel  carriers  talking  to  one  another,  and  the  modern-day  battlefield 
becomes  a  telecom  mob  scene. 

"Everything  relies  on  a  reliable  and  secure  network,"  says  Andrews.  "Without  it, 
our  vulnerability  is  exposed."  Dreaming  the  possible  is  one  thing.  Making  it  work  is 
quite  another. 
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MINIBAR-SIZE 
ROBOTIC -MULE' 
FOLLOWS  SOLDIER 
WITH  40  TO  50 
POUNDS  OF 
IMPORTANT  GEAR. 
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GPS  AND  RADIO  ANTENNA 


IMAGE  INTENSIHER 


LONGWAVE 

INFRARED 

CAMERA 


WARFARE 


WATERPROOF,  BREATHABLE, 
FLAME-RESISTANT  BOOTS 


Soldier  Of 
Tomorrow 

The  Army's  goal  is  to 

come  up  with  a  uniform  by 
2008  that  will  make  a  soldier 
better  than  all  that  he  can 
be.  Helmets  will  enhance 
hearing  and  protect  ears 
from  battle  cacaphony. 
Head's-up  displays  built 
into  the  visor  will  display 
infrared  images  to  reveal 
friend  from  foe  on  the  bat- 
tlefield. To  cut  the  weight 
soldiers  must  carry  down 
from  the  current  100  lbs.  to 
perhaps  40  lbs.,  the  Army  is 
developing  a  wheeled  robot 
"mule"  that  follows  a  soldier 
around  with  equipment 
for  purifying  water  and 
recharging  batteries.  Further 
out,  the  Army  warfighter  of 
2025  will  be  a  a  machine- 
assisted  soldier  as  deadly 
and  effective  as  a  1990s-era 
tank.  Lightweight  body 
armor  will  use  plastics  made 
with  nanomaterials  to 
deflect  a  bullet  with  an 
electrical  charge.  Polymers 
in  the  uniform  will  "read" 
their  wearer's  surroundings 
and  change  color  and  pat- 
tern to  render  him  nearly 
invisible.  Boots  may  contain 
a  liquid  that  hardens  if  the 
solider  steps  on  a  land  mine. 
Coin-size  silicon  microtur- 
bines  will  power  the  sol- 
diers' computer  systems. 
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Force  Field 


Show  Time 


THE  ARMY  IS  GETTING  READY  TO  TEST  AN 
armored  vehicle  that  can  thwart  rocket- 
propelled  grenades  by  sending  out  an  electronic 
counterpunch  that  creates  a  false  target  in  front 
of  the  vehicle.  How  it  works  the  Army  won't  say 
exactly.  The  first  design  is  slated  for  next  spring. 
The  technology  will  be  effective  at  intercepting 
grenades  moving  up  to  475  feet  per  second  and 
may  be  deployable  by  2008.  It  isn't  quite  the  pro- 
tective energy-bubble  enshrouding  the  Starshi^ 
Enterprise,  but  we're  getting  there.  Also  undei 
development  for  2008:  electromagnetic-puls( 
weapons  mounted  on  tanks  or  drones  to  delivei 
a  charge  of  energy  that  would  fry  enemy  elec- 
tronics, turning  an  unprotected  fighter  jet  into  { 
flying  brick. 


A  YOUNG  RECRUIT  STANDS  BEFORE  A  150-DEGREE  WRAPAROUND  MOVIE  SCREEN,  STUDYING  A  MILITARY  DRAMA  CREATED  B^ 
computer-graphics  artists.  More  than  3,500  watts  of  sound  thunder  from  13  speakers  throughout  the  room.  He  sees  onscreen  that  hi 
unit's  Humvee  has  just  struck  a  car  carrying  a  civilian  boy  who  will  die  unless  he  gets  to  a  hospital — fast.  Meanwhile  a  news  crew  is  video  j 
taping  the  action  from  the  side.  The  officer  calls  for  a  medevac,  but  a  nearby  outpost  radios  that  it's  taking  fire  and  needs  backup.  Whei' j 
the  recruit  heads  for  the  field,  abandoning  the  child,  the  mother  goes  ballistic  as  the  news  cameras  roll.  "This  is  crisis  decision  making,' 
says  Richard  LLndheim,  executive  director  of  the  Institute  for  Creative  Technologies  in  Marina  del  Rey,  Calif  The  Army  granted  the  in 
stitute  an  initial  $45  million  a  year  to  create  simulations  using  Hollywood  talent.  Lindheim  says  one  colonel  who  tried  it  said  it  was  toe 
close  to  what  he  had  experienced  in  Kosovo;  the  officer  had  to  leave  the  room.  An  upgraded  version  is  due  out  next  year. 
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A  world  leader  in  creating  innovative  solutions  for  advanced  systems,  NEC  delivers  competitive  advantages.  Our  custom 
LSIs  for  example,  improve  overall  system  performance  and  functionality  for  mission-critical  computer  and  networking 
applications.  So  we  can  deliver  a  broad  range  of  high-quality  solutions  to  meet  your  time-to-market  requirements.  From 
networking,  systems  integration  and  custom  semiconductor  solutions,  we  empower  people  through  innovative  technology. 
Call  1.800.338.9549  or  visit  www.necus.com. 


Empowered  by  Innovation 


NEC 


Sprint  IP  Telephony  Services 


I 


CN    fc    QJ 

.    O    ^ 


c  *->  c  t; 

t    0)  3    ° 

o  D  ^  c 

VJ     y)  C     15 

,=^■5  St; 


9  I  ^  c 


C    Q)    -    o 

?">  %.£ 

O  T3    !rt       ■ 

^  «)  1)  ?; 
o  ^  -o  £ 
*=  2.  o  » 

4>  ^  —  w 
c  E  «  w 

5  S  £i; 
S  3  S  I 

®  2  il  * 
y  c  c  ® 

II   SB 


3£|| 

till 

o    3    >    5 

-2  si 
f"2X 

! 


I  III 


/•c/o 


777e  most  Important  component  in  an  end-to-enc 
integrated  IP  network  is  the  beginning. 

At  Sprint,  we  believe  that,  in  the  end,  the  quality  of  service  you  get  depends  largely  on  the 
quality  of  the  planning  and  relationships  you  initiate  in  the  beginning.  This  is  particularly  true 
when  contemplating  the  positive  changes  and  fornnidable  challenges  a  single  network 
converging  voice,  video  and  data  can  mean  for  your  enterprise. 

Exceptional  quality  of  service  is  why  Sprint  takes  such  an  intensively  collaborative  and  detaile 
approach  to  planning  your  IP  future.  And  why  our  relationship  with  Cisco®  is  so  important. 
Cisco  AVVID  (Architecture  for  Voice,  Video  and  Integrated  Data)  convergence  technology  is  th' 
foundation  of  our  managed  IP  Telephony  solutions.  Combined  with  our  100%  digital,  fiber-opt 
self-healing  nationwide  network  and  Sprint  Tier  One  OC-48/OC-192  IP  backbone,  the  benefits 
are  many.  You  can  get  high  reliability  and  performance,  industry-leading  SLAs  and  unsurpasse 
IP  connection  and  voice  quality. 

Economically,  few  things  reward  an  enterprise  more  than  a  well  planned,  implemented  and 
managed  IP  integration  strategy.  And  few  are  more  destructive  than  IP  false  starts,  pieceme? 
not  turnkey  solutions,  or  a  provider  who  proposes  answers  without  asking  questions. 

So  let's  start  planning  today.  Call  1-888-970-4466  or  your  Sprint  account 
executive  to  set  an  appointment.  Or  visit  www.ipmultiservice.com/sprint. 
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Powered  Network 


For  a  limited  time,  sign  up  and  get  a 
Cisco  router  valued  at  $3500'. 
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Attack  of  the  Drones 

SERGEANT,  WE'VE  SHRUNK  THE  SPY  PLANE:  THE  PREDATOR,  THE  UNMANNED 
airplane  that  incinerated  a  carload  of  al  Qaeda  suspects  in  Yemen  last  month,  is 
on  its  way  to  becoming  the  size  of  a  sparrow.  Each  soldier  will  use  his  own  tiny 
drone,  flying  it  around  a  corner  to  beam  back  video  images  into  his  helmet  dis- 
play screen.  Six-inch  winged  versions  under  a  soldier's  control  are  in  develop- 
ment for  2008;  future  versions  will  fly  themselves  via  delicate  image  sensors  and 
global  positioning  system  data.  Commercial  uses:  Farmers  could  send  out  a 
flock  of  drones  to  monitor  crops;  border  control  would  be  less  labor  intensive; 
and  companies  could  fly  the  robo-critters  over  cubicles  to  make  sure  employees 
aren't  slacking  off.  •  F 
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The  Cisco  Powered  Network 
signature  says  a  service 
provider  delivers  its  IP 
Telephony  service  over  an 
end-to-end  Cisco  network, 
featuring  world-class  Cisco 
AVVID  (Architecture  for  Voice, 
Video,  and  Integrated  Data) 
convergence  technology.  And 
it  says  you're  signing  up  for 
the  IP  reliability,  performance, 
savings,  and  ROI  your  enter- 
prise needs. To  download  the 
FREE  Cisco  Powered  Network 
"Guide  to  Outsourcing',' 


visit 


I—  www.ipmultiservice.com/cisco  — ' 


Cisco  Systems 


Empowering  the 
Internet  Generation 


©2002  Cisco  Systems,  Inc.  All  rights  reserved,  Cisco,  Cisco 
Systems,  the  Cisco  Systems  logo.  Empowering  the  Internet 
Generation  and  the  Cisco  Arrow  logo  are  registered 
trademarks  or  trademarks  of  Cisco  Systems,  Inc.  and/or 
its  affiliates  in  the  U.S.  and  certain  other  countries. 
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Shooting  Stars 


LIKE  VIRTUALLY  EVERYTHING  ELSE  BASED  ON  ONES  AND 
zeroes,  digital  camcorders  keep  getting  more  like  com- 
puters— except  in  how  often  they  crash.  Clever  engi- 
neers keep  cramming  in  features;  many  are  dubious 
and  most  are  hard  to  understand  and  use. 
But  digital  camcorders  are  a  real  advance  over  their  analog 
counterparts,  if  only  because  they  make  it  so  easy  to  transfer 
video  to  a  computer  without  any  loss  of  quality.  Then  you  can 
edit  the  result  into  anything  from  a  tiny  e-mailable  file  to  an 
expansive  DVD.  In  recent  tests  I  rediscovered  that  most  digital 
camcorders  cover  the  basics  well — including  autofocus,  autoex- 
posure  and  image  stabilization.  The  trick  is  to  steer  clear  of 
overengineered  designs  that  will 
please  geeks  but  befuddle  you. 
Here  are  five  feature-loaded 
(but  reasonably  priced)  models 
I  tested,  in  order  of  personal 
preference: 

SONY  DCR-PClOl  This  $1,050 
model  is  a  direct  descendant  of 
the  PCS  that  I  raved  about  and 
bought  two  years  ago.  The  com- 
pact, unobtrusive  size  and  light 

weight  mean  you  can  bring  the  unit  along  without  thinking 
twice.  And  the  touchscreen  interface,  though  occasionally 
annoying,  offers  a  dazzling  feature  that  took  me  a  while  to 
appreciate:  a  spot  meter  that  lets  you  simply  touch  the  item  you 
want  to  emphasize,  a  trick  that's  worked  for  me  with  sunset 
saguaros  in  Tucson  and  midday  stained  glass  in  Chartres.  This 
model  adds  a  simOar  feature  that  lets  you  touch  the  item  you 
want  to  be  in  sharpest  focus.  Nice. 

Still  troubling,  though,  is  the  top-mounted  mike,  which 
picks  up  more  wind  noise  and  cinematographer  wheezing  than 
might  be  ideal.  And  Sony  still  doesn't  offer  a  lens  hood  to  avoid 
flare  when  shooting  into  the  sun. 


New  features  keep 

dazzling  in  digital 

camcorders.  But 

watch  out  for 

overengineering. 


CANON    OPTURA    200MC     Th 

ergonomics  of  this  perfectly  fin 
$1,200  device  did  not  quit 
comport  with  my  tastes.  I  pai 
ticularly  disliked  the  graitt 
downward-angled  viewfmd 
which  made  it  hard  for  me  f 
keep  the  camera  level,  and  tbj 
top-mounted  mike  was  no  bal 
ter  than  the  Sony's.  But  I  vfv^ 
smitten  with  the  simple  switci 
that  lets  you  change  ft^om  fulj 
automatic  mode  to  customized  presets  instantly. 

PANASONIC  PV-DC352  Unlike  the  first  two,  this  full-featurej 
$  1 ,000  unit  has  the  horizontal  shape  of  a  traditional  camcorde 
which  many  people  find  easier  to  hold.  The  mike  is  up  fro* 
where  it  ought  to  be,  and  the  viewfinder  can  be  used  in  the  ho: 
izontal  position  or  at  a  variety  of  angles.  Like  the  Optura,  il 
not  much  bigger  or  heavier  than  the  Sony,  but  somehow 
seems  that  way. 

SONY  DCR-IP220  The  only  possible  explanation  for  this  odn 
looking  $1,600  model's  existence  is  that  a  few  engineers  we;| 
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Disco  and  email.  You  call  that  multitasking'? 
Try  scanning  and  copying  while 
printing  a  200-page  document. 


■"'OU  LISTENING  TO  ME? 


m 


copy 


TOSHIBA 

Don't  copy.  Lead. 


Are  you  capable  of  doing  two  things  at  once?  What  about  six?  Or  seven? 
Turn  your  multitasking  skills  up  a  few  notches  with  the  e-STUDI0810. 
It's  one  machine  that  does  the  work  of  many,  offenng  copy,  print,  scan, 
IFax  and  tab  printing  capabilities  while  delivering  the  highest  resolution 
in  its  class  (600x2400  dpi).  This  overachiever  serves  up  to  81  copies  per 
minute,  and  comes  with  multiple  network  printing  options.  If  you're  into 
copiers,  this  one  will  make  you  want  to  get  up  and  boogie.  For  more 
information  visit  copiers.toshiba.com  or  call  l-SOO-GO-TOSHiBA. 

©2002  Toshiba  America  Business  Solutions.  Inc.  Electronic  Imaging  Division.  All  rights  reserved. 
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ental  plan. 


Direct  Reimbursement  (OR)  lets  you 
design' a  self-funded  dental  plan  that's 
right  iDjaatQur  employees  and  your 
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berserk.  For  openers,  it's  built  around 
Sony's  tiny  MicroMV  tape  rather  than  the 
industry-standard  MiniDV  that  the  first 
three  cameras  use.  Programs  like  Apple's 
iMovie  and  Microsoft's  much-improved 
Windows  Movie  Maker  can't  edit  its 
MPEG2-compressed  output.  And  though 
MicroMV  does  some  useful  things  like 
storing  a  thumbnail  image  of  the  start  of 
each  shot  on  a  chip  in  the  cassette,  it  also 
introduces  an  annoying  delay  before  you 
can  start  recording  and  a  freeze-frame 
effect  at  the  end  of  every  shot. 

Sony  tossed  in  Bluetooth  wireless 
connectivity,  along  with  a  Web  browser 
and  e-mail  software  that,  in  theory,  let 
you  transmit  images  and  videos.  But  the 
Bluetooth  software  doesn't  work  with 
computers  at  all.  It  works  only  with  cell 
phones  that  dial  a  number  to  contact  a 
service  provider  like  AOL — preventing 
you  from  using  most  dataphones'  high- 
speed connections.  And  entering  an 
e-mail  address  is  a  frustrating  bout  of 
tapping  letters  and  numbers  on  the  tiny 
touchscreen  with  a  stylus.  Steer  clear 
unless  you're  the  kind  of  geek  who  con- 
siders all  that  a  charming  challenge. 

HITACHI  DZ-MV270A  This  $1,150  device 
seems  so  reasonable:  Instead  of  recording 
on  tapes,  why  not  put  the  data  direcdy  on 
miniature  DVDs?  First  problem:  Though 
the  hard-to-fmd  8-centimeter  discs  are 
roughly  half  the  size  of  standard  ones,  the 
camera  ends  up  being  fairly  large  anyway. 

Second  problem:  Recordable  DVD 
media  are  confusing.  Use  mini-DVD-RAM 
discs,  and  you  can  t;ike  advantage  of  their 


erasability  and  random  access,  but  yo 
can't  use  the  disc  in  most  standard  DV  „ 
players  and  computer  drives.  Record  o| 
DVD-R  discs  and  you  can't  erase  thenl 
ever,  but  you  gain  compatibility — prcl 
vided  that  after  recording  each  disc,  yol 
plug  the  camera  into  an  AC  outlet  ani 
"finalize"  the  disc  so  that  it  can  be  reai 
elsewhere.  Either  one  is  a  pain,  and  botj 
formats  produced  rather  dark  anl 
unpleasant  images  compared  with  tape. 

This  is  the  only  camcorder  I  tried  th  j 
lacks  a  standard  Fire  Wire  port.  Instead 
includes  a  fast  USB  2.0  connector  that  at 
transfer  the  highly  compressed  data  cl 
these  discs  even  to  a  slow  old  USB  poil 
Unfortunately,  you  can't  edit  the  outpi 
with  most  standard  software,  and  tlj 
software  and  documentation  that  con| 
with  the  unit  are  rudimentary. 

For  now,  stick  with  MiniDV.  Beyoij 
that,  such  low-tech  matters  as  how  til 
unit  fits  your  hand  are  more  importa| 
than  electronics,  so  try  before  you  buy 

Though  many  camcorders  can  shoj 
stills  on  memory  cards,  most  are  subp 
at  snapshots  compared  with  all  but  t 
cheapest  digital  photo  cameras.  Extra  b; 
teries  and  a  wide-angle  conversion  le| 
are  the  most  useful  accessories. 

List  prices  are  impolite  fictions.  Yl 
can  find  real-world  prices  on  the  Web,  I 
be  wary  of  unauthorized  vendors  W' 
"gray  market"  goods.  Authorized  deal'  j 
may  not  quote  their  best  prices  on  t 
Web,  but  will  often  e-mail  you  bet 
deals  or  match  the  competition  by  phc  j 
before  you  even  get  down  to  haggling. 


l7V-||'l^p^  I  Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  covering 
^^B^iHacnn.    technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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I  Direct  Reimbursement  dental  plan,  you  decide  how  much  your  company  contributes.  You  decide  how  much  your 
lyees  contribute.  And  since  there  are  no  monthly  premiums,  you  pay  only  when  your  employees  actually  visit  the 
t.  It's  a  self-funded  dental  plan  for  smart  companies.  What's  more,  your  employees  have  the  freedom  to  choose  any 
t  they  want.  Wouldn't  you  like  to  get  compliments  on  your  dental  plan?  Call  now  for  more  information,  or  visit  our 
te  for  a  DR  cost  estimate.  1-800-232-7698  ext.144  j  WWW.ada.org/OR/144 
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MAJOR  LEAGUE  BASEBALL 


Diverse  Business  Partners 


FOR  SUPPUER  Dl  VERSIT 


For  more  than  a  half  century,  Major  League  Baseball  (MLB)  has      such  factors  as  pnce,  quality,  service  and  the  vendor's  willirii 
been  a  trailblazer  in  diversity.  Much  has  changed  for  the  better      and  ability  to  satisfy  the  various  needs  of  MLB's  Central  t 


since  that  unforgettable  April  day  in  1947  when  Jackie  Robinson 
ennerged  from  the  Brooklyn  Dodgers  dugout  at  Ebbets  Field  and 
walked  straight  into  the  history  books.  Major  League  Baseball  has 
remained  at  the  forefront  of  professional  sports  in  recognizing  the 
importance  of  diversity,  both  on  the  field  and  off. 
To  strengthen  the  League's  commitment  to 
diversity.  Baseball  Commissioner  Allan  H.  "Bud" 
Selig  authorized  the  establishment  of  MLB's 


and  Clubs.  The  Diverse  Business  Partners  Program  he 
ensure  that  the  League  has  access  to  the  maximum  nurrr 
businesses  that  can  satisfy  its  needs  and  encourages  mir 
and  women-owned  businesses  to  participate  in  the  procure 
process  for  desired  goods  and  services. 

"The  Diverse  Business  Partners  Program  is  an  importa 
strategic  initiative  and  is  pursued  with  a  commitment  to  loni 
success.  It  has  been  designed  to  promote  efficienc 


Diverse  Business  Partners  (DBP)  Program,  an      profitability  for  MLB  and  its  Clubs,  while  extending  basis 


economically  driven  business  initiative  that 

Wendy  Lewis,  Vice  President,  Strategic  Planning 

For  Recruitment  and  Diversity 

Major  League  Baseball,  Office  of  the  Commissioner 

focuses  on  supplier  diversity  and  was  established  to  cultivate  new 
and  existing  partnerships  with  minority-owned  and  women- 
owned  businesses.  Since  the  formation  and  initial  implementation 
stages  of  the  DBP  Program  in  1998,  MLB  has  purchased  more 
than  $260  million  with  minority-  and  women-owned  businesses 


ability  to  contribute  to  the  economic  strength  and  well-be 
diverse  communities,"  says  Wendy  Lewis,  vice  presid 
Strategic  Planning  for  Recruitment  and  Diversity  for  Major  L 
Baseball,  Office  of  the  Commissioner. 

Another  key  development  in  the  evolution  of  the  D 
Business  Partners  Program  is  MLB's  announcement 
individual  partnership  agreements  with  both  the  N; 
Minority  Supplier  Development  Council  (NMSDC)  and  Wc 
Business  Enterprise  National  Council  (WBENC).  Both  N 
and  WBENC  recognize  that  these  individual  agreement 


through  direct  and  affiliate  spending. 

"Today  Major  League  Baseball  is  at  the  forefront  of  providing  MLB  are  the  first  of  their  kind  with  a  professional  sports  I 

business  opportunities  for  minorities  and  women.  The  procure-  The  partnerships  include  memberships  for  the  League's  ' 

ment  of  goods  and  services  with  our  diverse  business  partners  Office  and  Clubs  in  local  chapters  of  both  NMSDC  and  W 

contributes  to  the  growth  of  our  game  and  communities.  Our  "These  partnerships  provide  MLB  with  access  to  natioi 


franchises  support  the  commissioner's 


local  minority-  and  women-owned  bi 


Baseball  Commissioner  Allan  H.  "Bud"  Selig 
initiative  and  look  forward  to  other     (right)  discusses  the  League's  DBP  Program  with     information,   as   well   as   compreh 

major  league  sports  expanding  their     Chicago  White  Sox  Chairman  Jerry  Reinsdorf  and    resources,  which  include  seminars,  1 

,         ,  ,,  „  MLB's  Wendy  Lewis. 

supplier  diversity  efforts,    says  Jerry       ^^^^^.v^^^M^^^^-i^^^^fc.        and  technical  assistance  that  suppl 


Reinsdorf,  chairman  of  the  Chicago 
White  Sox  and  co-chair  of  the  Equal 
Opportunity  Committee  for  Major 
League  Baseball. 

MLB  evaluates  vendor  relationships 
based  on  an  individual  vendor's  ability 
to  satisfy  various  objectives,  including 


Major  League  Baseball's  diverse 
procurement  efforts,"  says  Lewis. 
For  more  information  about  MLB's 
Business  Partners  Program,  visit  the  L 
official  Web  site  (www.MLB.com) 
the  Diverse  Business  Partnership  I 
212-931-7554. 
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Our  Game  is  serious 
about  Your  Business 


You  feel  it  in  the  air  wlien  you  enter 
the  ballpark  -  the  driving  energy 


and  the  search  for  excellence  that 


is  Major  League  Baseball®. 


Our    Diverse    Business    Partners 


program    sets   the   standard   for 


iiir44*i*jit4iii*iiMn 


Major  League  Baseball  has  tracked 
millions    of    dollars    spent    with 


minority-owned      and      women- 


owned  businesses.  From  the  first 


brick  to  the  last  bite  of  a  hot  dog, 
we   look   for   quality,    price   and 


service  in  our  vendor  relationships. 


If  you   are  a  minority-owned   or 


women-owned      business     with 


big  league  dreams,  we  invite  you  to 
step  up  to  the  plate.  There's  always 


room  on  our  team  for  more  talent. 


Log  on  to  MLB.com 

or  call  (212)  931-7554  to  join  the 


team  that  creates  the  experience. 


2002  Ma^or  League  Baseball  Propenies,  Inc.  Maior  League  Baseball  trademarks  are  pfopnetary  to  Maior  League  Baseball  entities. 


Diverse  Business  Partners 


WIRELESS  E-MAIL 

BUILT  AROUND 

YOUR  BUSINESS. 


•••                 —             tmt 
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HOWEVER  BIG  - 


Nm 


OR  SMALL  -C 


*Wm       T  t         ■   RK   ""    ""'   »l 


XPRESS  MAIL^""  FROM  CINGULAR. 

Whatever  the  size  of  your  company,  Cingular  Wireless 
offers  a  robust  portfolio  of  Xpress  Mail  solutions  that 
offer  on-the-go  access  to  your  vital  corporate  informa- 
tion. The  best  part  of  our  solutions?  Each  one  is  simple 
to  use  and  easy  to  manage. 

Our  new  Xpress  Mail  GoodLink  Edition  provides  a  syn- 
chronized wireless  connection  with  Microsoft  Exchange 
Server?  so  you're  always  up  to  speed  with  the  ability  to 
read  and  view  attachments  on  the  go.  Additionally, 
with  our  "touch-it-once"  simplicity,  any  updates  on 
youi  wireless  handheld  are  mirrored  on  the  desktop. 


• 


Xpress  Mail  Network  Edition  is  also  easily  deployable, 
eliminating  the  need  for  software  or  hardware  installation 
while  maintaining  control  and  security.  The  solution 
works  over  a  wide  array  of  phones  and  devices  so 
you're  connected  to  your  corporate  e-mail  in  real-time. 

Cingular  provides  wireless  voice,  data,  e-mail  and 
interactive  services  to  almost  half  the  Fortune  1000. 
With  nearly  10  million  e-mails  securely  sent  over  the 
Cingular  network  each  day,  you  can  trust  Cingular  to 
handle  your  business  needs.  Call  1-877-330-7577  or 
visit  cingular.com/business. 


I  i  y  i 


I 


Xcinqular; 


WIRELESS 


1-877-330-7577      www.cingular  co.i^/business 


What  do  you  have  to  say? 


\ 


faying  more 
impanies  buy 
5  branding  ideas: 
Iter  Amell. 


[mage  Impresario 


A  Madison  Avenue  misfit  suddenly  finds  a  choir  for  the  comprehensive  marketing  tenets 
he  has  long  preached.  Got  ATM  slips?  Brand  those  babies,  by  allison  pass 


WHEN  PETER  ARNELL  MET  KMART  CHIEF  EXECUTIVE 
James  Adamson  by  chance  last  March,  the  irre- 
pressible brand  man  couldn't  keep  from  making  an 
impromptu  pitch  for  his  marketing" advisory  firm 
in  Manhattan.  But  he  wasn't  trying  to  win  an  ad- 
rtising  account.  Kmart  should  overhaul  its  dowdy  1,800  stores, 
insisted,  blurting  out  ideas  for  improvements  as  if  he'd  been 
Jiking  of  them  for  some  time.  Stores  should  be  fresher,  cleaner. 


' 


brighter,  ArneU  breathlessly  enthused,  waving  his  arms  and  drop- 
ping to  his  knees.  Adamson  was  amused — and  sold.  Didn't  mat- 
ter that  the  troubled  retailer  was  reorganizing  under  Chapter  1 1 
bankruptcy.  "I  met  my  home  run,"  he  says.  "I  knew  we  had  to  ne- 
gotiate a  contract." 

Nice  score  for  Kmart.  Sales  jumped  more  than  10%  in  Octo- 
ber in  the  first  of  five  Kmart  stores,  in  Illinois  and  Michigan,  that 
are  being  redone  to  specifications  by  ArneU  Group.  They  feature 
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MARKETING 


playful  directional  aisle  icons;  shopping 
carts  modeled  after  race  cars;  boulevard- 
wide  aisles;  and  a  lime-green  logo  that's 
supposed  to  symbolize  growth,  which 
Kmart  desperately  needs. 

Business  is  booming  for  Arnell.  The 
Madison  Avenue  fixture  has  been  a  fringe 
player  for  22  years.  But  now  he  is  suddenly 
attracting  a  slew  of  mainstream  marketers. 
In  the  past  18  months  ArneU  has  picked  up 
eight  big  clients,  doubling  his  company's 
revenue  this  year  to  $50  million.  Pretty  im- 
pressive in  a  marketing  drought  that  has 
devastated  other  ad  shops. 

ArneO's  newfound  popularity  reflects 
marketers'  determination  to  find  ways 
other  than  traditional  advertising  to  con- 
nect with  consumers.  Marketers  are  asking 
Arnell  Group  to  provide  a  range  of  brand- 
building  services,  from  product  design  to 
songwriting.  At  the  moment  Arnell  is  cre- 
ating a  new  candy  for  Masterfoods  USA.  a 
division  of  Mars.  For  Gateway  he  is  con- 
juring a  "personality" — and  look — for  a 
new  line  of  computers.  And  he's  helping 
Bank  of  America  figure  out  how  to  extend 
its  brand  to  ATM  slips  and  teOer  windows. 
"He  tries  to  come  up  with  new  ways  to 
connect  with  consumers,"  says  Sergio 
Zyman,  consultant  and  author  of  The  End 
of  Advertising  as  We  Know  It. 

The  new  business  is  also  a  result  of  the 
June  2001  acquisition  of  his  company  by 
Omnicom  Group  for  an  undisclosed  sum. 
The  deal  gave  Arnell  the  legitimacy  and  the 
access  to  big  companies  that  he  has  craved. 

Arnell  started  pitching  brand  work  be- 
yond advertising  more  than  a  decade  ago, 
when  he  made  the  unusual  move  of  hiring 
architects  and  product  designers  to  work 
alongside  the  copywriters  in  his  little  ad 
agency.  Then-client  designer  Donna  Karan 
asked  Arnell  to  design  her  boutiques  in 
1987,  but  most  other  marketers  only 
tapped  Arnell  for  the  oldest  form  of  adver- 
tising: black-and-white  print  ads. 

Even  with  the  new  product  and  retail 
design  assignments  he  has  picked  up  in  the 
past  18  months,  reducing  advertising  to 
just  20%  of  his  current  work,  Arnell  re- 
mains best  known  for  his  stylisii  print  ads. 
Those  for  Rockport,  lor  instance,  feature 
photographs  of  bare  feet,  but  no  shoes.  In 
his  work  for  Samsung,  buff  models  cm- 
brace  microwave  ovens  and  TV  sets.  Arnell 
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Retail  renaissance:  Kmart  tapped  Arnell  Group  to  help  it 
create  a  snappy  new  logo  and  a  snazzy  look  for  its  stores. 


endless  phone  calls — Marti 
Stewart's  number  is  one 
more  than  30  displayed  on 
office  speed  dial — and  inte 
ruptions  by  staffers,  includii 
the  "kleptomaniac."  The  er 
ployees  kowtow  and  see 
nervous.  Six  years  ago  four  i 
sistants  actually  sued  Arne 
alleging  harassment.  They  s« 
tied  out  of  court.  "When  y« 
see  him — his  behavior — f- 
the  first  time,  you  wonder  i 
relationship  is  going  to  las 
admits  Reebok  marketi 
chief  Muktesh  Pant. 

Sometimes  it  doesr 
While  Arnell  maintain 
years-long  alliances  with  s( 
eral  clients,  including  Don 
Karan  and  Samsung,  other  i 
lationships  were  more  fleeti 
Progressive  Insurance  and '. 
prit  didn't  keep  their  ad  ; 


was  behind  the  memorable  DKNY  ad  in  the 
early  1990s  that  featured  a  shot  of  the  Man- 
hattan skyline  inside  the  letters  of  the  logo. 
The  Samsung  and  DKNY  work  are  well- 
known  to  Manhattanites  because  Arnell 
put  gigantic  versions  on  the  sides  of  build- 
ings. (His  ads  for  RBK,  Reebok's  urban 
brand,  will  soon  be  wrapped  around  water 
towers  atop  buildings  in  Manhattan,  an  ad- 
vertising first.)  Arnell  shoots  the  pictures 
for  many  of  his  agency's  campaigns  and 
signs  the  ads.  When  there  are  commercials, 
he  often  directs  them.  These  are  unusual 
practices,  especially  for  a  guy  who  wants  to 
be  known  for  more  than  advertising. 

But  it's  also  proof  of  his  infamous  ego 
and  controlling  personality — traits  that  for 
many  years  made  it  difficult  for  Arnell  to 
land  mainstream  clients.  Until  recently 
most  of  his  work  was  for  fashion  mar- 
keters, folks  accustomed  to  overbearing 
creative  types. 

His  newfoimd  popularity  isn't  evidence 
that  he's  softening.  What  starts  out  as  a 
straightforward  chat  in  his  Soho  office 
turns  into  an  hours-long  discourse  that's 
part  lecture  (on  architecture),  part  show- 
and-tell  (his  photography),  part  confes- 
sional (he's  trying  to  lose  100  pounds)  and 
part  theater  (one  employee  poses  as  a  klep- 
tomaniac). Encounters  are  punctuated  by 


counts  with  Arnell  Group  for  very  long 
deal  with  Interpublic  Group  unit  Di  t 
Worldwide,  which  briefly  owned  55%  f 
Arnell  Group,  fizzled  after  14  months.  C  ; 
reason,  say  those  in  the  know,  was  the  cli  t 
churn  at  Arnell's  shop.  "You  either  I  i 
Peter  or  you  hate  him,"  says  Mitchell  K  - 
ner,  who  heads  Idea  Bridge,  an  entertJ  - 
ment  marketing  outfit  in  Santa  Monic; 

Arnell  prefers  to  say  that  he's  soi  - 
times  "misunderstood."  But  enamo  J 
marketers  suggest  Arnell's  pushines  s 
often  put  to  good  use.  When  execs  at  e 
Chrysler  unit  of  DaimlerChrysler  deci  d 
last  year  that  they  wanted  tunes  from  r  k 
band  Aerosmith  in  their  Dodge  Ram  c(  i- 
mercials,  they  were  told  by  one  ad  agt  y 
that  the  band  wouldn't  sell  rights  t(  :s 
music.  Hearing  that,  Arnell  picked  up  te 
phone,  punched  one  of  the  buttons  or  is 
speed  dial  and  reached  Thomas  Mot  a, 
the  head  of  Sony  Music.  From  him  A  -il 
learned  that  Aerosmith  needed  a  title  s{  v 
sor  for  an  upcoming  concert  tour.  In  s  rt 
order  Aerosmith  had  a  sponsor,  id 
Chrysler,  its  music. 

"In  the  old  days  people  always  ace  ,;d 
us  of  being  jacks  of  all  trades,  maste  of 
none,"  says  Arnell.  "What  everyone  m  ed 
is  that's  how  we  became  masters  c  lU 
trades."  -f 


iL 


T.     ROWE     PRICE 


Risk  Management. 

Just  one  of  the  reasons  we  have 
so  many  4-  and  5-star  funds. 


I  AtT.  Rowe  Price,  we  do  everything  possible  to  make  our  investors  feel 
more  confident.  With  one  of  the  largest  in-house  research  departments 

I  in  the  industry,  we  actively  manage  our  funds,  constantly  looking  for 
long-term  opportunities  while  avoiding  any  unnecessary  risks  that 
might  surface. 

The  results  of  intelligently  balancing  risk  and  reward  speak  volumes. 
Morningstar  gives  its  best  ratings  to  the  top  33%  of  all  funds  (10%  get 
five  stars,  and  22.5%  get  four  stars).  By  comparison,  63%  (43  out  of  68) 
of  our  rated  funds  received  an  overall  star  rating  of  four  or  five  stars,  far 
ahead  of  the  industry  average. 

Results  will  vary  for  other  periods,  and  all  funds  are  subject  to  market 
risk.  While  past  performance  cannot  guarantee  future  results,  investing 
withT.  Rowe  Price  is  one  way  to  feel  more  confideni  about  your  assets. 
Open  an  account  online  or  call  us  today. 


TR0WEPRICE.COM/MUTUALFUNDS 


43  of  our  68  rated  funds  received 
an  Overall  Morningstar  Rating™ 
of  four  or  five  stars  as  of 
9/30/02. These  include:"^ 

Capital  Appreciation^  ir-kif-k-k 
Growth  Stock^  ••••• 
Equity  income^  ••••• 
Mid-Cap  Value^  -k-kie-k 
Spectrum  Income  ie-k-kie 
GNMA  •••• 


These  funds  were  rated  among  the 
following  categories  for  the  overall  rating 
and  the  3-,  5-,  and  (if  applicable)  10-year 
periods:  Capital  Appreciation  Fund,  680, 
680,  517,  and  127  domestic  hybrid  funds; 
Growth  Stock  Fund,  758,  758,  495,  and  156 
large  growth  funds;  Equity  Income  Fund, 
631,  631,  462,  and  156  large  value  funds; 
Mid-Cap  Value  Fund,  188, 188,  and  128 
mid-cap  value  funds;  Spectrum  Income 
Fund,  158,  158,  111,  and  27  multisector 
bond  funds;  GNMA  Fund,  282,  282,  247, 
and  101  intermediate  government  funds. 


TRoweR-ice 


® 


INVEST    WITH    CONFIDENCE 


For  mote  inlorrtiJlion,  includin;  lees,  expenses,  and  risks,  request  a  iund  profile  or  prospectus:  read  It  carefully  before  Investing.  For  updated  perfornrairce  information,  please  visit  our  Web  site 
or  contact  a  T.  Rowe  Price  representative.  'For  funds  with  at  least  a  3-vear  history,  a  (<lorningstar  Rating'"  is  based  on  a  risk -adjusted  return  measure  (including  the  effects  of  sales  charges,  loads, 
and  redemption  fees)  with  emphasis  on  downward  variations  and  consistent  performance.  Fhe  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  4  stars,  the  next  35%  3  stars,  the 
next  22.5%  2  stars,  and  the  bottom  tO%  1  star.  Fach  share  class  is  counted  as  a  fraction  o(  one  fund  within  this  scale  and  rated  separately.  The  Overall  f^orningstar  Rating'"  is  derived  from  a 
weighted  average  of  the  performance  figures  associated  with  a  fund's  3-,  5-,  and  10-year  (if  applicable)  l*1orningstar  Rating'"  metrics.  l*lorningstar  Rating'"  is  for  the  retail  share  class  only;  other 

•.  classes  may  have  different  performance  characteristics.  Capital  Appreciation  received  5  stars  for  the  3-,  5-,  and  f  0-year  periods.  Growth  Stock  received  5, 4,  and  5  stars  for  the  3-,  5-,  and 
10-year  periods,  respectively.  Fquity  Income  received  4, 5,  and  5  stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  Mid-Cap  Value  received  4  stars  for  the  3-  and  5-year  periods.  Spectrum 
Income  and  GNMA  received  4  stars  for  the  3-,  5-,  and  10-year  periods. 

"4  ■^■0.19%,  8.05%,  and  1 1.40%  are  the  Capital  Appreciation  Fund's,  -18.63%,  0.61%,  and  9.]9%  are  the  Growth  Stock  Fund's,  -14.16%,  1.57%,  and  10.30%  are  the  Equity  Income  Fund's,  and 
-0.09%,  5.20%,  and  10.38%  are  the  Mid-Cap  Value  Fund's  average  annual  total  returns  for  the  1-,  5-,  and  1 0-year  (Mid-Cap  Value  since  inception  6/28/96)  periods  ended  9/30/02,  respectively. 
These  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  at  original  purchase. 
I.  liflwe  Price  Investment  Services,  Inc.,  Distributor.  STAR065600 


ENTREPRENEURS 


THE  NEXT 
PICTURE  SHOW 

LARRY  MEISTRICH'S  last  movie  project  was  an  expensive  flop. 

His  latest  enterprise,  he  claims,  is  a  result  of  hard  lessons  learned. 


BY  PETER  KAFKA 

LARRY  S.  MEISTRICH  HAS  A  NIFTY  IDEA 
for  a  business:  He  wants  to  buy  the 
rights  to  highbrow  films  that  don't 
make  it  to  national  theater  chains  and 
sell  them  directly  to  consumers  via  a 
DVD-of-the-Month  club.  The  business  is  easy 
to  understand  and  doesn't  require  much  capi- 
tal. It  could  even  turn  a  profit.  In  short,  it's 
nothing  like  his  last  company. 

Good  thing.  Meistrich's  previous  venture, 
Shooting  Gallery,  was  an  independent  film  shop 
turned  Internet  "content  provider"  that  failed 
spectacularly  in  the  spring  of  2001.  Investors 
lost  tens  of  millions;  some  sued  Shooting 
Gallery,  charging  fraud.  Meistrich,  35,  filed  for 
Chapter  7  last  year. 

Meistrich  says  he's  learned  an  expensive  les- 
son. With  his  new  Fairlawn,  N.l.  company,  Film 
Movement,  he'll  stay  focused  on  one  idea,  con- 
trol costs,  move  slowly.  But  chastened?  Hardly. 
"I'm  upset  people  lost  money,"  he  says.  "[But] 
I  haven't  found  a  lot  of  people  badmouthing 
me.  It  really  hasn't  affected  me  that  negatively." 
Shooting  Gallery  started  out  in  1990  with 
modest  ambitions.  The  plan:  Raise  money, 
make  small  art -house  movies  on  the  cheap,  then 
sell  distribution  rights  to  a  larger  studio.  His  first 
production  cost  $40,000.  Four  years  passed  be- 
fore he  scored  big  with  Sling  Blade,  made  for  $  1 
million  and  starring  Billy  Bob  Thornton.  He 
sold  the  picture,  which  went  on  to  wui  an  C~)scar, 
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to  Miramax  Films  for  $10  million. 

That  success  made  Meistrich  a  very  visible 
face  in  New  York's  film  scene.  He  relished  his 
role,  boasting  of  the  company's  swelling  ambi- 
tions, which  eventually  expanded  to  include 
making  commercials  and  music  videos  and  leas- 
ing production  facilities  to  other  filmmakers.  By 

1998  he  was  touting  plans  to  build  a  $100  mil- 
lion film  studio  in  dilapidated  Harrison,  N.J. 

Hollywood-near-the-Hudson  never  mate- 
rialized, but  Meistrich's  plans  kept  growing. 
Shooting  Gallery  belatedly  chased  the  Internet 
bubble,  positioning  itself  as  a  "rich  media"  out- 
fit and  spending  accordingly.  General  and  ad- 
ministrative costs  jumped  from  $5.2  million  in 

1999  to  $21.1  million  the  following  year;  salaries 
climbed  from  $2.4  million  to  $12  million.  As 
revenue  increased  from  $21.2  million  to  $27.9 
million,  losses  jumped  from  $23.3  million  to 
$42  million. 

None  of  this  deterred  Toronto-based  Ite- 
mus — a  former  mining  operation  reborn  as  a 
penny-stock  Web  incubator — from  agreeing  to 
buy  80%  of  Shooting  Gallery.  It  advanced  $14.9 
million  while  the  deal  was  closing.  By  the  time 
it  did,  in  May  2001,  Itemus  had  acquired  the 
company  for  71  million  shares  then  valued  at 
$32.3  million. 

Soon  enough  Itemus  announced  that  fi- 
nances at  Shooting  GaUery  had  "deteriorated 
substantially."  Shooting  Gallery  closed  its  doors 
at  the  end  of  June.  Itemus  filed  for  bankruptcy 
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lonth  later,  blaming  Shooting  Gallery's 
)ttomless  problems"  for  its  demise  and 
eatening  legal  action.  Meistrich  concedes 
Dverexpanded  but  says  Itemus  presented 
If  as  "a  company  we  thought  was  a  lot 
)nger  than  they  were."  He  denies  that 
joting  Gallery  caused  the  calamity, 
ling,  "The  day  that  Itemus  shut  us  down 
didn't  need  to  be  shut  down." 
Still,  weeks  after  Shooting  Gallery  shut 
vn,  former  board  member  Peter  J.  Da- 
zo,  a  senior  managing  director  at  Cantor 
:gerald,  sued  the  company  and  its  for- 
r  president,  Stephen  Carlis,  claiming  Da- 
zo  and  others  were  owed  money  from 
ividual  films  they'd  invested  in.  They  ac- 
ed  Carlis  of  diverting  revenues  generated 
films  into  the  company's  other  opera- 
is  instead  of  to  backers.  While  the  suit 

Jnfortunately,  he  helped 
jerpetuate  STEREOTYPES 
)F  INDEPENDENTS 

ly-by-night  operations." 

n't  name  Meistrich,  it  says  he  "knew  or 
uld  have  known  of  Carlis'  acts,"  and  pre- 
ted  them. 

Carlis,  who  left  the  company  in  De- 
ber  2000,  settled  out  of  court  this 
ng.  Meistrich,  he  now  says,  is  "obvi- 
ly  not  someone  I'm  on  good  terms 
."  Says  Meistrich:  "I  was  the  creative 
he  was  the  money  guy." 
Shooting  Gallery's  implosion  left  plenty 
ggrieved  creditors.  Among  them:  Don- 
C.  Carter,  who  made  a  fortune  as  a 
xy  solicitor  in  the  1980s,  and  a  fund 
ired  by  buyout  king  Henry  Kravis. 
ich  bank  Natexis  Banques  Populaires 
a  complaint  against  Shooting  Gallery 
ing  repayment  of  a  $9.8  million  loan.  A 
rt-appointed  receiver  rusded  up  $1.2 
ion  fi-om  the  wreckage,  primarily  from 
nues  of  Shooting  Gallery's  library  of 
e  45  films.  At  some  point,  the  library 
be  sold  outright.  Meistrich  himself  filed 
bankruptcy  last  December,  listing  as- 
of  $47,000  and  liabilities  of  $2.5  mil- 
.  Creditors  are  still  hoping  to  recover 
e  of  their  flmds. 
3ut  by  then  he  was  also  planning  his 


comeback.  Film  Movement,  he  says,  will 
focus  solely  on  distribution.  The  plan  is  to 
pick  up  the  North  American  rights  to  small 
movies  that  win  accolades  at  film  festi- 
vals— movies  like  El  Bola,  a  Spanish  film 
about  child  abuse  that  racked  up  awards  in 
that  country's  equivalent  of  the  Oscars — 
but  that  get  passed  over  by  large  distribu- 
tors. Subscribers  get  one  feature  film  per 
month,  which  they  keep,  just  like  a  book- 
of-the-month-club.  He  has  already  bought 
eight  films  and  is  starting  to  sell  them  via 
subscription,  on  DVD,  for  $20  a  month,  or 
$189  a  year.  (Services  like  Netfltx  and  Wal- 
Mart.com  rent  mainstream  titles.) 

Can  it  work?  Meistrich  will  cap  acqui- 
sition costs  per  film  at  10%  of  his  monthly 
subscription  revenue  at  the  time  he  first  re- 
leases the  film,  plus  10%  of  any  other  rev- 
enues a  film  generates.  If, 
for  example,  he  has  10,000 
subscribers,  he'll  pay  a 
filmmaker  around  $20,000 
I       .  upfront,  plus  a  cut  of 

U  6 1  n  ^  whatever  the  movie  racks 

up  in  a  few  theaters.  If  the 
film  becomes  a  hit  down 
the  line,  the  filmmaker  will 
get  another  $2  to  $3  for  each  video  sold. 

Meistrich's  biggest  cost  will  be  market- 
ing, which  he  figures  will  run  an  average  of 
$300,000  per  film  in  the  first  year.  He  hopes 
to  be  able  to  defray  some  of  those  costs  by 
convincing  consumer  marketers  to  help 
pitch  in  on  his  campaigns. 

He  is  telling  investors  he  can  get  to 
50,000  subscribers  by  the  end  of  next  year. 
(Since  September  he's  signed  up  2,400  of 
them.)  On  that  basis,  he  insists,  he  can  pull 
in  a  gross  margin  (revenue  minus  costs  of 
goods  and  royalties)  of  73%.  He  says  half  of 
his  backers,  who  kicked  "less  than  $10  mil- 
lion" into  the  new  company,  invested  with 
him  before. 

Some  former  associates  have  stayed 
away.  "I  think  Larry's  a  good  guy,"  says 
Michael  Hogan,  chief  operating  officer  at 
Hart  Sharp  Entertainment,  which  copro- 
duced  You  Can  Count  on  Me  with  Shoot- 
ing Gallery;  he  claims  investors  are  still 
owed  money  for  the  film,  which  earned 
two  Academy  Award  nominations.  "Un- 
fortunately, he  helped  perpetuate  stereo- 
types of  independent  film  producers  being 
fly-by-night  operations."  F 
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THE  DIVERSITY  GAME 

Each  year  the  government  sends  billions  of  dollars  of  aid 
to  "disadvantaged"  businesses.  Who  pockets  the  loot? 


and  contained  "numerous  errors."  Still,  the 
government  has  handed  out  about  $25 
million  in  total  orders  to  the  venture. 

Whitmore  still  answers  the  phone  at  her 
office  in  Beltsville,  Md.  But  it  turns  out  that 
she  has  been  working  all  along  as  an  inde- 
pendent beauty  consultant  with  the  cos- 
metics chain  Mary  Kay,  seen  selling  lipstick 
in  an  Ai^lington,  Va.  hotel  lobby.  (A  Mary 
Kay  spokeswoman  confirms  that  Whitmore 
has  been  with  the  company  since  1993,  and 
is  in  "active  status";  she  placed  her  last  mer- 
chandise order  on  Oct.  31.)  Can  she  per- 
form two  jobs  at  once?  "I'm  not  interested 
in  talking  to  you,"  Whitmore  says  through 
her  assistant.  (Her  lawyer,  Antonio  Franco, 
first  denied  that  she  worked  for  Mary  Kay, 
but  later  said  he  thought  she  had  been  in 
their  employ  since  1970.) 


Payroll  documents  suggest  she  has  bee 
busy  at  TeamQualtec — stacking  the  con 
,pany  with  her  relatives,  at  least.  When  o 
ders  slowed  down  in  March,  TeamQualti 
laid  off  90  workers  who  had  been  loadir 
technical  data  into  computers.  Among  tl 
survivors:  Whitmore's  two  sisters,  mothi 
and  two  other  relatives  still  answer  phom 
and  staff  her  small  office.  This  spring  si: 
hired  her  husband,  Stanley,  and  anothi 
relative  to  input  data  for  $34,000  a  year.  • 

Some  of  Whitmore's  partners  hai 
made  out  well.  In  September  CCI  foundl 
Paul  Chase,  a  strapping  6-footer  with  lim 
brown  hair  and  blue  eyes,  sold  his  conj 
pany  to  Stanley  Associates,  a  large  fedei^ 
contractor  with  $110  million  in  annual  ra 
enues,  for  an  undisclosed  amount.  (Our  el 
timate:  $30  million.)  The  sale  gives  Stanlij 
access  to  the  huge  Navair  job  it  would  ot 
erwise  not  have  had — but  violates  tl 
terms  of  the  government  deal,  which  sti 
ulates  that  without  a  waiver  any  "transfer 
ownership  shall  result  in  termination  oft 
contract." 

So  far,  it  hasn't.  Attorney  Franco  insi 


BYTOMAS  KELLNER 

TEAMQUALTEC  IS  ONE  REASON  THE 
Small  Business  Administration  has 
such  a  bad  rap.  A  year  ago  FORBES  re- 
ported on  how  a  former  Pentagon  secre- 
tary, Jewell  Maria  Whitmore,  led  a  group 
that  secured  a  ten-year,  $698  million  Navy 
contract  (Nov.  12,  2001).  Whitmore,  who 
is  African-American,  qualified  for  an  SBA 
program  known  as  Section  8(a).  Created 
by  President  Nixon  to  foster  black  capital- 
ism, the  program  sets  aside  as  much  as  $6 
bOlion  a  year  of  government  contracts  for 
small  companies  owned  by  people  in  such 
historically  disadvantaged  categories  as  mi- 
norities and  women.  But  Whitmore  had 
powerfirl  partners  who  were  far  from  dis- 
advantaged: defense  contractor  Lockheed 
Martin,  software  giant  Intergraph  and  a 
consultancy  called  CCI,  which  qualified  be- 
cause its  founder  was  born  and  raised  in 
Chile  (he  got  his  B.A.  and  M.A.  in  political 
science  from  U.S.  institutions). 

We  surmised  a  year  ago  that  Whitmore 
was  just  a  front  for  the  largest  contract  ever 
awarded  under  the  8(a)  program,  a  way  for 
not-so-disadvantaged  partners  to  dine  at 
the  federal  trough.  She  had  little  training 
for  the  work — a  massive  effort  to  create  a 
computerized  catalog  of  fighter  jet  parts 
and  blueprints  for  the  Naval  Air  Systems 
Command  (Navair)— and,  by  her  own  ad- 
mission, had  no  idea  of  who  was  working 
on  the  contract  or  how  much  had  been 
done.  Whitmore  did,  however,  have  an  in 
with  a  former  procurements  guy  at  the 
Pentagon:  Lawrence  (Buz/J  Milan,  Navair's 
onetime  deputy  assistant  commander  for 
logistics,  for  whom  she  once  worked. 

How  have  things  worked  out?  Accord- 
ing to  a  former  core  employee,  Wiiitmore 
has  never  satisfied  the  government's  re- 
quirement that  at  least  50%  of  the  work  be 
done  by  minority  partners.  A  N<ivair  con- 
tracting officer  complained  that  work  by  a 
large  subcontractor  has  been  "uiisatisfac- 
toiy,"  noting  tliat  "qualified  personnel  were 


not  provided, "  and  that  deliveries  were  late      Working  the  system:  J.  Maria  Whitmore  has  stacked  her  company,  TeamQualtec,  with  relativ 
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Complement 
your  servers 

for  a  change. 


If  you're  buying  more  servers  to  get 
more  from  your  web  infrastructure, 
you're  wasting  money.  The  iacl  is  more 
than  hall  ol  iht'  transactions  generated 
by  web  applications  are  reruns  of 
requests  that  vour  servers  have  answered 
before.  This  means  that  your  servers 
are  wasting  precious  capacity  doing 
a  lot  of  unnecessary  work. 

epicRealm's  cXT  technology  helps 
you  stop  wasting  your  server's  time. 
And  mot  e  importantly,  it  helps 
your  servers  stop  wasting  your 
customer's  time.  The  bottom  line? 
Your  infrastructure  with  epicRealm 
will  deliver  up  to  ten  times  more 
throughput  at  20%  the  cost.  You'll 
do  more  computing  for  less  money. 

So,  the  next  time  you  feel  like  cursing 
your  overworked  servers,  complement 
them  instead.  With  eXT  technology. 

www.epicrealm.com 
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that  Chase  is  still  in  charge  of  the  company. 
Confronted  with  the  fact  that  Stanley  char- 
acterizes CCI  as  a  "wholly  owned  sub- 
sidiary" in  a  press  release  announcing  the 
sale,  Franco  snaps,  "What  Paul  Chase  did 
with  his  company  is  nobody's  business." 

It  is  surely  the  SBA's  business.  The 
agency  says  it  found  out  about  the  sale 
from  the  Navy  and  is  now  "inquiring,"  re- 
ports a  spokesman.  Meantime,  CCI  contin- 
ues to  receive  business  from  the  Navy. 

Tough  keeping  track  of  all  the  twists 
and  turns.  Buzz  Milan,  Whitman's  onetime 
colleague  at  Navair  who  was  involved  in 
awarding  the  contract,  retired  from  Navair 
in  March  2002,  then  joined  Coalition  So- 
lutions Integrated,  a  military  consultancy. 
CSI,  according  to  what  Whitmore  told  one 
high-level  TeamQualtec  worker,  receives 
several  thousand  dollars  a  month  in  con- 
sulting fees  from  TeamQualtec. 

Milan  has  recruited  friends.  Last  spring 
a  pal  from  Navafr,  Lawrence  (Rocky)  Row- 
land, became  TeamQualtec's  program 
manager.  According  to  a  former  Team-  ■ 
Qualtec  employee,  Milan  also  lobbied  for  i 
work  on  behalf  of  Urban  Planning  &  In-  •  [jp 
novations  of  Kenner,  La.,  arguing  die  com-  ■ 
pany  had  a  unique  data-mining  software.    '  |(;g 

Turns  out  that  UPI  didn't  even  have  an  .1 
"adequate"  accounting  system.  So  says  av  K 
Navair  contracting  officer  in  a  Mar.  28,1 
2002  letter,  which  asserts  that  "UPI  is  no  li  SS( 
longer  approved  or  eligible  for  subcon- 
tracting." But  not  before  UPl's  father-and-    '^^ 
son  team,  Nicholas  and  Keith  Baroni,  pock- 
eted $800,000  in  government  funds. 

Astonishingly,  UPI  is  still  getting  a  pie 
of  the  action,  if  indirectly.  Seven  Tea: 
Qualtec  employees  work  at  UPl's  office 
Kenner,  payroll  documents  show.  And  in 
lune,  three  months  after  Navair  supposedly 
shut  out  UPI  for  "unsatisfactory"  perfor- 
mance. Senator  Mary  L.  Landrieu  (D-La.) 
put  out  a  press  release  boasting  that  she  had 
secured  a  $13.3  million  chunk  of  Navi 
project  for  the  company.  Perhaps  it's  pa] 
back  time:  The  Baronis,  along  with  Whij 
more  and  her  consultant  John  Sylvest 
have  given  a  total  $11, 000  in  hard  and  s 
money  to  Landrieu's  reelection  efforts, 
ports  Opensecrets.org.,  a  governme 
watchdog  that  tracks  political  donations. 

The  Bush  Administration  has  no  plafll 
to  reform  8(a).  The  farce  continues.       F 
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ice  September  1 1 ,  2001 ,  new  capital  has  been  comnnitted  to  the  global  insur- 
ce  connmunity  that  exceeds  the  estinnated  $24  billion  after-tax  cost  of  that 
palling  day.  Bernnuda's  insurance  sector  will  foot  about  $5  billion  of  those 
5ses  —  but  ainnost  $20  billion  of  the  new  capital  has  been  invested  in  Bermuda. 


ie  money  was  mostly  raised  before 
Christmas,  representing  perhaps 
largest  movement  of  capital  in  the 
ory  of  the  human  race.  It  was  cer- 
ly  one  of  the  quickest.  The  Marshall 
raised  $13  billion  to  rebuild  Europe 
r  a  four-year  period  starting  in  1948. 
moon  landing  announced  at  the 
t  of  the  1960s  by  John  F.  Kennedy 
t  $20  billion,  spread  over  nine  years. 
3tion-adjusted,  both  projects  exceed- 
last  year's  capital  commitment  to 
muda,  but  neither  drew  down  the 
ley  as  quickly  or  as  efficiently. 
ome  $275,000  was  raised  for  each 
le  63,500  men,  women  and  children 
g  in  Bermuda,  but  it  passed  through 
siderably   fewer    pairs    of    hands. 


Existing  reinsurance  companies  and  1 1 
major  start-ups  split  the  new  money 
more  or  less  evenly.  By  June  30,  2002, 
the  number  of  Bermuda  companies 
writing  $1  billion  of  premiums  a  year 
almost  doubled  to  11 .  Three  years  ago, 
there  were  none. 

Such  rapid  growth  might  have 
swamped  a  less  well-prepared  small 
economy,  but  Bermuda's  insurance  mar- 
ket has  risen  inexorably,  averaging  13% 
annual  growth  in  total  assets  for  each  of 
the  past  18  years,  it  arrived  in  waves, 
like  the  waters  that  lap  this  island's 
shores,  but  reinsurance  now  accounts 
for  almost  half  of  Bermuda's  GDP. 

The  giant  numbers  hide  the  reality  of 
a  relatively  tiny  capital  city,  Hamilton, 


which  might  accurately  be  described  as 
an  insurance  laboratory.  Restaurants  are 
full  of  insurance  executives  in  Bermuda 
shorts,  ties  and  blazers  (year-round  busi- 
ness attire  for  men)  discussing  enor- 
mous transactions  or  planning  sailing 
weekends. 

Despite  what  sometimes  resembles 
a  friendly  takeover  of  an  island  commu- 
nity by  corporations  whose  basic  prod- 
uct IS  a  promise  to  pay  for  catastrophic 
and  other  losses,  Bermuda  remains  a 
vibrant  tourist  destination,  in  the  throes 
of  reinventing  its  product  for  the  aging 
rock  'n'  roll  generation.  Graced  by  some 
of  the  finest  pink  sand  beaches  in  the 
world,  Bermuda  is  returning  to  its 
tourism  roots,  offering  upscale  accom- 


Renee  Webb 
Minister 

I 

Ministry  of  Tourism, 
Telecommunications 
I  &  E-Commerce 
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Bermuda  was  among  the  first  to  take 
charge  of  its  cyberspace.  Identifying  an 
opportunity  to  set  global  standards,  the 
1999  Electronic  Transactions  Act  was 
the  first  such  legislation  anywhere  in 

;     the  world. 

!  The  Act  and  subsequent  standards 
spelled  out  government's  desire  to 
aggressively  promote  electronic  com- 
merce and  create  a  supportive  infra- 
structure, facilitating  offshore  e-business 
opportunities  in  a  tax-  and  technology- 
neutral  manner.  E-commerce  is  rapidly 
becoming  a  significant  force  in  the  econ- 
omy, diversifying  the  revenue  base. 

A  sophisticated  clientele  is  the 
target,  to  whom  security  of  data  and 

i  information  is  paramount.  The  events 
of  September  1 1 ,  2001 ,  underlined  the 
importance  of  adequate  business  con- 
tinuity plans,  ideally  including  offshore 

;     storage  of  key  data  and  software. 

Bermuda's  Ministry  of  Telecommu- 
nications &  E-Commerce  is  promoting 
business  and  government  to  grow 
online.  The  Ministry  recently  introduced 
an  E-govemment  Strategy  and  is  about 
to  publish  an  E-business  National  Plan 
to  ensure  the  continuing  development 
of  a  relevant  and  attractive  e-business 
infrastructure  in  Bermuda. 
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modations  and  a  chance  to  get  away,  if 
not  from  it  all,  from  most  of  it. 

Tuckerstown,  an  enclave  at  the 
island's  eastern  end,  has  homes  owned 
by  the  likes  of  Ross  Perot,  Italian 
Premier  Silvio  Berlusconi  and,  famously,. 
New  York  City  Mayor  Michael 
Bloomberg.  His  highly  publicized  get- 
away weekends  have  reinforced 
Bermuda's  image  as  the  playground  of 
the  lucky  few.  Tennis  ace  Pat  Rafter  and 
movie  star  Michael  Douglas  live  here; 
the  latter  owns  a  Hollywood-style 
eatery  on  land  his  forebears  have 
owned  for  the  better  part  of  500  years. 

The  Mouse  That  Roars 

Bermuda  occupies  22  square  miles  of 
volcanic  rock  in  the  western  half  of  the 
Atlantic  Ocean.  Demand  for  workers 
exceeds  supply:  A  workforce  of  37,000 
includes  about  8,000  foreigners  on  tem- 
porary work  permits.  Sixty  percent  of 
Bermudians  are  Black,  the  balance 
Whites  of  mostly  European  extraction. 
The  largest  remaining  British-dependent 
territory,  Bermuda's  traditions  are  sur- 
prisingly old.  Its  parliament,  for  exam- 
ple, has  sat  continuously  for  382  years. 
Economically,  Bermuda  punches  way 
beyond    its   weight.   The    International 


Monetan/  Fund  estimated  that  in  19S 
Bermuda  accounted  for  2.5%  of  irrves 
ment  flows  for  all  portfolio  assets.  I' 
share  can  only  have  grown  since  then 

Bermuda  insurance  and  reinsuranc 
company  assets  probably  exceed  $1/ 
billion.  Mutual  funds  managed  from  th 
island  have  assets  in  excess  of  $60  b 
lion.  The  island's  four  banks  have  asse 
of  about  $17  billion  but  hold  an  additioi 
$70  billion  under  global  custody  arrang 
ments.  Other  trust  assets  managed  fro 
Bermuda  are  not  publicly  valued,  but  tN 
probably  exceed  $200  billion.  A  bi 
here,  a  billion  there  —  pretty  soon  it  adti 
up  to  half  a  trillion  dollars. 

The  Bermuda  dollar  is  on  par  with  tl' 
U.S.  dollar,  and  both  currencies  fic 
interchangeably.  GDP  for  2001-02  w 
$3.5  billion.  The  government  raises  at 
spends  more  than  $600  million  annual: 
Bermuda  is  directly  plugged  in  to  glot 
conditions;  the  economy  is  curren 
flat.  The  effects  are  not  likely  to 
grave  since  international  business 
the  local  catchall  phrase  for  insuranc 
banking,  trust  and  corporate  services 
continues  to  grow  at  a  solid  cl' 
Difficult  conditions  elsewhere,  howt- 
er,  may  mean  a  further  shift  away  frc| 
the    hospitality-based    economy    tt 


CAPTIVE  COMPANY  DOMICILES 


Barbados 

4.9%  — 


Ireland 


Luxembourg 


Cayman  Islands 
12.2% 


Guernsey 

8.4%  - 


Vermont 

-  8.4% 


Souice:  ''•  M.  Best  Co.,  Ltd. 


Capacity  on  a  Global  Scale.  At  oh  Management  services  Ud, 
we  are  differentiating  ourselves  from  other  insurers  and  reinsurers  by  responding  directly 
to  the  Energy  Industry  needs  around  the  world.  Quickly.  Imaginatively.  Resourcefully. 
Like  its  companion  companies  Oil  Insurance  Limited  (OIL)  and  Oil  Casualty  Insurance  Ltd,. 
(OCIL),  sEnergy  offers  stable  and  long-term  insurance  solutions  for  its  members, 
specifically  catastrophe  Business  Interruption  and  Excess  Property  Damage  coverages. 
Our  experience  and  innovation  leads  the  way.  , 


sEnergy  Insurance  Ltd. 

30  Woodbourne  Ave.,  Pembroke,  PO.Box  HM  1751,  Hamilton  HM  GX,  Bermuda 
t  441  295-0905  f  441  295-0351   inquiry@sEnergy.bm    www.sEnergy.bm 


Richard  Calderon 
Chief  Executive  Officer 

Bermuda  International 
Business  Association 

The  Bermuda  International  Business 
Association  (BIBA)  comprises  about  100 
Bermuda-resident  service  providers: 
banks,  legal  and  accounting  firms,  finan- 
cial advisers  and  trust,  management  and 
e-commerce  facilitators. 

BIBA  bridges  the  private  sector  and 
the  Bermuda  government  to  develop 
and  promote  the  island  as  the  world's 
preeminent  business  and  financial  ser- 
vices jurisdiction. 

Members  include  some  of  the  world's 
most  respected  professional  services 
organizations.  Bermuda's  international 
business  sector  is  more  than  1 00  years 
old,  and  many  BIBA  members  are  third- 
or  fourth-generation  professionals. 

BIBA's  primary  goals  are  to: 

•  Achieve  sustainable  growth  in  for- 
eign currency  earnings,  new  busi- 
ness and  employment  opportunities 

•  Educate  the  local  and  international 
communities  on  the  advantages  of 
international  business  in  Bermuda. 
Bermuda  probably  has  the  highest 

percentage  of  service  professionals  of 
any  countn/  in  the  world.  BIBA  brings 
them  together  under  a  single  banner 
to  market  an  island  community  infor- 
mally known  as  Bermuda  Inc. 


BIBA 

BERMUDA    INTERNATIONAL 
BUSINESS    ASSOCIATION 
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once  supported  Bermuda's  vitality. 

Bermuda  does  not  levy  income,  cor- 
porate or  capital  gains  taxes,  although  it 
raises  duty  on  all  imported  goods  at 
rates  as  high  as  33%.  Inflation  for  the 
year  to  September  2002  was  2%.  Th.e 
borrowing  ceiling  of  the  Bermuda  gov- 
ernment has  only  recently  been  raised 
to  $250  million,  just  7%  of  GDP. 
Moody's  Investors  Service  rates 
Bermuda's  foreign  currency  debt  Aal, 
citing  favorable  macroeconomic  funda- 
mentals, high  per  capita  income  (the 
world's  fourth  highest),  prudent  fiscal 
management  and  low  debt  ratios.  You 
don't  know  the  meaning  of  the  term 
managed  growth  until  you  look  at  the 
way  Bermuda  has  turned  itself  from 
what  was  essentially  a  quaint  fishing  vil- 
lage  in    1950  to  the   world's   premier 


international   financial   services   cent 
with  minimal  difficulty. 

"Bermuda's  economic  success  mi 
,be  attributed  to  its  highly  skilled  a 
dedicated  workforce,"  explains  Prem 
Jennifer  Smith,  the  island's  first  elect 
female  leader.  "Over  the  years,  t 
Bermuda  government  has  achieved  tf 
delicate  balance  between  protecting  c 
limited  natural  resources  and  the  nee 
of  a  sophisticated  and  culturally  diver 
community.  Renowned  for  their  frienc 
ness,  Bermudians  have  developed 
unique  understanding  of  the  needs 
our  guests  that  encourages  them 
return  to  our  shores  year  after  year." 

Venture  Capital 

Some  time  between   1503  and  151 
Spanish  explorer  Juan  de  Bermudez  r 


A  BRIEF  HISTORY 


Bermuda's  first  Parliament  is  convened  and  its  first  constitution  formulate 


The  population  of  Bermuda  reaches  9,200. 


Bermuda's  first  newspaper  is  established. 


Slaver/  is  repealed  throughout  the  British  colonies. 


A  Bermudian,  Mary  Outerbndge,  introduces  tennis  to  the  U.S. 


1920s 


Tourism  emerges  as  a  major  pillar  of  Bermuda's  economy.  Furness  WitI 
builds  a  succession  of  luxury  liners  for  the  New  York-to-Bermuda  run  anc 
six-ston/  Bermudiana  Hotel  west  of  the  city  of  Hamilton. 

I  The  first  offshore  company  is  established  in  Bermuda,  setting  the  stage  f 
the  evolution  of  an  expanding  international  business  sector. 

Universal  suffrage  is  introduced,  giving  every  Bermudian  over  the  age  of ; 
two  votes  apiece  in  20  constituencies.  Previously,  only  landowners  could  vol 

A  new  constitution  is  enshrined,  and  the  first  general  election  with  politic 
parties  is  held.  The  United  Bermuda  Party  wins  30  of  the  40  seats. 

In  the  general  election  of  November  9,  the  Progressive  Labor  Party,  after  mo 
than  three  decades  as  Her  Majesty's  Loyal  Opposition,  wins  26  seats,  at 
Bermuda  gains  her  first  Labor  government. 

The  OECD,  FATF  and  KPMG's  review  of  Bermuda  for  the  British  govemme 
rubber-stamps  Bermuda's  adherence  to  "the  highest  international  standards 


Constitutional  changes  result  in  a  system  of  "one  person,  one  vote  of  equal  value 


me. 
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Bask      in      the      warm       glow      of     civility. 


about     the 


of     Bermuda.     Spend      three     nights     at     a 


property   and    enjoy 


to    Savings     book     worth     hundreds     plus 


a  $100    spending    credit.    Call    1  -  800  -  B  e  rnn  u  d  a    or    your    travel 


www.bernnudatourism.com 


D      A 


lel  Sands  $625  Clear  View  Suites  $779,  Elbow  Beach  $605,  Fairmont  Hamilton  Princess  $555,  Fairmont  Southampton  Princess  $565.  Fourways  Inn  $765, 
-otto  Bay  Beach  Hotel  $465,  Harmony  Club  $525,  Marley  Beach  Cottages  $755,  Newstead  Hotel  $599.  Pompano  Beach  Club  $659,  Rosedon  $555, 
3nesta  Beach  Resort  $475.  Stonington  Beach  $655.  Surf  Side  $485,  call  for  Aunt  Neas  Inn,  Cambridge  Beaches.  Royal  Palms.  Sandpiper  Apartments  packages. 


ate  IS  based  on  three-night  accommodation  at  Grotto  Bay  Beach  Hotel  from  Boston  based  on  midweek  travel  (Monday-Thursday)  through  GoGo  Worldwide  Vacations.  Travel  must  be  booked  by  March  31,  2003 
d  is  /aiid  from  November  1.  2002  -  March  31,  2003.  Actual  effective  dates  may  vary  by  hotel.  Compliments  of  Bermuda  vacation  packages  are  available  at  slightly  higher  rates  for  travel  through  April  7,  2003. 
ckage  includes  3  nights  accommodation  at  participating  properties,  roundtrip  flights,  roundtrip  airport/hotel  transfers  in  Bermuda.  Passbook  to  Savings  and  a  USSlOO.OO  credit  voucher  per  booking  {must  be 
yea«4  or  older  and  some  restrictions  apply).  The  promotion  credit  applies  one  per  room  based  on  double  occupancy.  Prices  are  per  person,  including  double  occupancy  hotel  accommodations,  hotel  taxes  & 
vice  charges.  PFCs.  surcharges.  September  II  Security  Fee.  and  other  international  taxes  are  not  included.  Offer  is  not  combinable  with  other  offers  and  is  for  new  bookings  only  Rates  may  vary  according  to 
e  of  departure,  room  type,  and  availability  ot  airfare.  Rates  are  subject  to  change  without  notice.  Blackout  dates  and  other  restrictions  may  apply.  Prices  and  program  content  are  subject  to  change  without  notice. 


Judith  Hall-Bean 
Director 

Ministry  of  Tourism 

Extraordinarily  friendly  people,  pink 
sand,  some  of  the  world's  best  wreck 
diving,  easy  access  from  the  eastern 
seaboard.  Bermuda  may  be  the  epito- 
me in  the  public's  mind  of  a  high-end 
travel  destination,  but  attracting  and 
satisfying  500,000-plus  annual  visitors, 
one  at  a  time,  is  a  challenging  business 
in  changing  times. 

Over  the  past  20  years,  the  Ministry 
of  Tourism  has  overseen  real  change  in 
Bermuda's  hospitality  industn/.  Visitors 
who  arrive  by  air  and  stay  at  local 
accommodations  now  find  half  a  dozen 
of  the  world's  finest  hotels  —  managed 
by  well-known  names  such  as  Fairmont 
and  Mandarin  Oriental  —  and  a  broad 
band  of  more  intimate  properties. 

With  offices  in  Atlanta,  Boston,  New 
York,  Toronto  and  Washington,  D.C.,  and 
partnerships  with  European  travel 
wholesalers,  the  Ministn/  is  making  sure 
Bermuda's  message  is  heard  around 
the  world.  Its  success  is  measured 
by  tourism's  continuing  contribution  to 
Bermuda's  comfortable  way  of  life. 


BERMUDA  DEPARTMENT  OF  TOURISM 
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across  those  uninhabited  shores,  about 
800  miles  off  the  coast  of  the  Carolinas. 
Sebastian  Cabot's  1544  Mappa  Mundi 
labels  Bermuda  "The  Devils'  Islands," 
in  part  because  several  ships  were 
wrecked  off  Bermuda,  giving  rise  to  the. 
perception  that  demons  ruled  the  land. 

In  1607,  a  British  colony  was  estab- 
lished at  Jamestown,  Va.,  the  first  per- 
manent English  settlement  in  the  New 
World.  Early  in  June  1609,  nine  ships 
under  the  flag  of  the  Virginia  Company 
set  sail  from  England  to  carry  supplies 
to  the  struggling  colony.  The  Sea 
Venture  was  the  little  fleet's  flagship, 
with  Admiral  Sir  George  Somers  in  com- 
mand. On  July  23,  near  the  Azores,  a 
heavy  storm  scattered  the  ships  and 
drove  the  Sea  Venture,  with  1 50  aboard, 
far  off  course  to  the  south.  For  four 
days,  the  crew  battled  to  keep  the 
wooden  vessel  afloat.  On  Friday,  July 
28,  Somers  spied  land  so  close  that 
trees  could  be  seen  bending  in  the 
wind. 

The  admiral  tacked  to  within  a  mile  of 
the  terra  incognita,  but  with  the  water 
just  4  fathoms  deep,  he  decided  to  run 
inshore  as  close  as  possible  and  then 
abandon  ship.  The  vessel  foundered  on 
the  island's  coral  reefs.  By  nightfall, 
historian  William  Zuill  wrote  in  his 
Bernnuda  Journey,  even/  man,  woman 
and  child  had  been  safely  landed. 
Bermuda  (also  known  as  the  Somers 
Isles)  had  been  settled  by  act  of  God  and 
duly  inspired  Shakespeare  to  site  The 
Tempest  Wi  the  "still-vexed  Bermoothes." 

The  inadvertent  settlers  were  the 
island's  first  inhabitants.  After  Virginia 
threw  in  its  lot  elsewhere,  Bermuda 
became,  and  has  remained,  Britain's 
oldest  overseas  territon/. 

The  Isles  of  Rest 

Despite    all    the    economic    activity, 
Bermuda  remains  one  of  the  most  glori- 


ously understated  vacation  destina 
tions.  No  casinos,  few  nightclubs,  grecjl 
restaurants,  superb  natural  feature! 
(including  some  of  the  world's  besl 
beaches)  and  unusual  shopping  arl 
among  the  visitor  highlights  —  ncl 
exactly  the  go-go  fare  available  in  s 
many  modern  destinations.  That's  thl 
point:  activity,  yes;  hyperactivity,  neven 

An  African  Diaspora  Trail,  for  example 
allows  visitors  to  bring  Bermudian  histc^ 
ry  to  life.  Trips  can  be  arranged  to  mar 
of  the  smaller  islands  surrounding  th| 
six    main,    linked    islands    that    forr 
Bermuda.  A  visit  to  Nonesuch  Island, 
spectacular    nature    reserve,    can    bl 
arranged.     St.     George's,     a     WorlJ 
Heritage     Site,     contains     some     Oi 
Bermuda's   most   interesting   building;: 
and  the  oldest  church  in  the  Westeri! 
Hemisphere. 

About  two  hours  by  air  from  half  I 
dozen  eastern  seaboard  gateways! 
Bermuda  is  also  served  by  regular  direc| 
flights  from  London. 

"Under  our  former  minister,  Davicj 
Allen  (a  beloved  figure  who  died  tragil 
cally  in  August),  the  Ministry  of  Tourisrl 
has  taken  a  deliberate  approach  t(l 
developing  Bermuda's  assets,"  say;l 
Director  of  Tourism  Judith  Hall-BeanI 
"We  cater  to  two  distinct  markets! 
those  who  fly  to  Bermuda  and  stay  irl 
our  guest  accommodations,  and  cruisel 
ship  visitors.  Our  challenge  is  to  satisf^P^ 
both  groups'  disparate  needs." 

Bermuda  does  not  formally  identify  its! 
visitors  separately.  After  all,  if  a  busi- 
nessman attends  a  board  meeting  on  'A 
Friday  and  plays  golf  on  the  weekend  a" 
one  of  the  island's  nine  courses,  ho\A|| 
should  his  visit  be  categorized? 


Bank  Notes 

As  with  Its  hospitality  industry 
Bermuda's  watchword  in  the  financia 
services  arena  is  quality,  not  quantity 


BERMUDA 

Bermuda  has  everything  for  international  business. 

It's  close  at  hand. 


Having  all  the  right  solutions  for  your  international 

business  challenges  means  that  Bermuda  is  the 

logical  jurisdiction  of  choice. 

Bermuda  is  a  proven,  reputable  business  centre 

offering  experience,  stability  and  accessibility  to 

many  of  the  world's  leading  insurance,  financial, 

technology,  legal  and  consultancy  firms. 


Bermuda  is  rich  in  intellectual  capital  and  can 

provide  you  with  a  sophisticated  business 

environment  that  breeds  dynamic  solutions. 


Business  in  Bermuda. 
It's  YOUR  Solution. 
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B       I       B      A 

The  Bermuda  international  Business  Association  is  an  organization  that  acts  as  the  infornnatlon  source 
to  tfie  business  world  on  the  benefits  and  advantages  of  international  business  in  Bermuda. 

BFor  more  information,  call  us  at:  (441)  292  0632  or  email:  inquiries@biba.org 
www.BI  BA.org 


Jack  L.  Wesley 
President  &  Chief  Executive  Officer 

sEnergy  Insurance  Ltd. 

After  September  1 1,  2001,  commercial 
markets  wouldn't  or  couldn't  provide 
affordable,  stable  long-term  business 
interruption  and  excess  property  damage 
insurance.  Such  coverage  is  fundamen- 
tal for  energy  companies  and  their  high- 
value  business  operations. 

For  a  dozen  such  companies  around 
the  world,  the  solution  lay  in  sEnergy, 
a  Bermuda  mutual  insurance  company 
formed  May  1  to  provide  coverage  to 
its  members*,  using  the  infrastructure 
of  Bermuda's  Oil  Insurance  Limited 
(founded  1971,  assets  $2.8  billion)  and 
Oil  Casualty  Insurance,  Ltd.  (1986, 
$0.9  billion).  Both  were  established 
following  similar  capacity  shortages. 

The  energy  industry  has  historically 
pioneered  the  provision  of  long-term 
mutual  solutions  for  its  insurance 
needs.  sEnergy  continues  this  tradition, 
providing  elegant  and  efficient  products 
that  focus  on  the  specific  business 
requirements  of  its  members. 

*Borealis  (Denmark),  Retro-Canada  and 
NOVA  Chemicals  (Canada),  Statoil 
(Norway).  Sasol  (South  Africa)  and  CITGO 
Petroleum,  Duke  Energy,  El  Paso,  Lyon- 
dell  Chemical.  Phillips  Petroleum,  Tesoro 
Petroleum  and  Valero  Energy  (U.S.). 

SEnergy 

iNsuRANCF  ,.r&::\^lt^  w 
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Only  four  banks  are  licensed  to  do  busi- 
ness; they  are  among  the  island's  oldest 
institutions. 

In  1758,  Nathaniel  T.  Butterfield 
founded  an  eponymous  merchant-trad- 
ing firm.  A  century  later,  it  became  the 
Bank  of  N.T.  Butterfield.  The  Bank  of 
Bermuda,  also  more  than  100  years  old, 
has  operations  around  the  offshore 
world.  The  primary  constituent  of  a 
vibrant  Bermuda  Stock  Exchange  (tick- 
er: BSX),  the  bank  listed  its  shares  in 
April  on  the  Nasdaq  exchange. 

Bermuda's  banks  are  part  of  the  FEDS 
and  SWIFT  systems;  billions  of  dollars 
flow  through  them  daily.  International 
trust  companies,  such  as  Coutts  and 
Schroders,  service  overseas  clients 
from  Bermuda. 

Professional  Associations 

Bermuda's  financial  service  providers  — 
lawyers,  accountants,  trust  and  man- 
agement companies,  brokers  and  finan- 
cial advisers  —  have  equally  lengthy 
pedigrees.  The  "exempt  company"  was 
invented  in  Bermuda  67  years  ago.  On 
June  30,  2002,  11,806  of  them  were  in 
operation,  alongside  2,772  local  compa- 
nies and  1,214  exempted  partnerships 
and  nonresident  companies  with  a 
Bermuda  presence.  Most  household 
names  in  American  business  maintain 
some  kind  of  Bermuda  operation, 
chiefly  insurance-related. 

Why  Bermuda?  "A  system  of  sound 
but  sensible  business  regulation,  a  tra- 
dition of  governmental  collaboration 
with  the  business  sector  on  legislative 
reform,  a  professional  services  infra- 
structure comprising  highly  skilled  indi- 
viduals, reliable  and  modern  telecom- 
munications service  and  a  dependable 
legal  system  based  upon  common-law 
principles  with  the  right  of  appeal  to  the 
Privy  Council  are  just  some  of  the  attrib- 
utes that  make  Bermuda  an  ideal  juris- 


diction for  companies  seeking  to  coi; 
duct  international  business,"  -say 
Finance  Minister  C.  Eugene  Co 
'These  factors,  combined  with  th! 
island's  long-established  commitmer 
to  maintaining  quality  standards  via  ffl 
'know  your  customer'  practices,  hav 
enabled  Bermuda  to  achieve  the  proni 
nence  as  an  international  business  car 
ter  that  it  enjoys  today." 

Two  law  firms,  Conyers  Dill  \ 
Pearman  and  Appleby  Spurling  \ 
Kempe,  are  leaders  in  the  offshore  corf 
munity  worldwide.  More  than  half  th' 
companies  quoted  on  the  Hong  Kon 
index  are  domiciled  in  Bermuda  and  ar 
counted  among  their  clients  and  thos 
of  other  local  law  firms.  ■ 

The  Bermuda  International  Busines 
Association  (BIBA),  which  gathers  mor 
than  1 00  of  the  largest  service  provid 
under   a   single   banner,    actively   p 
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Source:  Bermuda  Insurance  Institute 
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'ntact 


BERMUDA 

a    natural    choice 


/ 


on-island  expertise  •  proven  track  record  •  efficient  teleconnmunications 

trong  partnership  between  government  and  business  •  financial  specialists  •  stable  economy 

ideally  located  between  Europe  and  North  America  •  flexible  legislative  framework 
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ontact  the  Ministry  of  Telecommunications  and  E-Commerce  •  tel:  1-441 -292-4595  •  www.mtec.bm  •  www.bdagov.bm  •  nhickson@gow.bm 
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motes  Bermuda  around  the  world, 
attending  dozens  of  events  and  carrying 
the  flag  far  and  wide.  "Bermuda  is  rec- 
ognized throughout  the  business  com- 
munity worldwide  as  the  epitome  of  a 
well-managed  jurisdiction,"  says  Richard 
Calderon,  BIBA's  chief  executive  officer. 
"Investors  appreciate  that  the  quality 
experience  they  have  with  their  first 
point  of  contact,  perhaps  the  law  firms 
or  the  banks,  extends  to  even/  aspect  of 
the  services  they  will  receive  as  a  client 
of  Bermuda  Inc." 

The  Wired  Island 

Bermuda  took  and  has  held  an  early 
lead  in  the  development  of  e-com- 
merce.  The  1999  Electronic  Trans- 
actions Act  has  been  followed  this  year 
by  a  groundbreaking  E-Government 
Report  and  a  strategic  E-Business 
National  Plan.  The  online  message  is  in 
line  with  the  island's  other  operations: 
quality  first.  There  is  no  place  in 
Bermuda  for  such  electronic  activities 
as  gambling  or  pornography,  nor  physi- 
cal space  for  monstrous  server  farms. 
The  goal  is  to  attract  a  base  of  knowl- 
edgeable, up-market  companies  whose 
virtual  operations  can  be  managed  from 
Bermuda. 

"Bermuda's  approach  to  e-commerce 
is  much  the  same  as  its  approach 
to  bricks-and-mortar  business,"  says 
Telecommunications  &  E-Commerce 
Minister  Renee  Webb,  recently  named 
to  also  run  the  island's  Tourism  Ministry, 
which  is  seen  as  a  natural  fit.  "We 
would  encourage  the  right  kind  of  start- 
up, but  generally  we  are  looking  at 
existing  businesses,  which  are  increas- 
ingly migrating  onto  the  Web." 

Determined  to  ensure  that  the  benefits 
of  e-commerce  reach  all  Ber'mudians, 
her  Ministry  is  actively  involved  in  trans- 
ferring as  many  governmental  func- 
tions as  possible  online.  Bermudians 


have  taken  to  the  Internet  with  enthusi- 
asm; two-thirds  of  Bermuda  homes 
and  virtually  all  offices  have  Internet  con- 
nections. Schools  are  likewise  embracing 
the  wired  world.  Bermuda  is  deter- 
minedly becoming  an  e-business  juris- 
diction apart. 

Alternative  Risk  Transfer 

Of  all  the  markets  it  serves,  Bermuda  is 
probably  best  known  in  insurance  and 
reinsurance  circles.  It  has  led  the  world 
in  captive  insurance  since  it  pioneered 
the  business  in  the  1960s.  Just  under  a 
third  of  the  world's  more  than  4,000 
captives  are  Bermuda  domiciled. 

In  the  mid-1980s,  two  huge  reinsurers, 
ACE  and  XL  Capital,  set  up  in  Bermuda. 
Now  occupying  the  former  site  of  the 
Bermudiana  Hotel,  they  earned  net  pre- 
miums in  excess  of  $10  billion  between 
them  in  the  first  half  of  2002.  A  "third 
wave"  of  property  catastrophe  reinsurers 
attracted  $4  billion  in  new  capital  to 
Bermuda  in  the  wake  of  1992's  Hurricane 


Andrew,  then  came  September  1 1 ,  200 
and  the  redistribution  of  the  global  rei 
surance  industry,  centered  on  Bermud; 

The  insurance  markets  are  still  sortif 
themselves  out  in  the  wake  of  the; 
events.  In  May,  when  business  int( 
ruption  and  excess  property  damac 
coverages  proved  impossible 
arrange,  a  dozen  energy  companii 
formed  their  own  insurer  to  solve  tl 
problem.  sEnergy  Insurance  got  off  t 
flying  start  and  is  attracting  new  met 
bers  from  a  broad  spectrum  of  enet^ 
companies  worldwide. 

"Faced  with  the  problem  of  shortag 
in  crucial  areas  of  coverage,  the  ener 
companies  looked  back  at  themselvi 
and  said:  'We've  done  this  before.  If  ^ 
need  is  that  great,  why  not  provide  c 
own  capacity?'  "  says  Jack  L.  Wesit 
president  and  chief  executive  officer' 
sEnergy.  "Once  we  had  identified  t 
solution,  there  was  never  any  doubt 
our  minds  that  Bermuda  would  be  t 
right  location." 


DIRECTORY 


Bermuda  International 
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Hamilton  HM  08 
Bermuda 
Richard  Calderon 
Chief  Executive  Officer 
Phone:  1  (441)292-0632 
Fax:  1  (441)292-1797 
www.biba.org 

Ministry  of  Tourism, 
Telecommunications  &  E-Commerce 

2nd  Floor,  Perry  Building 
40  Church  Street 
Hamilton  HM  12 
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Renee  Webb,  Minister 
Phone:  1  (441)  292-4595 
Fax:  1  (441)295-1462 
www.mtec.bm 


Ministry  of  Tourism 

Global  House 
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Phone:  1  (441)292-0023 
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Jack  L.  Wesley, 

President  &  Chief  Executive  Off! 
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Self-employment  has  a  powerful 
magnetism.  Who  wouldn't  want 
to  create  his  own  dream  job  and 
amass  wealth  while  answering  to 
no  one?  For  some  people,  it  isn't 
just  a  dream  but  a  necessity — corporate 
jobs  are  hard  to  come  by.  And  a  corporate 
severance  check' may  provide  the  startup 
capital.  In  2002's  first  half,  11. 4%  of  jobless 
managers  and  executives  launched  their 
own  businesses,  says  Challenger,  Gray  & 
Christmas,  up  from  7.9%  for  the  same 
period  in  2001. 

But  the  specter  of  failure  always  hovers 
over  new  enterprises.  Many  a  plucky  entre- 
preneur has  succumbed.  The  lamentable 
reality  is  that  you  always  must  answer  to 
someone,  whether  the  Internal  Rev- 
enue Service,  a  franchise  company  or 
your  customers. 

This  issue  offers  a  treasury  of 
advice  on  following  your  go-it-alone 
dream.  Here  are  solid  tips  on  taxes, 
which  are  ever-present  snares  for  the 
unwary,  especially  those  opening 
new  businesses.  We  show  you  the  ins 
and  outs  of  funding  a  retirement 
program  when  there's  no  corporate 


401(k)  anymore  (p.  154).  Ditto  for  health 
insurance,  a  must-have  (p.  158).  Do  you 
need  to  incorporate  or  not  (p.  164)^  How 
can  you  be  successful  as  a  franchisee,  a 
much  tougher  proposition  lately  than  in 
Ray  Kroc's  day  (p.  168)^ 

Also  in  this  issue,  we  unearth  the  harsh 
truth  about  rosy  earning  reports  that  per- 
sist even  in  an  era  of  supposed  reform 
(p.  172).  Plus  we  show  how  charitable  gifts 
can  go  astray  (p.  182). 

Real  estate  is  hot  today:  We  describe 
why  now  may  be  the  time  to  sell  your 
home  (p.  194) — and  how  to  be  an  apart- 
ment-complex owner  (p.  190).  And  for 
oenophiles,  here's  a  how-to  on  starting 
your  own  vineyard  (p.  200).  Cheers.         F 


Self-Employment 
Stocks  and  Bonds 
Charity 
Real  Estate 
Flings 
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Here's  a  great  reason  to  be  self-employed:  The  tax  breaks  you  get  to  save  for  retirement. 

BY  BRIGID  MCMENAMIN  AND  JANET  NOVACK 


When  Congress  sweetened  the  tax  breaks  for  re- 
tirement saving  in  2001  some  of  the  juiciest 
benefits  went  to  the  self-employed.  If  you 
work  for  yourself,  by  day  or  by  moonlight,  take 
a  new  look  at  your  retirement  plan  choices.  If 
you  don't,  try  to  generate  some  self-employment  income.  You  may 
be  able  to  shelter  a  large  chunk  of  it  from  current  income  taxes  and 
rebuild  your  battered  retirement  accounts. 

Deborah  C.  Canada,  53,  retired  in  April  as  vice  president  of 
human  resources  for  Union  Acceptance  Corp.,  a  car  financing 
company.  She  now  works  part  time  for  the  sales  force  research 
and  training  business  her  husband,  Richard,  an  Indiana  University 
faculty  member,  runs  on  the  side.  "I  would  have  thought  long  and 
hard  before  I  retired  had  it  not  been  for  what  we  could  save  for  re- 
tirement through  Dick's  business,"  she  says. 

This  year  Deborah  and  Richard,  57,  are  each  putting  $12,000 
pretax  in  the  401  (k)  plan  of  their  firm,  the  Dartmouth  Group. 
Dartmouth  will  contribute  another  $8,000  for  her  and  $29,000 
for  him  to  a  profit-sharing  plan.  The  Canadas  won't  be  taxed  on 
that  either  until  they  (or  their  children)  draw  it  down  some  day. 
The  Canadas  have  lots  of  company:  30%  of  families  with  ad- 
justed gross  income  of  $200,000  or  more  had  self-employment 
earnings  in  2000.  And  a  higher  percentage  work  for  themselves  at 
some  point,  since  Americans  use  self- employment  as  a  bridge  be- 
tween jobs  and  as  a  way  to  combine  careers  and  kids  or  stay  pro- 
ductive after  65.  The  fattened  savings  breaks  provide  yet  another 
good  reason  to  work  for  yourself 

"There's  no  question  the  retirement  rules  are  slanted  in  favor 
of  the  self-employed,"  says  David  R.  Marcus,  a  partner  with  Marks 
Paneth  &  Shron  in  New  York.  One  of  his  self-employed  clients  in 
the  entertainment  business  is  putting  $320,000  pretax  into  his  de- 
fined-benefit  pension  plan  this  vear. 

To  save  that  much,  you'll  need  an  accountant,  an  actuary,  a 
custom-designed  plan  ;uid  a  big  income.  If  your  earnings  are  more 
modest,  you  may  be  able  to  use  an  off  the-shelf  "defined  contri- 
bution" plan  from  a  mutual  ftind  company,  broker,  bank  or  in- 
surance company  To  pick  the  right  type  of  plan  for  you,  first  nar- 


row  your  options  based  on  the  amount  you  can  save  each  year. 
Then  factor  in  whether  you  have  a  pension  at  a  regular  job; 
whether  you  have  employees  or  might  hire  some  one  day;  and 
whether  you  want  to  borrow  from  your  plan. 

UNDER  $3,000 

If  you  have  no  other  pension  plan  and  litde  cash  to  spare,  open  a 
traditional  deductible  individual  retirement  account.  You  can  shel- 
ter up  to  $3,000  ($3,500  if  you're  50  or  older)  of  your  self-em- 
ployment earnings.  But  if  you  have  another  pension  plan,  eligibility 
for  a  deductible  IRA  starts  to  phase  out  when  adjusted  gross  income 
hits  $34,000  for  a  single,  or  $54,000  for  a  couple.  If  you  don't  have 
a  plan,  but  your  spouse  does,  phase-out  begins  at  $150,000. 

UP  TO  $10,000 

In  this  savings  range  a  Simple  IRA  might  suffice.  Paperwork  is  min- 
imal (relatively  speaking).  A  self-employed  person  can  shelter  up 
to  $7,000  of  earnings,  pretax,  in  2002,  as  an  "employee"  contri 
bution  and  put  away  another  3%  of  earnings,  up  to  $7,000,  as  an 
"employer"  contribution.  Allowed  employee  contributions  will 
rise  $1,000  a  year  to  $10,000  in  2005.  If  you're  50  or  older,  you 
can  put  away  an  extra  $500  as  an  employee  "catch-up"  contribu- 
tion in  2002.  That  bonus  rises  $500  a  year  to  $2,500  in  2006.  It's  toe 
late  to  set  up  a  Simple  for  2002 — the  deadline  is  Oct.  1. 

Nevertheless,  if  you  have,  or  might  hire,  an  employee,  a  Sim- 
ple can  be  a  good  choice:  You  have  to  contribute  only  1%  to  3%  ol 
salary  for  each  worker  and  don't  have  to  worry  about  dog-in-the- 
manger  nondiscrimination  tests  that  (in  other  plans)  limit  whai 
you  can  save  if  your  employees  don't  save. 

A  Simple  won't  work  for  some  moonlighters  who  have  401  (k, 
plans  at  work.  If  you've  made  the  legal  maximum  allowed  em- 
ployee contributions  to  a  401(k)—$l  1,000  for  2002  or  $12,000  i 
you're  50  or  older — you  can't  make  additional  employee  contri- 
butions to  a  Simple  IRA  or  another  401  (k).  But  because  of  nondis 
crimination  tests,  many  big  company  plans  prohibit  better-pak 
workers  from  contributing  the  full  $1 1,000.  If  you  work  for  stati 
or  local  government  and  have  a  401  (k) -like  plan  known  as  a  457 
you  can  double  dip,  putting  the  maximum  in  both  the  457  and  <  |^ 
Simple  or  401(k).  That's  what  Richard  Canada  does. 
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ralTand  Richard  Canada  are  using  his  consulting 
ess  to  put  away  an  extra  $61,000  pretax  this  year. 
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UP  TO  $40,000 

If  you  want  to  save  more  or  can't  use  a  Simple,  consider  a  SEP-IRA 
or  a  profit-sharing  plan.  The  maximum  that  can  be  put  in  these  for 
2002  is  $40,000,  or  $41,000  if  you're  50  or  older  and  use  a  profit- 
sharing  plan  v/ith  a  40 1  (k).  You  can  set  up  and  fijnd  a  SEP  for  2002 
until  the  due  date  for  your  2002  tax  return,  including  extensions.  A 
profit-sharing  plan,  also  called  a  profit-sharing  Keogh,  must  be  set 
up  by  Dec.  31,  but  need  not  be  funded  until  you  file  your  return. 
Both  plans  are  funded  by  employer  contributions  of  up  to  25%  of 
"modified  net"  earnings.  (Translation:  If  you're  an  unincorporated 
sole  proprietor,  that's  20%  of  your  net  afl:er  subtracting  one-half  of 
your  self-employment  Social  Security  and  Medicare  taxes.) 

The  long-popular  paired  Keogh,  which  combines  a  profit- 
sharing  plan  and  a  money-purchase  plan  is  now  obsolete.  If  you've 
got  a  money-purchase  plan,  roll  it  into  a  profit-sharing  plan  or  a 
SEP — contributions  to  both  are  totally  discretionary  each  year. 

Which  one  is  better?  A  SEP  is  simpler  and  doesn't  require  an- 
nual filing  of  a  Form  5500  with  the  IRS.  If  a  profit-sharing  plan  has 
more  than  $100,000  in  assets,  or  you  have  employees  (other  than 
your  spouse),  you  must  file  the  form.  But  if  you  do  have  employ- 
ees, the  SEP  has  disadvantages:  More  part-timers  must  be  covered 
and  there's  less  flexibility  to  design  the  plan  to  suit  your  needs. 
Moreover,  in  some  states  a  SEP  has  less  protection  fi-om  creditors. 

The  key  difference,  however,  is  that  you  can  add  a  40l(k)  al- 
lowing employee  contributions  to  a  profit-sharing  plan,  but  not  to 
a  SEP.  The  new  law  exempts  employee  contributions  fi^om  the  25% 
of  earnings  limit  applied  to  employer  contributions,  making  a 
40l(k)  ideal  for  a  self-employed  person  who  doesn't  earn  a  lot, 
but  can  save  a  lot.  Using  a  401(k)  you  can  defer  $40,000  (or  $41,000 
if  you're  50  or  older)  with  only  $1 16,000  in  salary  if  you're  incor- 
porated, or  $152,300  in  earnings  if  you're  not.  Without  a  401(k) 
you'll  need  $160,000  if  incorporated  and  $208,050  as  a  sole  pro- 
prietor to  reach  $40,000.  The  40l(k)'s  advantage  is  about  to  grow: 
The  maximum  pretax  employee  contribution  will  rise  $1,000  a 
year  fi-om  $1 1,000  in  2002  to  $15,000  in  2006,  while  the  50-and- 
up  catch-up  contribution  will  rise  $1,000  a  year  from  $1,000  in 
2002  to  $5,000  in  2006.  Remember,  if  you're  moonlighting  and 
have  a  40l(k)  at  work  too,  your  employee  contributions  are 
counted  together  for  that  limit. 

The  40 1  (k)  has  another  new  benefit:  You  can  roll  money  fi-om 
deductible  IRAs,  other  401  (k)s  or  a  lump  sum  pension  distribution 
into  your  self-employed  401(k)  and  later  borrow  up  to  $50,000 


firom  it,  whereas  you  can't  borrow  from  an  IRA.  The  self-employa 
401  (k)s  in  the  table  can  cover  your  spouse  or  a  partner,  and  gen- 
erally must  be  set  up  by  Dec.  3 1  and  ftmded  by  Dec.  3 1  if  you're 
incorporated,  or  by  the  time  you  file  your  taxes,  if  you're  not.  If  you 
have  employees  who  quaUfy  to  be  included,  you'll  need  a  plan  that 
will  cost  a  bit  more,  in  fees.  Note:  Fidelity's  plan  doesn't  allow  loans 
and  uses  special  "safe  harbor"  rules  that  require  you  to  contribute 
3%  of  earnings  and,  in  most  cases,  to  open  the  account  by  Oct.  I 

$40,000-PLUS 

If  you  can  put  away  more  than  $40,000  and  are  45  or  older,  con- 
sider a  defined-benefit  plan.  The  law  allows  pretax  contributions 
to  these  plans  sufficient  to  flind  a  specific  retirement  benefit,  so  the 
older  you  are  when  you  start  the  plan,  the  more  you  can  put  away 
each  year.  In  2002  a  plan  can  pay  a  retiring  62 -year-old  a  pension 
equivalent  to  a  lump  sum  of  $1.9  million,  up  fi-om  $1.3  million  in 
2001,  calculates  Frederick  Rumack  of  Buck  Consultants.  Equally 
important  for  folks  who  have  been  fianding  a  defined-contribution 
plan  for  years:  You  can  ignore  the  defined-contribution  plan's  ex- 
isting balance  in  accumulating  your  $1.9  million. 

If  you  have  younger  employees,  a  custom-designed  defined- 
benefit  plan  will  allow  you  to  put  away  big  bucks  for  yourself 
and  little  for  them.  But  it  can  cost  $2,000  to  $5,000  to  design  such 
a  plan  and  $1,000  to  $3,000  in  annual  actuary  and  accountant  fee 
to  maintain  it.  If  this  is  your  first  pension  plan  and  it  covers  a 
least  one  unrelated  employee,  you  may  be  able  to  claim  a  $50(i 
federal  tax  credit  for  three  years,  to  defray  expenses. 

One  big  downside:  You  generally  must  contribute  regardles: 
of  your  profits.  But  you  have  some  outs,  short  of  terminating  thi 
plan,  to  reduce  contributions  in  a  lean  year.  You  can  delay  thi 
plan's  retirement  age  or  even,  with  IRS  permission,  temporaril; 
suspend  contributions. 

As  with  401  (k)s,  lower-cost,  off-the-shelf  defined-benefi 
plans  have  started  to  hit  the  market.  Milwaukee-based  Meta 
vante  Corp.  charges  $1,200  (plus  $50  per  participant)  to  set  u| 
and  $1,500  per  year  (plus  $100  per  participant)  to  administer  it 
new  defined-benefit  plan/401  (k)  combo  covering  up  to  five  par 
ticipants.  Ron  J.  Anfliso,  43,  a  self-employed  forensic  accountani 
from  Rancho  Palos  Verdes,  Calif,  contributed  $25,500  in  preta 
dollars  to  a  SEP-IRA  last  year,  the  maximum  then  allowed  for 
SEP.  This  year  he's  using  the  Metavante  plan  to  squirrel  awa 
$64,476  in  pretax  earnings.  Says  Anfuso:  "A  lot  of  people  aren 
aware  of  how  drastically  the  rules  have  changed."  I 


Your  Own  4QlikI„ 

These  low-cost  plans  arenew  and  are  designed  to  cover  business  owners  and  their  spouses. 


Plan 

Advest  Individual(k) 
Fidelity  Self-Employed  401(k^ 
The  Hartford  Individual -c-         ' 
Morgan  Stanley  Individual.. 
Pioneer  Uni-K  Plan 


Annual  fees/comments 
$315^  V  $150  per  added  participant 
freo'/no  loans  or  5500  preparation 
!v?o5V$150  per  added  participant 
$26bV$150  per  added  participant 

Micipant/$250  for  5500  preparation 


Investment  options  . 

Self-directed  brokerage  account  ^ 

Fidelity  funds  or  self-directed  brokerage  account 
Either  variable  annuity  or  Hartford  mutual  funds    | 
Morgan  Stanley,  Van  Kampen,  Aim  &  Alliance  funds 
Pioneer  mutual  funds  only 


'Adminisicrcd  by  Bisys.  Includes  prepa.  '. ,  o:ii. 
year  plus  $50  per  participant,  'if  you  adniiniater  •; 
■  year,  but  the  charge  Is  waived  If  you  have  rr?re  ' 


'  led  with  IRS  if  balance  exceeds  $100,000.  If  you  have  an  unrelated  employee,  Bisys  offers  another  plan  for  $750  a 
it  costs  only  $50.  'There  Is  a  $12  annual  fee  if  you  have  less  than  $2,000  in  a  fund.  A  brokerage  account  costs  $50 
ainily  assets  at  Fidelity  or  make  at  least  two  trades  a  year.  Source:  Companies. 
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Check  before  investing 


[V]  44  million*'subscribers 

^     [V]  An  operator  with  a  sophisticated  R&D  facility 
for  wireless  communications  development 
with  a  staff  of  over  1000. 

H  Solid  revenue  growth  for  the  past  decade, 
and  further  growth  expected  for  the  future. 

m  More  than  a  58%  share  of  Japan's  mobile 
communications  market*^ 


H  34  million  users  of  NTT  DoCoMo 
internet  service  -  i-mode" 


s  wireless 


■■'j'/jy': 


What  do  you  think  about  these  statistics? 
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Japan's  leading  mobile  communications  company 


NTT  DoCoMo 


■The  #1  Japanese  telecom  company  is  also  listed  on  the 


New  York  Stock  Exchange. 
NYSE:DCM 


r  a   borderless   world 


NTT     •• 

Do  Co^Mo 


Beyond  The  Mobile  Frontier 


www.ntt(locomo.com 


r  NTT  DoCoMo  Corporate  Website    As  of  end  of  August  2002      Actual  screen  may  differ  from  that  stiown  above 
"ooe  service  is  only  available  to  NTT  DoCoMo's  subscribers  in  Japan  and  other  alliance  partners'  subscribers  in  Europe  and  Asia. 
">  a  trademark  or  registered  trademark  of  NTT  DoCoMo.  Inc.  in  Japan  and  other  countries. 


"1   Includes  subscribers  for  FOMA  (3G),  PHS,  pager  and  other  services. 
*2  Source:  Telecommunications  Gamers  Association  <  PDC  {2G)+F0MA  (3G)  > 
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The  self-employed  can  get  health  insurance  and  tax  deductions,  too.  Here's  how. 

BY  IRA  CARNAHAN 


You  dream  of  being  self-employed, 
but  you  don't  take  the  plunge  for 
fear  of  losing  your  health  insur- 
ance? Take  another  look.  New  tax  breaks, 
laws  and  insurance  pools  can  help  you 
stay  insured  at  an  affordable  rate. 

The  easiest  solution  to  the  problem, 
used  by  a  third  of  self-employed  workers 
with  health  insurance,  is  to  have  an  em- 
ployed spouse  who  gets  a  family  policy  at 
work.  A  1996  federal  law  makes  this  con- 
venient; if  you  quit  your  job  (or  are  fired), 
your  spouse  has  30  days  to  put  the  whole 
family  on  his  or  her  workplace  policy,  even 
if  the  employer  normally  restricts  mid- 
year sign-ups. 

If  you  don't  have  an  employed  spouse, 
yet  another  federal  law,  this  one  called 
Cobra,  can  help  you  make  an  insured 
transition  to  self-employment.  Cobra  re- 
quires companies  with  20  or  more  em- 
ployees to  allow  departing  workers  to  con- 
tinue in  the  company  health  plan  for  18 
months,  provided  the  ex-employee  pays 
the  full  premium  and  an  administrative 
charge  of  2%.  Incredibly,  you  ha\'e  up  to 
105  days  after  leaving  your  job  to  pay  the 
first  Cobra  premium,  with  coverage  tlien 
retroactive.  This  gives  you  time  to  look 
around  to  see  if  you  can  get  a  better  indi- 
vidual policy. 

Why  look?  While  f  lobra  is  a  rotten 
deal  for  employers,  whc    iid  up  with  the 
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LDA,  WOULDA,  SHOULDA. 
THREE  SCARrEST  WORDS 
ANYONE  WITH  AN  ANNUITY. 


is  to  look  back  on  a  missed  investment  opportunity. 
hy  you  should  let  Fidelity'  help  you  get  the  most  out  of  your  annuity 
ying  more  than  you  have  to.  Call  1.800.544.4713  today  for  a  compli 
psultation.  Because  you're  not  just  invested.  You're  personally  invested. 


FIDELITY'S  DEFERRED  ANNUITY 

GUIDANCE  &  TOOLS 
FROM/  SPECIALIST 

'>  INVuSTMLNT  CHOICES 
,-      ...- --^-ER  CHARGE 


TRANSFERS  YOUR  ANNUITY  TAX  FREE  TODAY,  CALL  1.800.544.4713 


:00. 544.4713 


88  INVESTOR  CENTERS 


FMeliiy  ( ^2^  Investments- 


r"»rs  to  Fidelity  Investments  Life  Insurance  Company  and  in  NY,  Empire  FSdelity  Investments  Life  Insurance  Company 
■  current  annuity  provider  to  see  if  it  will  assess  a  surrender  charge. 
.-_.,__ .  ,.:'.nual  annuity  charge.  Vari,'ih!p  riiirmi:vv;i!i;H-^  .;ind  investment  returns  will  fluctuate  and  you  may  have  a  gain 

'money  is  withdrawn. Taxable  amounts  withdr  ^y  be  subject  to  a  10%  penalty  tax.  For  more  informatic 

11^  and  expenses,  call  1.800.544.4713  "^  j^,.,..;  ise  read  it  carefully  before  investing  or  sending  moriej^. 

^fepccialists  are  licensed  annuity  agen;  Retirem^  "ss  (policy  form  no.  NRR-96100,  et  at.)  is  issued  by  Fidelity 

I^Rnsurance  Co. 

pts.  Retirement  Reserves  Is  issued  by  Ernpirf  Fidejity Jgy^toxents  Life  Insurance  Co.,  NY,  NY.  Fidelity  Brokerage  Services,  Mem! 
"ty  Insurance  Age'-  "^id|J(MMliji|llMMB[|te  Agency  of  Texas,  Inc.  are  the  distributor?  3227 


M  recommends  Microsoft'  Windows^X^  Professional  for  Business. 


L 


Ti  ice  that  may  not  be  here  in  a  hundred  years 

9orge  Divoky,  Ph.D.,  Researcher,  Institute  of  Arctic  Biology,  Ur)iversity  of  Alaska 


Titanium  composite  casing  and  a  liard  drive  shocl<  absorber^ 
on  select  models  help  keep  your  data  secure  —  wherever  you 
are.  Durability.  It's  just  one  of  the  reasons  why  some  of  the 
world's  most  successful  people  choose  ThinkPad"  notebook 
computers.  Select  models  feature  a  Mobile  Inter  Pentium"  4 
Processor-M  for  outstanding  performance  and  mobility  Call 
1.877.thinkpad  or  visit  lbm.com/thlnkpad/think 
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sickest  ex-employees  in  their  plans,  it  also  can  be  a  poor  deal  for 
an  ex-employee  who  is  young  and  healthy.  That's  because  indi- 
vidual policies,  unlike  the  large  group  kind,  are  priced  according 
to  risk.  Healthy  young  folks  pay  less. 

Robert  Deily  of  Arlington,  Va.,  resigned  as  chief  financial  of- 
ficer of  Swisscom  North  America  in  March  to  start  an  online  soft- 
ware retailer,  MBAWare.com.  Swisscom  had  paid  100%  of  the  pre- 
mium for  Deily,  38,  his  wife,  Mary-Ellen,  also  38,  and  their 
2-year-old,  Matthew.  Cobra  coverage  from  Swisscom  would  have 
set  them  back  $727  a  month.  Instead,  Deily  chose  a  plan  firom 
CareFirst  Blue  Cross/Blue  Shield  for  $446  a  month.  In  addition  to 
the  savings,  he  liked  the  idea  of  signing  up  with  a  new  insurer 
while  his  family  was  healthy,  rather  than  risk  being  less  insurable 
in  18  months  when  Cobra  ran  out.  (Once  you  buy  an  individual 
policy,  your  right  to  renew  it  is  protected  by  law.) 

If  even  $446  a  month — a  typical  charge  for  family  coverage — 
gives  you  vertigo,  try 
focusing  on  the  after- 
tax cost.  Next  year 
you'll  be  able  to  deduct 
from  your  self-employ- 
ment earnings  100%  of 
the  health  insurance 
premiums  you  pay,  up 
from  a  70%  deduction 
this  year  and  30%  in 
1996.  This  is  a  valuable 
"above-the-line"  de- 
duction that  can't  be 
snatched  back  by  the 
Alternative  Minimum 

Tax.  Warning:  If  you 

are  eligible  for  any  em- 
ployer-subsidized health  plan,  including  your  spouse's,  you  aren't 
supposed  to  claim  this  deduction,  even  if  you  aren't  on  your 
spouse's  plan. 

Here's  yet  another  intriguing  tax  break  for  the  self-employed: 
a  Medical  Savings  Account,  also  called  an  Archer  MSA,  after  the 
former  Ways  &  Means  Committee  chairman  who  championed 
the  idea.  An  MSA  plan  has  two  parts.  One  is  an  insurance  policy 
with  a  high  deductible — by  law  it  must  be  between  $1,650  and 
$2,500  for  individual  coverage  and  between  $3,300  and  $4,950 
for  a  family  The  other  part  is  the  medical  savings  account  itself, 
which  is  funded  with  pretax  dollars  and  can  be  used  to  pay  those 
deductibles  and  odier  medical  expenses.  Individuals  can  deposit 
up  to  65%  of  their  deductible  each  year,  while  families  can  de- 
posit 75%  of  the  deductible  in  an  MSA.  The  policy  premiums  are 
also  100%  tax-deductible  as  of  next  year. 

Unlike  the  pretax  money  contributed  to  the  flexible  spend- 
ing accounts  offered  by  many  employers,  MSA  contributions 
need  not  be  spent  in  full  each  year.  Leftover  cash  can  remain 
in  the  account  and  earn  interest  or  even  be  invested  in  mutual 
funds.  Any  gains  go  unta.xed  so  long  as  the  funds  are  eventu- 
ally used  for  health  care.  Once  you  reacli  age  65,  you're  even 
allowed  to  withdraw  the  money  for  olhei  purposes,  without 


If  you  quit  your  job,  move  fast  if  you  want  to 
sign  up  for  an  employed  spouse's  insurance. 

Consider  a  Medical  Savings  Account.  It's  like  a 
flexible  spending  account,  only  better. 

Don't  sign  up  for  Cobra  coverage  from  your 
ex-employer  before  checking  out  other  options, 

Don't  give  up.  Coverage  of  some  sort  is  usually 
available,  even  if  you  have  health  problems. 


penalty,  and  pay  taxes  at  the  ordinary  income  rate. 

The  high  deductible  makes  the  MSA  insurance  affordable.  A 
family  plan  similar  to  DeUy's  but  with  a  $4,950  deductible  would 
run  perhaps  $225  a  month.  If  you  want  to  switch  to  an  MSA  plan, 
do  so  at  the  beginning  of  a  calendar  year.  The  law  prorates  the 
doUars  you  can  put  into  an  MSA. 

Now  that  insurance  premiums,  including  the  higher  one* 
charged  for  conventional  health  plans,  are  about  to  be  100%  de- 
ductible, MSAs  have  less  of  a  tax  edge  than  when  they  were  cre- 
ated in  1996.  Another  problem:  They've  only  been  authorized  by 
Congress  through  2003,  raising  the  possibility  you  might  have 
to  look  for  a  new  policy  when  you're  not  as  healthy.  Still,  MSAs  can 
be  attractive,  particularly  if  you  run  up  big  bills  for  items  that 
aren't  covered  by  regular  insurance,  such  as  alternative  medical 
treatments,  orthodontia  or  laser  eye  surgery.  These  can  be  paid, 
from  an  MSA.  Nationally,  two  of  the  largest  MSA  sellers  are  Golden 
Rule  Insurance  and  Fortis  Health,  which  also 
sells  its  policies  through  State  Farm.  Blue 
Cross/Blue  Shield  plans  in  a  number  of  states 
also  offer  MSAs. 

How  do  you  sort  through  all  your  plan  op- 
tions, with  their  different  deductibles,  copays  ancr 
lifetime  maximums?  DeUy  turned  to  Health  In- 
surance Specialists,  a  Rockville,  Md.  insurance 
brokerage,  which  recommended  a  dozen  plan 
out  of  the  more  than  100  he  was  eligible 
for.  You  can  also  use  an  online  service— 
ehealthinsurance.com,  for  example — to  generati 
detailed  comparisons.  Also  be  sure  to  investigati 
plans  offered  by  the  professional  associations  yoi 
belong  to.  But  wherever  you  decide  to  buy,  firs 

;      check  out  the  insurer.  Make  sure  it  is  licensed  b; 

your  state,  and  check  its  financial  soundness  wit!  i 
a  rating  firm  like  A.M.  Best  (www.ambest.com,  free  registratioi 
required),  advises  Samuel  Bennett,  a  Columbia,  Mo.,  broker. 

Finding  a  broker  you  trust  can  make  a  big  difference.  In  con 
trast  to  products  such  as  whole  life  insurance,  health  insuranc 
pays  brokers  fairly  modest  commissions — generally  10%  or  so  i 
the  premiums — every  month.  That  means  a  broker  has  less  in 
centive  to  push  you  into  one  plan  versus  another,  but  also  less  in 
centive  to  spend  a  lot  of  time  with  you  parsing  every  detail  of  th 
plans.  Still,  a  good  local  broker  should  be  able  to  tell  you  which  in 
surers  have  a  history  of  raising  rates  faster  than  average  or  den\ 
ing  legitimate  claims,  and  which  are  likely  to  stick  around  yoi 
state — key  considerations,  since  you  don't  want  to  have  to  switc 
insurers  later,  when  you  may  not  be  as  healthy. 

What  if  your  health  is  already  poor?  About  10%  of  applican 
for  individual  health  insurance  are  rejected  outright  and  anotli< 
20%  can't  qualify  for  standard-price  policies.  Don't  give  up.  Stai 
legislators  and  regulators  have  developed  an  array  of  high-ris 
pools,  guaranteed-issue  laws  and  other  alternatives.  You  can  get*  I 
details  at  www.healthinsuranceinfo.net,  run  by  Georgetown  Un 
versit)''s  Institute  for  Healtli  Care  Research  &  Policy.  It  offers  guid 
to  options  for  each  of  the  states.  There's  helpful  information  at  t) 
site  for  the  healthy,  too. 
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O2003  Porsche  Cars  Nortti  Amenca,  Inc.  Porsche  recommends  seat  belt  usage  and  observance  of  all  traffic  laws  at  all  times. 
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Is  it  humanly  possible  to  walk  away 
without  looking  back? 


Maybe  it's  the  way  the  flawless  shape  works  on  a  pair  of  eyes.  Or  the  time  it  takes 
the  blood  in  your  veins  to  cool  after  a  drive.  This  much  is  certain.  Once  experienced,  the 
911  Carrera  will  never  let  you  go.  Contact  us  at  1-800-PORSCHE  or  porsche.com. 


The  911  Carrera 
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After  he  was  laid  off  in  April  fi-om  a  videogame  company, 
Jeffrey  Goodsill  of  Concord,  Mass.  decided  to  start  his 
own.  His  lawyer  advised  him  not  to  waste  money  incor- 
porating untO  he  had  a  business  plan  and  started  to  negotiate 
financing.  In  September  Goodsill,  41,  joined  as  a  shareholder  in 
a  five-person  gaming  startup  that  had  just  set  up  as  an  S  corpo- 
ration. "I'm  glad  I  waited.  Incorporating  would  have  been  an 
unnecessary  headache,"  he  says. 


You  don't  need  to 
form  a  corporation 
to  start  out  on  your 
own.  Almost  18  million 
Americans  do  business* 
as  unincorporated  "sole: 
proprietors"  and  report^ 
their  revenue  and 
expenses  on  Schedule  C' 
of  their  personal 
income  tax  returns.  Butj 
sometimes  there  are 
good  legal,  tax  or  busi- 
ness reasons  to  form 
one  of  the  entities  avail-; 
able  today  from  the 
corporate  alphabet 
soup.  They  include  tra-s 
ditional  Subchapter  C 
corporations,  which 
pay  corporate  income; 
taxes,  and  so-callec 
passthroughs,  which 
don't.  The  latteii 
category  includes  Sub-t 
chapter  S  corporations) 
limited  partnership.i 
(L.P.s)  and  the  newen 
limited  liability  compa- 
nies  (LLCs).  Since  i 
passthrough  doesn'' 
pay  federal  income  taxes  of  its  own,  its  taxable  income  is  passe<> 
through  to  the  tax  returns  of  its  owners,  who  then  have  t( 
declare  it  whether  or  not  the  profits  are  distributed  as  cash. 

Forming  a  no-frills  S  corp,  L.P.  or  LLC  costs  $750  to  $1,500  ii 
lawyer  and  filing  fees,  depending  on  the  state.  You  can  do  i 
yourself  on  the  cheap  with  canned  documents  available  on  thi 
Internet.  But,  particularly  if  you're  planning  on  taking  on  part 
ners  or  investors,  you'U  need  help  in  deciding  which  entity  suit 
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You  don't  need  to  incorporate  to  work  on  your  own,  but  you  do  need  protection. 

BY  MATTHEW  SWIBEL 
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THE     ULTIMATE     WAY     OF 
DOING     BUSINESS    <W    ^^^^.^^ 


BEST  ROOMS 

BEST  SUITES 

BEST  CONFERENCE 
FACILITIES 

3EST  SPA 

JEST  LOCATION 


yinner  of  the  Gold  Key  Award,  Excellence  in  Hospitality  Design  •  Ranked  among  the  world's  Top  Decadent 
jites  by  Elite  Traveler  magazine  •  One  of  the  most  technologically  advanced  executive  conference  centres  in 
ngapore  •  Amrita  Spa  is  Asia's  largest,  with  a  Spa  Academy  that  even  other  spas  learn  from  •  Right  in  the 
lidst  of  the  business  district,  shopping,  dining  and  entertainment,  with  direct  access  to  the  MRT  train  station 


Raffles  The  Plaza 

SINGAPORE 
A  Raffles  INTERNATIONAL  HOTEL 


laffles 

ITERNATIONAL 
Hotels  &  Resons 


m 


For  reservations,  please  call  +(65)  6837  3883  or  email  reservations.plaza@raffles.com 
Raffles  International  manages  hotels  and  resorts  under  Raffles  and  Swissotel  brands. 
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you  best  and  in  making  sure  the  documents  protect  your  inter- 
ests. Some  points  to  consider: 

LEGAL  RISK 

As  a  sole  proprietor  you  are  personally  responsible  for  all  of  a  busi- 
ness' liabilities,  including  its  debts  and  any  liability  judgments 
against  it.  But  buying  insurance  can  provide  adequate  liability  pro- 
tection and  a  corporate  or  partnership  shield  alone  might  not  get 
you  off  die  hook  for  negligence,  says  Buffalo  lawyer  Scott  Friedman. 
You  probably  already  have  car  and  homeovvner's  insurance  and 
an  umbrella  policy  for  $  1  million  or  more  that  kicks  m  after  your 
normal  auto  and  homeowner's  limits  are  exhausted.  Good  news: 
Your  car  insurance  normally  covers  some  business  use  of  your  car. 
Bad  news:  Your  homeowner's  policy  offers  little  protection  for 
business  use  of  your  home. 

If  you  are  unincorporated  and  work  from  home,  but  don't 
have  many  business  visitors,  you  may  be  able  to  get  by  with  a 
business  endorsement 

on  your  homeowner's  DO'S  AND  DON'TS 
policy.  For  $40  to  $200 
a  year,  it  should  cover 
$5,000  to  $10,000  in 
office  equipment  from 
theft  and  should  pro- 
tect you  on  the  liability 
side  if  the  FedEx  man 
slips  and  sues.  (But 
plans  vary,  so  check 
with  your  agent  and 
read  the  fine  print.)  If 
you  hold  regular  busi- 
ness meetings  at  your 

home,  or  if  you're  in-      | 

corporated  and  your 

policy  doesn't  allow  endorsements  for  corporations,  you'll  prob- 
ably need  a  separate  business  policy,  at  a  cost  of  $300  to  $400  a 
year.  Some  types  of  home-based  businesses  always  need  separate 
coverage,  e.g.,  photography  studios,  day  care  providers. 

Whether  incorporated  or  not,  if  you're  an  architect,  engineer 
or  one  of  dozens  of  other  professionals,  you  really  should  buy 
errors  and  omissions  insurance.  For  an  architect,  $1  million  in  cov- 
erage (a  common  amount  sold)  starts  at  $1,500  a  year. 

Think  you're  not  at  risk?  Try  thinking  as  creatively  as  the 


Form  a  corporate  entity  if  you  are  taking  on         | 
partners  or  investors. 

Buy  a  business  "endorsement"  or  a  separate 
policy  if  you  use  your  home  for  business. 

Don't  rush  to  incorporate  just  because  you  are 
becoming  self-employed. 

Don't  get  stuck  paying  self-employment  taxes^"   ' 
on  what's  really  investment  income. 


plaintiffs' bar.  Barry  and  Jennifer  Gribbon,  of  Los  Angeles, 

formed  Homerun  Entertainment  after  he  was  laid  off  last  year      under  the  IRS'  "check  the  box"  rules,  although  that  solutio  j 


should,  however,  shield  you  and  your  investors  from  normal  busi 
ness  debts  should  your  business  go  bankrupt — unless  you  per^ 
sonaUy  guaranteed  them. 

If  you  own  multiple  pieces  of  real  estate,  keep  each  in  a  sep 
arate  LLC,  advises  Andrew  J.  Sherman,  a  Washington,  D.C.  lawyei 
and  author  of  The-Complete  Guide  to  Running  and  Growing  Yom 
Business.  That  way,  he  says,  if  something  falls  on  a  kid's  head  ir 
a  store  you  have  leased  to  a  toy  retailer,  your  other  properties 
won't  be  at  risk. 
TAXING  MATTERS 
C  corporations  have  a  big  tax  disadvantage:  Their  profits  an 
taxed  at  the  corporate  level  and  again  if  and  when  they  are  dis 
tributed.  Yet  a  C  can  still  make  tax  sense  if  its  profits  are  likel] 
to  be  modest  and  you  want  to  retain  profits  in  the  business.  / 
corporation's  first  $50,000  in  annual  profit  is  tax  free  and  tht 
next  $25,000  is  taxed  at  just  a  15%  rate.  But:  If  yours  is  a  "per 
sonal  service  corporation" — meaning  the  cor 
poration's  main  output  is  your  own  worl 
effort,  for  instance  as  consultant  or  pe 
groomer — then  all  your  profits  are  taxed  at ; 
flat  35%  corporate  rate  and  you'll  usually  d( 
better  with  a  passthrough.  State  taxes  migh, 
influence  which  passthrough  you  use.  Califor 
nia  levies  an  $800  a  year  minimum  tax  on  a) 
LLCs,  C  and  S  corporations,  regardless  of  theii 
profitability,  but  not  on  L.P.s. 

Another  issue  is  payroll  taxes.  The  self-emi 
ployed  pay  a  12.4%  Social  Security  tax  on  th' 
first  $84,900  of  earnings  for  2002  ($87,000  fo^ 
2003)  and  a  2.9%  Medicare  tax  on  all  earning!] 
(Note:  If  you  have  paid  the  Social  Security  max 

\      imum  at  a  day  job,  you  don't  have  to  pay  it  agaiit 

onyour  self-employment  income.)  ij 

Caution:  While  LLCs  are  popular  these  days,  it  is  unclea([-, 
under  current  law  whether  owners  are  liable  for  the  self 
employment  tax  on  all  their  earnings,  or  on  just  the  salar 
they  take  out.  You  can  avoid  this  problem  in  two  ways.  One  i  " 
to  create  an  S  corp  subsidiary  under  the  LLC.  Say  you  have 
medical  practice  and  own  the  building  housing  your  offia 
Stick  the  building  in  the  S  corporation  and  pay  it  rent.  Th 
net  earnings  of  the  subsidiary  are  profits  and  not  salary  an 
won't  get  hit  with  the  extra  2.9%  tax.  The  other  solution  is  t 
elect  to  have  your  LLC  taxed  as  an  S  corp,  which  is  allowe 


as  a  vice  president  of  Scripps  Productions.  They  produce  Food 
Finds  for  the  Food  Network  and  carry  $1  million  in  E&O  insur- 
ance per  project.  Muses  Barry:  "We  have  no  way  to  guarantee 
that  guests  on  t!v  ^hf^w  arc  telling  the  truth.  If  some  chef  says  to 
add  a  given  ainu  ...;  ..i  sail  and  it  turns  out  to  be  a  lethal  dose  for 


can  create  its  own  complications. 


Regardless,  if  you  have  capital  invested  in  your  business,  you 
need  some  sort  of  entity  to  avoid  being  unfairly  nicked  for  thi  ^,\ 
2.9%  Medicare  tax  on  every  penny  you  earn.  After  all,  some  ( "  • 
what  you  earn  is  return  on  investment.  Daniel  Marshall,  30,  wli  ^ 


someone  watching  the  show,  I'm  covered  if  the  network  gets      started  Blue  Ideas,  an  Indianapolis  accessories  maker  for  hanif* 


sued  and  says  it's  our  fault.' 

Note  that  while  a  limited  p.iiincrship  or  a  limited  liability 
company  theoretically  limits  personal  luil  lity  fur  ihose  who  form 
it,  there's  less  protection  if  you  perform  day-to-da-.  operations  or 
make  decisions  for  the  business.  So  get  insur  i     e.  An  entity 


held  PCs,  in  2001,  has  poured  $20,000  in  savings  and  $40,000 
borrowed  money  into  the  business.  He  figures  his  S  corp  sav  j 
him  about  $2,000  a  year  in  taxes,  even  after  the  extra  accountil 
costs  are  figured  in.  Just  don't  be  greedy.  Pay  yourself  a  reasonab 
salary,  as  Marshall  does. 


ii 
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American  Traditions 


ne  things  are  best  when  they  have  a  numerous  market  rotations.  This  perspective  allows  them  to 

^rise  inside.   Not  your  investments.  keep  our  funds  on  course  for  the  long  term.  To  learn  more, 


please  call  your  advisor  or  visit  us  at  americancentury.com. 


you  choose  a  value  fund,  you  expect  it  to  perform  like 
le  fund.  Which  is  why  our  funds  are  managed  to  ensure 
consistency.  They  let  you  build  a  balanced  portfolio 
confidence.  Our  seasoned  managers  have  been  through 


You'll  find  the  way  we 


manage  our  value  funds 


says  a  lot  about  our 


values  as  a  company. 


Overall  Morningstar  Ratings" 


Equity  Income 
Large  Company  Value 
Tax-Managed  Value 


•  •••• 

•  •••• 

•  •••• 


Morningstar  Ratings'  as  of  9/30/02.  Large  Compani/  Value  and  Tax-Managed  Value  Funds  rated  for  the  overall  period  among  631  Large  Value  funds. 
'ncome  Fund  rated  fir  the  overall  period  among  188  Mid-Cap  Value  fimds.  Past  performance  is  no  guarantee  of  future  results. 

'ent  returns  and  principal  values  may  fluctuate  and  redemption  value  may  be  more  or  less  than  original  cost. 

Morningstar  Ratings  are  based  on  relative  performance,  it  is  possible  for  highly  rated  funds  to  have  negative  returns.  For  current  information, 
an  us  or  visit  our  Web  site. 

fund  imth  at  least  a  3-year  history,  Morningstar  calailates  a  Morningstar  Rating'based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts 
'tions  in  aftmd's  monthly  performance  (including  the  effects  of  sales  cimrges,  loads  and  redemption  fees),  placing  more  emphasis  on  dowmuard  variatbns 
arding  consistent  performance.  Vie  top  10%  of  funds  in  each  categoni  receive  5  stars,  tlie  next  22.5%  receive  4  stars,  the  iwxt  35%  receive  3  stars,  the  next 
eceive  2  stars  and  the  bottom  10%  receive  1  star  (Each  sliare  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may 
g/if  variations  in  tlie  distribution  percentages.)  Vie  Overall  Morningstar  Rating  for  a  fund  is  derived  from  a  weighted  average  of  the  performance  figures 
•d  with  its  3;  5-  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  Vie  funds  had  tlKfollozving  ratings  for  the  3-,  5- and  10-year  periods,  respectively, 
ympany  Value  5,  NA,  NA;  Tax-Managed  Value  5,  NA,  NA  out  of  631  U.S.-domiciled  Large  Value  funds:  Equity  Income  4, 5,  NA  out  of  188  and  128  U.S.- 
d  Mid-Cap  Value  funds.  Morningstar  Rating  is  for  tlie  investor  share  class  only;  other  classes  may  have  different  performance  characteristics. 

3ii/  1-877-44-AAICEN  for  a  prospectus  with  more  complete  information,  including  charges,  expenses  and  minimiims.  Be  sure  to  read  it 
y  before  you  invest  or  send  money. 

IR  JACK,  SAILOR  JACK  AND  BINGO,  and  the  SAILOR  JACK  and  BINGO  characters  are  trademarks  ofRecot,  Inc.  ©2002  Recot.  Inc. 
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You  can  get  rich  owning  a  restaurant  franchise,  if  you  know  what  you're  doing.  Too  many  ne\ 
franchisees  don't  have  a  clue.  BY  GHANA  R.  SCHOENBERGER 

of  Philadelphia. 

You  can  make  a  for- 
tune on  a  chain  restau- 
rant. Early  McDonald'; 
franchisees  became  mil- 
lionaires. O.  Gene  Bick 
nell  founded  his  Pizz; 
Hut  franchise,  NP( 
International,  in  196; 
and  took  it  public  ii 
1984.  Last  year  Bicknei 
bought  back  the  35%  h 
didn't  already  own  fo 
$90  million.  The  fran 
chise  now  operates  80 
Pizza  Huts. 

Or  you  could  win 

up  with  next  to  nothin 

for  a  long  workweel 

The  $300  billion  food 

service  franchise  bus: 

ness  has  saturated  tbij 

landscape  and  is  no 

resorting  to  price  wai 

to  keep  the  customei 

coming.    McDonald' 

Wendy's    and    Burgi 

"^  '  King  (which  parent  Di 

geo  wants  to  unload)  are  bludgeonuig  one  another  with  eve 

cheaper  offerings  as  health-oriented  upstarts  like  SaladWor) 

and  Panera  Bread  nip  at  their  heels. 

High  franchisee  debt  has  made  matters  worse  for  fast-foe 
entrepreneurs,  says  Nancy  Smith,  Denver-based  cohead  of  tl 
franchise  practice  at  law  firm  Dorsey  &  WTiitney.  That's  one  re 
son  that  even  McDonald's  outlets  get  into  trouble.  Each  mon 
20  of  the  burger  giant's  3,000  U.S.  franchisees  now  sell  th( 
rights  back  to  the  company  under  financial  stress,  says  Richa 
Adams,  head  of  the  unofficial  coalition  of  McDonald's  fra 
chisees,  the  Owner-Operator  Consortium.  That's  240  per  ye 
(McDonald's  counters  that  it  has  lost  just  90  franchisees 


Two  things  enticed  Edward  Puskaritz  into  becoming  a 
Subway  franchisee:  the  chance  to  work  for  himself  and 
the  chance  to  make  a  lot  of  money  Well,  at  least  he  got  to 
work  for  himself 

A  trained  accountant  skilled  in  reading  the  tine  print, 
Puskaritz,  now  48,  is  cursing  himself  for  signing  the  sandwich 
chain's  restrictive  franchisc'agreements.  Those  documents 
allowed  Subway  to  lease  him  .i  mall  store  with  expensive  com- 
mon charges,  open  other  outlets  near  his  location  and  avoid 
standing  up  for  him  ,;•■■• '-  '  •  ]\nvd.  "If  I  could  only  have 
done  things  diftcrr  .skaritz,  -a  ho  has  sunk 

$300,000  over  1 1  years  irto  three  struggling  Subways  north 
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WASN'T    LONG    AGO   THAT 


:reativity 


THE  SUPPLY  CHAIN 

1ANAGEMENT 

■DUSTRY 


Supply  chain  management  companies  aren't 
known  tor  stepping  too  far  outside  ttie  box. 
But  at  IVIenIo  Worldwide,  we  put  as  much 
emphasis  on  innovation  as  on  reach  and 
reliability.  By  combining  the  most  inventive 
minds  in  the  business  with  leading  technology, 
global  capabilities  and  operational  excellence, 
we're  helping  companies  find  more  intelligent 
ways  to  source  supplies,  manage  inventories 
and  distribute  products  around  the  world. 
We  call  it  perpetual  innovation:  continually 
creating  new-and  often  unique-opportunities 
to  generate  value  from  our  customers'  supply 
chains.  It  leads  to  things  like  better  visibility, 
decreased  cycle  times  and  lower  overall 
cost.  Find  out  what  a  little  creativity  can 
lead  to  for  you.  Visit  menloworldwide.com. 


ANT   MIXING   TWO   KINDS   OF 


OWERS   IN   THE   LOBBY  VASE 


MENLO 

WORLDWIDE 


FORWARDING      •      LOGISTICS      •      VECTOR    SC 


EXPEDITE!      •     TECHNOLOGIES      •     TRADE    SERVICES 
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er  earnmf 
'Othing  for 


^ears,  a  new 
ranchisee 
night  make 
ust  $35,000; 
o  $50,000. 


2002,  many  for  innocuous  reasons  like  retirement.)  Cold  com- 
fort for  anxious  franchisees:  While  30%  of  all  restaurants  fail 
within  the  first  year,  just  8%  of  brand-name  franchise  locations 
go  under,  says  Christopher  Muller,  associate  professor  of  restau- 
rant management  at  the  University  of  Central  Florida  who 
studies  franchises. 

Whataburger,  a  Corpus  Christi,  Tex.-based  chain  that  sells 
$2.10  burgers,  has  gone  through  two  sets  of  franchisees  since 
1996  for  its  three  dozen  Arizona  restaurants.  Businessmen  Paul 
Thomas  and  Paul  Cohen  bailed  out  after  two  painful  years, 
blaming  the  rapidly  rising  prices  of  labor,  electricity,  TV  ads 
and  land.  Timothy  Taft,  president  and  chief  operating  officer 
of  Whataburger,  thinks  Thomas  and  Cohen's  weakness  lay 
in  underbudgeting  for  labor  and  repairs. 

The  second  group,  called  Sun 
Restaurant  Group,  bought  out  the 
partners  and  then  blew  money  on  a 
marketing  gimmick,  spending 
$80,000  on  an  old  city  bus,  which 
they  had  wrapped  in  Whataburger 
logos.  This  bunch  filed  for  Chapter 
11  in  June  2001,  and  the  chain 
bought  the  restaurants  back. 

If  the  perilous  life  of  a  food 
franchisee  seems  right  for  you,  here 
are  a  few  pointers. 

Get  ready  to  work  hard.  A  new 
franchisee  usually  takes  two  years 
to  earn  any  money.  Then  he  might  make  just  $35,000  to  $50,000 
yearly,  says  Donald  Boroian,  chairman  of  franchising  consul- 
tants Francorp  in  Olympia  Fields,  lU.  That's  why  owning  multi- 
ple restaurants  makes  sense. 

Cynthia  Booth,  a  former  banker,  has  bought  three  McDon- 
ald's in  Cincinnati  since  2000  and  works  60-hour  weeks,  super- 
vising 170  employees.  Her  restaurants  pull  in  annual  sales  of 
$1.7  million  per  unit  and  net  her  $150,000  in  profits  each,  just 
above  the  chain's  average. 

Allow  for  heavy  costs.  McDonald's  is  always  suggesting  Booth 
dip  into  earnings  for  capital  improvements,  like  the  recent 
$7,000  to  revamp  an  outdoor  playground. 

Starmp  costs  can  vary  widely,  from  $6  million  for  a  Planet  Hol- 
lywood in  Athens,  Greece,  to  a  mere  $5,000  for  a  Chick-Fil-A 
chicken-patty  shop  in  Athens,  Ga.  A  Subway  sandwich  outlet  ends 
up  costing  most  franchisees  around  $200,000  for  frirniture,  fixtures 
and  kitchen  equipment,  which  is  fairly  typical  for  the  industry 

You  also  can  expect  to  tithe  8%  to  10%  of  sales  annually, 
partly  for  royalties  to  the  company,  partly  for  local  and 
national  ads. 

Check  out  the  disclosure  documents,  i  he  company's  franchise 
offering  circular  is  kept  on  file  in  23  states,  usuaUy  in  the  secre- 
•^ary  of  state's  office.  Federal  law  requires  all  franchisers  to  give  a 
)py  to  each  prospective  franchisee  at  the  first  face-to-face  meet- 
ing. The  filing  details  the  company's  financial  situation,  sets  out 
li  nchisees'  obligations  and  often  tells  how  much  moiioy  they 
cj:i  expect  to  make. 


Even  better,  the  filing  lists  aU  the  company's  current  fran- 
chisees, meaning  you  can  call  them  for  the  real  skinny.  Ask  if  the 
franchisees  are  getting  adequate  marketing  and  operational  sup- 
port from  headquarters  and  if  they're  making  money. 

Scrutinize  the  rules.  Although  the  boilerplate  contract  witlji 
franchisees  isn't  usually  subject  to  negotiation,  you  can  boost 
your  leverage  by  purchasing  multiple  units.  Often  the  contract 
requires  franchisees  to  buy  their  supphes  from  a  particular  ven- 
dor, especially  if  the  food's  renown  is  built  on  a  special  sauce. 
Aside  from  the  clauses  requiring  capital  improvements,  there  are 
usually  mandatory  investments  in  centrally  planned  technolog\ 
like  new  cash  registers  or  database  software. 

A  franchisee-friendly  refurbishment  clause,  however,  shoulc 
include  a  cap  on  the  amount  each  owner  must  pay,  or  stipulatt 
that  the  owner  won't  be  forced  to  renovate  until  a  cer- 
tain percentage  of  the  system  has  already  done  so. 

Expect  that  fights  will  be  costly.  In  addition  to  a  stan 
dard  noncompete  clause,  the  contract  usually  details  hov 
the  company  and  the  franchisee  will  resolve  disputes 
including  clashes  over  performance  targets  like  numbe 
of  hours  the  restaurant  is  open  or  the  level  of  employ© 
training.  Franchisees  are  often  better  served  with  arbitra 
tion  than  Utigation,  which  can  take  longer  and  cost  more 
But  many  contracts  require  conflicts  to  be  arbitrated  i] 
the  franchise  company's  home  state,  a  cost-sink  for  ai 
out-of-town  franchisee.  That's  why  Puskaritz  has  neve 
taken  Milford,  Conn.-based  Subway  to  arbitration,  as  hi 
agreement  allows;  he  says  he  can't  afford  to  hole  up  i) 
Connecticut  during  the  process. 

Litigation  doesn't  always  help  the  franchisee.  In  Housto: 
three  state  district  court  cases  accuse  ice-cream  chain  Marb 
Slab  Creamery  of  misrepresenting  its  results  in  its  franchis 
offering  documents.  Two  cases  are  pending,  and  in  Januar 
Marble  Slab  won  the  third,  which  is  on  appeal.  One  of  th 
unsuccessfiil  plaintiffs  is  Dan  S.  Collins,  who  owned  four  ic< 
cream  shops  in  the  Baton  Rouge,  La.  area  with  an  investc 
group.  Collins  says  he  and  his  partners  lost  at  least  $  1  million  o 
their  franchises.  But  a  jury  bought  Marble  Slab's  argument  thi 
they  were  poor  operators  who  didn't  do  basic  things  like  keep 
balanced  checkbook. 

Identify  ttie  fire  exit.  Quitting  a  franchise  business  is  moi 
complicated  than  quitting  one  whose  name  you  owm.  Usual 
the  franchise  company  has  the  right  to  approve  buyers  of  exis 
ing  restaurants,  or  to  buy  back  the  location.  That  may  crinc 
your  ability  to  get  a  good  sale  price. 

Still,  you  can  often  pass  on  a  franchise  to  the  next  gener 
tion,  although  some  training  of  the  young  is  required,  j 
McDonald's  even  prospective  franchisees  who  grew  up  behii 
the  counter  must  graduate  from  Hamburger  U.  That's  how  fo 
mer  AT&T  salesman  James  Lewis,  44,  got  into  the  business.  I 
began  working  at  his  uncle's  New  York  City  McDonald's  in  191 
and  gradually  bought  him  out,  assembling  an  empire  of  eig 
Manhattan  golden-arched  restaurants  and  500  employees.  Lev 
is  fostering  his  own  following  as  well:  Five  employees  have  go 
on  to  own  their  own  McDonald's. 
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TOWN  &  COUNTRY 

Elevate  the  art  of  the  piggyback  with  seating  for  seven, 
the  industry's  only  remote  power  dual  sliding  doors  and 
liftgate*  and  Three-Zone  Automatic  Temperature  Control 
System.  For  more,  1.800. CHRYSLER  or  visit  chrysler.com. 


ble  on  select  Town  &  Country  models. 
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We're  still  a  long  way  from  getting  straight  talk  from  companies  on  their  profits.  The  gaps  between  companies' 
net  income  and  their  own  version  of  earnings  are  worse  than  you  thought.  BY  ELIZABETH  MACDONALD 


'\ 


If  you  were  an  executive  at  VeriSign,  the  leading  seller  of  Web 
addresses,  which  quarterly  earnings  number  would  you  prefer: 
negative  $4.8  bOlion  or  positive  $50  million?  The  huge  loss,  for 
2002's  second  quarter  ending  June  30,  is  a  standard  net  income 
figure.  The  profit  is  a  "pro  forma"  number,  which  means  throw- 
ing out  the  bad  stuff. 

Pro  forma  earnings  are  oxygen  to  unhealthy  companies. 


especially  tech  ones.  Typically,  pro  forma  fanciers  argue  that  thei 
more  pleasant  number  better  reflects  the  ongoing  business  while  ► 
the  ugly  number  only  rakes  over  the  dead  past.  Under  generally 
accepted  accounting  principles,  a  large  chunk  ($4.6  billion)  i 
the  Verisign  loss  is  a  noncash  writedown  of  goodwill  and  intan 
gible  assets,  reflecting  now-soured  acquisitions  made  in  tht 
good  times.  The  remaining  red  ink  is  related  to  other  night 

mares  from  the  dot-con 


For  these  companies,  pro  forma  adjustments  make  for  a  huge  swing  in  (un)profitability. 


Company/business 

VeriSign/digital  certificate  services 

UAL/airline 

GlobespanVirata/semiconductors 

Solectron^/electronics 

Aquila^/electric  utillt'/,  gas  distributor 

McDormott  InlernatinnaP/oilfieln  services 

Quanta  Services/telecom  services 

Avaya/networking  proriijcts 

Sapient/software 

Palm/hardware 


j>< 


Recent 
price 

$7.42 
2.34 
2.55 
2.20 
4.15 
3.39 
2.81 
1.55 
1.25 

11.40 


NET  INCOME^ 


GAAP 

($mil) 

-$4,803 
-889 
-552 
-2.647 
-810 
-234 
-177 
-534 
-140 
-259 


pro  forma 
($mil) 

$50 

-503 

-11 

-33 

49 

-10 

2 

-67 

-21 

-36 


DIFFERENCE  BETWEEN 
CMP  AND  PRB  FORMA 

as  %  of 
market  cap 

276% 


($mil) 
$4,853 
386 
541 
2,614 
859 
224 
179 
467 
119 
223 


249 

149 

144 

115 

104 

92 

83 

78 

68 


'Lat*«t  quarter  reported  on  o  l-*:'  ■  '  Oct.  23  -GAAP  net  income  results  noted  first  in  earnings  releases.  Source:  Multex. 


Market  cap 
($mil) 

$1,756 

155 

362 

1,812 

748 

215 

195 

561 

153 

330 


bust,  like  employee  severance 
and  contract  terminations. 

Trouble  is,  all  those  nici 
plans  that  went  wrong  wen 
not  illusions.  If  VeriSigi 
launches  a  venture  that- 
wonder  of  wonders — is  prof 
itable,  the  company  wouK 
surely  want  us  to  count  thi> 
So  why  ignore  a  figure  cap 
turing  Verisign's  substantia 
distress,  which  will  continu 
to  affect  the  company?  A 
Fredric  E.  Russell,  a  Tuls 
money  manager,  sees  the  sii 
uation:  "'Pro  forma'  by  def 
nition  suggests  that  th 
expense  won't  happen  agaii 
which  isn't  true." 


■ 
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Charges  are  a  chronic  condition  at  VeriSign.  In  the  third 
larter  N'eriSign's  G.\,\P  loss  had  shrunk  to  a  still-substantial  $80 
illion,  yet  it  became  a  tidy  $44  million  pro  forma  gain — cour- 
sy  of  ignoring  ever  more  intangible  charges  and  restructuring 
•sts.  A  review  of  X'eriSign  earnings  releases  back  through  2000 
ows  a  similar  use  of  pro  forma  alchemy. 

Despite  all  the  proposals  to  make  accounting  more  transpar- 
it,  pro  forma  obfuscations  are  as  bad  as  ever — and  cover  a 
ocking  number  of  public  companies,  according  to  data  com- 
led  by  Multex,  a  New  York  financial  research  company.  Jaroslaw 
;arzast\',  the  global  estimates  manager  at  Multex,  says  half  of  the 
iblicly  traded  companies 
the  U.S.  are  either  losing 
oney  or  breaking  e%'en  on 
trailing  12-month  G.\AP 
mings  basis.  Nevertheless, 
stunning  81%  of  these 
ofit-challenged  compa- 
es  put  themselves  in  the 
ack  using  pro  forma  cal- 
Jations.  The  year  before  it 
IS  72%. 

Pro  forma  first  came  in 
igue  in  the  merger-mad 
80s,  as  it  was  used  to  help 
vestors  see  what  the  new 
mbination  would  have 
jked  like  financially  had  it 
en  a  single  entity  for  the 
evious  year  or  so.  Then,  as 
iprofitable  tech  outfits 
ught  the  popular  imagi- 
tion,  creative  minds 
gan  monkeying  with  pro 
rma  to  show  how  won- 
rful  the  cool  upstarts  were 
thout  all  that  distracting 
iff  like  acquisition  and 
structuring  expenses.  In 
86  3nd  1987  just  18%  of 
rnings  announcements 
jntioned  pro  forma 
.ults,  according  to  a  study 

earnings  releases  from 
0  companies  by  Harvard  Business  School's  Mark  T.  Bradshaw 
d  University  of  Michigan's  Richard  G.  Sloan.  But  in  1998  and 
99,  they  found,  pro  forma  earnings  had  crept  into  72%. 

We've  assembled  a  rogue's  gallery  of  companies  where  pro 
■ma  adjustments  are  significant  in  relation  to  the  company's 
irket  value  (see  table).  For  VeriSign  and  United  Airlines  parent 
L,  the  difference  between  GAAP  profit  and  pro  forma  profit 
s  nearly  triple  the  market  capitalization. 

In  their  campaign  to  discredit  GAAP,  the  pro  forma  compa- 
ss have  almost  completely  won  over  the  analysts  on  Wall 

eet.  Look  at  the  earnings  forecasts  from  Thomson  First  Call, 


the  authoritative  database  of  analyst  reports.  Since  writedowns 
are  supposed  to  be  sudden  and  unpredictable,  the  analysts  make 
no  effort  to  forecast  them.  So  they  gravitate  naturally  to  pro 
forma  numbers  that  exclude  writedowns. 

Pro  forma  numbers  move  stock  prices  more  than  GAAP  ones, 
says  a  study  of  25,000  earnings  reports  from  1989  through  1997 
by  two  accounting  professors,  Georgia  State's  Lawrence  D.  Brown 
and  Boston  University's  Kumar  N.  Sivakumar.  And  this  continues 
even  unto  this  day  of  supposed  financial  puritanism.  VeriSign's 
21 -cent  second-quarter  earnings  per  share  and  its  19-cent  third 
quarter  won  The  Street's  accolades.  The  numbers  give  VeriSign 

an  apparent  trailing 
price/earnings  multiple  of 
12.  By  GAAP  standards, 
there  is  no  P/E  because  the 
earnings  are  negative. 

VeriSign  believes  we  are 
overlooking  its  inherent 
strengths.  A  company 
spokesman  says  it  "has 
been  consistently  banking 
cash  every  quarter."  And  in 
the  third  quarter,  he  points 
out,  cash  increased  to  $327 
million.  That  is  true:  Cash 
was  just  $282  million  at 
midyear.  But  last  Dec.  31 
cash  was  higher  than  now, 
$727  million. 

Verisign  has  its 
defenders.  Steven  M.  Ash- 
ley of  the  investment  firm 
Robert  W.  Baird  in  Mil- 
waukee rates  the  stock  an 
"outperform,"  contending 
that  "fears  of  deteriorating 
fundamentals  and/or 
accounting  shenanigans 
are  unfounded."  And  to  be 
sure,  net  wipeout  or  no, 
Verisign  has  been  increas- 
ing revenue,  up  35%,  to 
$947  million  this  year 
through  Sept.  30,  versus 
the  same  period  a  year  ago. 

But  the  revenue  may  not  be  as  good  as  it  looks.  From  200 1 
through  2002 's  first  quarter  VeriSign  pumped  up  revenues  by 
$1 19.5  million  via  barter  and  roundtrip  revenue  deals,  where  it 
swapped  software  licenses  for  goods  and  services  or  booked  sales 
from  companies  it  had  invested  in.  That's  9%  of  its  sales  for  the 
period.  (It  reported  no  such  round  deals  for  the  second  and 
third  quarters.)  VeriSign  confirms  the  numbers,  but  argues  the 
moves  are  kosher.  F 


Research  by  William  Heuslein. 
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Age  can  turn  a  man  bearish.  For 
the  greater  part  of  the  past 
half-century  Wall  Street  finan- 
cier Leon  Levy  has  been  an  optimist. 
Levy  believed  that  the  U.S.  economy 
would,  through  a  succession  of  busi- 
ness cycles,  reignite  and  spark  the 
higher  profits  that  are  the  ftiel  of  rising 
share  prices. 

Today,  at  77,  worn  but  wealthy  and 
still  active  as  an  investor,  he  is  more 
pessimistic  about  the  U.S.  economy 
and  stock  market  than  ever  before  in 
his  adult  life.  "The  outlook  for  profits 
is  disappointing,"  Levy  says.  "It's  very 
hard  to  tell  how  bad  the  economy  will 
be.  Still  I  feel  it  will  be  worse  than  any 
time  since  World  War  II." 

Don't  dismiss  Levy  as  a  stopped- 
clock  bear  who  stumbled  onto  the 
right  side  of  the  ticker  tape  only  since 
March  2000.  He  amassed  a  fortune  of 
$750  million,  currently  ranking  him 
313  on  The  Forbes  400,  by  making 
bets  on  the  long  side.  He  helped  build 
Oppenheimer  &  Co.  into  a  successful 
securities  firm  and  created  the  Oppen- 
heimer Group  of  mutual  funds  (cur- 
rent assets  of  $125  billion).  After 
selling  Oppenheimer  to  the  U.K.'s 
Mercantile  House  for  $162  million  in 
1982,  Levy  multiplied  his  fortune  as  a 
founding  partner  of  Odyssey  Partners, 
a  private  investment  partnership. 

Levy's  newfound  bearishness  is 
the  result  of  lessons  learned  as  a 
young  man  from  his  economist 
father,  Jerome  Levy.  Levy  senior  used 
basic  economic  statistics  to  predict  the  direction  of  the  stock 
market.  "Look  carefully  at  the  economy,  and  you  will  see  that 
the  main  props  for  growing  profits  are  not  going  to  be  here," 
Levy  junior  says. 

Those  missing  struts  are  the  hundreds  of  billions  of  dollars 
represented  by  the  drop  in  business  investment  and  the  trade 


deficit.  Levy  also  worries  deeply  about  the  utter  lack  of  short 
ages  of  consumer  goods  and  the  degree  to  which  the  consume 
is  in  debt. 

Take  capital  expenditures  first.  From  a  peak  of  $1.34  trillioi 
(annualized  rate)  in  August  2000,  corporate  spending  on  nev 
plant  and  equipment  had  shriveled  by  11. 9%  to  $1.18  trillion  b 


If  power  is  destined  to  shift  to  Asia,  do  you  want  most  of  your  wealth  in  U.S.  equities?  BY  ROBERT  LENZNEF 
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The  new  IBM  @server  BladeCenteK"  Now  you  can  remotely  deploy  new  servers  in 
minutes  rather  than  hours  or  days'  Inside  the  new  BladeCenter,  individual  blade  servers 
can  be  hot-swapped  in  and  out  of  a  single  chassis^  And  because  BladeCenter 
uses  Intel®  Xeon™  processor-based  blades,  you  get  flexibility  without  sacrificing  the 
performance  you  need  for  your  data  center.  The  result  is  an  incredibly  dynamic  systems 
environment,  one  that  lets  you  easily  manage  and  integrate  your  storage,  network  and 
applications.  You  can  scale  out  to  add  capacity  reconfigure  on  the  fly  and  create  an 
infrastructure  with  no  single  point  of  failure.  To  get  an  interactive  demo  on  BladeCenter,  or 
for  special  financing  information,  visit  ibm.com/eserver/bladecenter  or  call  1 800  426-7777 
and  mention  priority  code  102AX004.  (e)^s)^ws  h  iht<^.  M^tS/Z/J/." 
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Tier  experience  will  vary  depending  upon  configuralion  and  other  (actors.  'Blade  servers  for  BladeCenter  ariJSoW separately  IBM.  the  e-business  logo.  eServer,  BladeCenter  and 
CSS  IS  the  game  Play  to  win  are  trademarks  or  registered  trademarks  oi  International  Business  Machines  Corporation  in  the  United  Slates  and/or  other  countries.  Intel,  line  Intel  Inside;  logo 
)n  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  Slates  and  other  countries.pther  company  product  and  service  names  may  be  trademarks  oi 
marks  of  others.  ©  2002  IBM  Corporation.  All  rights  reserved  I 
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last  May.  "It  means  less  money  invested  in  building  factories  and 
other  commercial  enterprises  that  will  pass  through  to  other 
companies  and  the  consumer  and  be  translated  into  profits," 
Levy  says.  It  foreshadows,  he  adds,  weaker  profits  for  companies 
in  the  years  to  come. 

Levy  also  views  the  U.S.'  record  current  account  deficit — 
$520  billion  on  an  annualized  basis  in  the  second  quarter — as 
an  inevitable  drag  on  U.S.  companies'  profits.  The  largest  chunk 
of  this  deficit  is  in  trade  in  goods  and  services,  at  $1 10.6  billion 
for  the  quarter,  up  from  $88.9  billion  the  same  quarter  a  year 
earlier.  Another  piece  of  the  deficit  has  to  do  with  the  fact  that 
the  U.S.  pays  more  to  foreigners  in  profits,  royalties  and  interest 
than  we  receive  fi-om  them.  In  other  words,  a  growing  ft^action  of 
the  returns  to  capital  is  going  to  foreign  suppliers  of  capital  and 
not  to  the  bottom  line  of  U.S.  companies.  (The  last  item  in  the 
current  account  has  to  do  with  government  spending.) 

To  be  sure,  trade — and  foreign  investment  in  U.S.  facto- 
ries— makes  U.S.  consumers  better  off.  You  benefit  when 


Wall  Street  eminence  Leon  Levy  likes  these  companies'  prospects  for 
their  value  or  their  proximity  to  hot  growth  spots  in  the  East. 


PHICE 

Company/business 
Caremark/drugs  via  mail  order 
Hurricane  Hydrocarbon/natural  gas 
Kookmin  BankVbanking 
Loews  Corp.  Carolina  Group/tobacco 
Pacific  Corp./cosmetics 
Surgutneftegas/natural  gas 

Stock  prices  as  of  Nov.  5.  'Trades  as  American  Depositary  Receipts. 
Source:  Multex  via  FactSet  Research  Systems. 

Honda  offers  terrific  cars  at  low  prices,  even  if  you  end  up  in 
a  Chevrolet  priced  to  compete  with  an  Accord.  But  the  pres- 
ence of  Honda  is  bad  news  either  way  for  your  General  Motors 
dividends. 

Third,  and  here  Levy  cannot  be  too  emphatic:  "Nothing  is  in 
short  supply.  I  keep  asking  that  question  of  everyone.  And  they 
have  no  answers."  He  rattles  off  consumer  products  in  excess — 
"autos,  fiber  optic  cable,  computers,  cell  phones,  trucks,  air- 
planes, steel,  even  food." 

"It  won't  get  back  to  the  way  it  was,"  he  says  darkly  "If  noth- 
ing is  in  short  supply  then  how  can  profits  rise?"  More  supply 
than  demand  triggers  a  deflationary  spiral  of  lower  prices  and 
profits.  He  doesn't  see  a  replacement  source  of  higher  profits  on 
the  horizon  to  break  the  spiral.  "Where  is  the  compelling  force 
for  growing  profits?"  he  aski.  The  consumer  not  only  lacks  for 
nothing,  but  also  is  paying  down  debt  or  building  up  personal 
savings.  Wealth  is  shifting  from  corporate  savings  (i.e.,  profits 
after  taxes  and  dividends)  to  households,  he  emphasizes. 

Levy  predicts  that  all  ih.  factors  reducing  profits  \vill  pro- 
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of  the  last  recovery  a  decade  ago.  Corporate  profits  have  fallen 
from  a  peak  of  $613  billion  in  August  1997  to  $491  billion  by 
August  of  2001 — a  decline  of  20%,  despite  round  after  round  of 
fearsome  cost-cutting  by  U.S.  companies.  "It's  wishful  thinking 
to  predict  another  bull  market,"  says  Levy. 

For  all  these  reasons.  Levy  is  keeping  more  than  50%  of  his 
assets  in  Treasurys,  and  advises  using  any  rally  in  the  stock  mar-  li 
ket  to  unload  equities,  including  once-high-flying  tech  stocks  I 
that  have  fallen  like  lead.  Levy  is  short  the  Nasdaq  stock  index. 
Had  that  index  grown  by  the  historic  average  of  6%  since  1990, 
it  would  only  be  at  650  today.  Levy  notes  in  his  new  autobiogra- 
phy The  Mind  of  Wall  Street  (see  our  Web  site  for  a  review, 
www.forbes.com/levy). 

Reflecting  his  analysis  of  the  U.S.  balance  of  payments 
deficit.  Levy  owns  a  large  position  in  the  euro.  His  bet  is  the  dol- 
lar will  decline  against  the  European  currency  because  Europe's 
trade  balance  is  healthier  than  the  U.S.' 

Is  there  anything  to  buy?  Being  a  value  investor  in  the  Gra- 
ham and  Dodd  style.  Levy  would  like  to  own  shares 
of  a  company  whose  products  are  in  great  demand,  ■ 
but  only  if  that  company  is  selling  on  Wall  Street  at ; 
lower  than  replacement  value.  He  sees  few  likely  ° 
prospects.  He  recently  took  a  position  in  Loews 
Corp.  Carolina  Group,  the  spunoff  unit  of  Loews  ■; 
Corp.  that  produces  LoriUard  tobacco  products.  It  | 
controls  9%  of  the  cigarette  market  and  is  selling  I 
at  $19.30,  or  5.3  times  earnings. 

Levy  has  also  bought  into  Caremark  Rx, 
which  manages  employee  prescription  benefit  ■ 
plans  and  is  one  of  the  biggest  maQ-order  houses 
for  prescription  drugs.  Caremark  had  revenue  of 
$5  billion  for  the  nine  months  through  Septem- 
ber, and  is  selling  at  17  times  trailing  earnings. 
"Sooner  or  later  there  will  be  another  bull 
market,"  Levy  says.  But  it  won't  be  in  technology.  It  will  be  in 
some  other  area,  maybe  even  another  geographic  area,  like  Asia. 
"If  you  were  planning  to  build  a  factory  now,  where  would  be 
the  best  place?"  he  asks.  "South  Carolina?  Or  China,  India  or 
maybe  even  Russia?" 

"Economic  power  is  shifting  to  Asia,"  he  asserts.  That  could 
mean  the  U.S.  stock  market  is  not  the  place  to  invest  your  money 
for  some  time  to  come.  Through  a  hedge  fiand,  L-R  Global  Part- 
ners, Levy  owns  Kookmin  Bank,  the  South  Korean  bank  that  ii 
Asia's  17th  largest  ranked  by  assets  ($150  billion);  Hurricam 
Hydrocarbon,  a  Canadian  company  with  huge  energy  assets  ir 
Kazakhstan,  and  Pacific  Corp.,  the  largest  Korean  cosmetic  com- 
pany. He  directly  owns  a  piece  of  the  Russian  gas  compan\ 
Surgutneftegas. 

Levy  is  a  renowned  collector  of  Roman  and  Greek  antiqui 
ties.  We  ask  him  if  he  believes  that  the  U.S.  is  experiencing  a  sec 
ular  decline  like  that  experienced  two  millennia  ago  in  Romi 
and,  before  that,  in  Athens.  It  is,  he  says,  not  a  relevant  compar 
ison.  The  U.S.  economy  still  has  the  strength  to  recover.  But,  b 


long  the  bear  market.  The  ratio  of  household  debt  to  gross      adds,  "No  one  ever  stays  number  one  forever.  Not  Holland.  No 
domestic  product  stands  at  77%;  this  ratio  was  61%  at  the  onset  '  Spain.  Not  England.  That's  the  way  the  world  is."  ^ 
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Nextel  and  Kroger  are  among  the  pros'  favorites  in  our  annual  stock  picking  derby.  BY  ANDREW  T.  GILLIES! 


I 


So  what  went  wrong  in  2002?  For  the  bulls,  the  rebound  in 
technology  stocks  never  quite  showed  up  the  way  a  few  thought  it 
might.  Nor  did  one  analyst's  bullish  call  on  Enron  help  matters.  For. 
the  bears,  expectations  of  disaster  for  the  likes  of  Eastman  Kodak  i 
didn't  quite  happen. 

There  were  a  few  standouts.  The  star  buU:  Jean-Marie  Eveillard, 
a  fund  manager  with  First  Eagle  SoGen  Funds.  Eveillard  bet  on  Se- 
curity Capital,  a  holding  company  for  real  estate  investment  trusts. 
In  May  that  firm  was  acquired  by  GE  Capital.  The  deal  entitled 
Security  Capital  shareholders  to  cash  and  fractional  shares  of  Pro- 
Logis,  an  Aurora,  Co.-based  REIT.  Eveillard's  pick  was  up  41%  over, 
the  12  months  to  Oct.  31. 

For  2003  Eveillard  returns  with  Tyco  International,  maker  of 
things  ranging  from  electrical  components  to  security  systems — 


Mayti 

Our  intrepid  stock  pickers — seven  returning  and  ten  joining  up — try  their  hands  at  beating  the  market  for  the  coming  year 
Legg  Mason's  Richard  Cripps  is  the  hardiest  veteran,  with  four  years  in  the  contest. 


Let's  hope  misery  loves  company.  You  may  have  had  a  bad 
year  in  the  market,  but  the  contestants  in  our  annual  stock 
picking  contest  have  had  a  positively  rotten  one.  Our  buUs 
merely  tracked  the  market,  with  an  18%  loss  over  the  past  12 
months,  while  the  bears  saw  their  short-selling  picks  go  the  wrong 
way,  rising  17%. 

For  the  past  two  decades  we've  made  an  annual  ritual  out 
of  asking  a  few  brave  investment  professionals  to  go  on  the 
record  with  one  stock  to  own  or  to  short.  Twelve  offer  up  a 
buy,  five  a  short-selling  candidate.  Winners  get  a  return  invita- 
tion. During  the  previous  five  rounds,  the  bears  have  done  well 
on  the  whole,  averaging  a  return  23  points  worse  than  the  mar- 
ket. As  for  the  bulls  in  the  prior  five  years,  their  picks  have 
lagged  the  market  by  4  points. 


iraili 


Name/affiliation 

Richard  Cripps/Legg  Mason 

Anna  Dopkin/T.  Rowe  Price 

Philip  Dow/RBC  Dain  Rauscher 

Richard  Driehaus/Driehaus  Capital  Management 

Jean-Marie  Eveiliard/First  Eagle  SoGen  Funds 

Grace  Keeney  Fey/Frontier  Capital  Management 

Sandi  Gloasoti/Kayne  Anderson  Rudnick 

Joseph  Kalinnv'ski/Ehrenkrantz  King  Nussbaum 

Susan  Kalia/Friedman  Billings  Ramsey 

Christopher  Wolfe/JPMorgan  Private  Bank 

ThyraZeriiusen/ABN  AMRO  Funds 

Joseph  Zock/Capital  Management  Associates 

SH0RT-SIPLL£,RS 

Patrick  A.i.      ;■"■  /^"t.Managomsnt 

Patricia  Con jiiui        . . ,;,,  ,ii  ^.tujiiai  Pawners 

Frederick  Hickey/High  Ihch  Slrategisr 

Bernie  Schaeffer/Schaelfor'r,  (nvegti  uint  Rese;.. 

Martin  Weiner/Comstock  Partners 

Prices  as  of  Oct.  31.  Participants  or  their  fn ms  n,  • . 
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3 
3 
2 
1 
1 
1 
3 
1 

i 
1 
1 
1 

3 


Stock 

Smithfield  Foods 

Safeco 

Medtronic 

Nextel  Communications 

Tyco  International 

L-3  Communications 

Orthodontic  Ctrs  of  America 

Baxter  International 

AT&T 

Kroger 

Andrew  Corp. 

Cendant 


Starbucks 

Omnicom  Group 

Intel 

Pfizer 

KLA-Tencor 

Source-  FT  InferacfiVe  Data  via  FactSet  Research  Systems. 


Price 
$15.54 
35.56 
44.80 
11.28 
14.46 
47.00 

9.54 
25.02 
13.04 
14.80 

8.60 
11.50 

23.84 
57.63 

1730 
31.77 
35.61 


Buzz 

will  rise  with  commodity  prices    jf 
turnaround  story  continues 
defensive  and  historically  cheap  m 
Ebitda  up,  leverage  down 
valuable  individual  businesses 
defense/security  tech  is  timely 
oversold;  promising  market 
cheap;  good  results  could  surprise  ; 
will  pick  up  WorldCom  customersH 
a  steal  at  ten  times  trailing  profits 
nice  balance  sheet;  insider  buyinfl 
more  travel  as  economy  recovers 


3 


oversaturated  concept;  pricey 
unrealistic  profit  forecasts 
excess  inventory;  high  P/E 
generics  threat  and  too  many  buH 
cap-ex  falling  for  chip  business 


^ 
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ZERO    TO    "I'LL   TAKE    IT 
IN    FIVE    SECONDS. 


j-r^^Mf^^ 


The  Impala'  LS  Sport  Appearance  Package.  It'll  take  you  all  of  five 

seconds  to  decide  you  absolutely  love  its  sporty  looks,  plus  the 

awesome  power  of  its  200-hp  3800  V6  engine.  And  that  includes 

two  seconds  to  figure  out  how  you're  going  to  explain  buying  it  to 

your  significant  other,  chevy.com  or  1  -800-950-CHEV 


IMPALA 


WE'LL  BE  THERE 


"he  Impala  Emblem  is  a  registered  trademark  of  the  GM  Corp.  ©2002  GM  Corp.  Buckle  up.  America!  » 


Investment  Guide  Stocks  and  Bonds 


A  Year  Worth  Fgrgettmr 

Collectively,  neither  bulls  nor  bears  distinguish 

the  shorts  saw  their  picks  rise  apaverage  17%,  while  longs  mimicked  the  market's  18%  drop 


V  ,Ki  ;-.«j«a-!E»-; 


Name/affiliation  Ticker 

Richard  Cripps/Legg  Mason 

Anna  Dopkin/T.  Rowe  Price 

David  Elias/Elias  Asset  Management 

Kurt  Von  Emster/MPM  Capital 

Jean-Marie  Eveillard/Flrst  Eagle  SoGen  Funds 

Grace  Keeney  Fey/Frontier  Capital  Management 

Sandi  Gleason/Kayne  Anderson  Rudnick 

Subodli  Kumar/CIBC  World  Markets 

IVIichael  IVIauboussin/Credit  Suisse  First  Boston 

Wendy  Trevisani/Thornburg  Investment  Management 

Byron  Wien/Morgan  Stanley  Dean  Witter  

Thyra  Zerhusen/ABN  AMRO  Funds  UIS 

SHORT-SELLERS 

Timothy  Ghriskey/Ghriskey  Capital  Partners  NSRGY 

William  Seale/ProFund  Advisors  CCL 

Cengiz  Searfoss/West  Broadway  Partners  EK 

Martin  Weiner/Comstock  Partners^jHHHHHHHfeAMAT 

Stephen  Worthington/Barbary  Coast  Capital  Mgmt  PHSY 


SAFC 
JPM 
REGN 
SCZ2 

GIS 

SCOR 

INTC 

ENRNQ 

ET 


Stock 

Computer  Sciences 

Safeco 

JPMorgan  Chase 

Regeneron 

Security  Capital 

General  Mills 

Syncor  international 

Intel 

Enrons 

E-Trade 

Oracle 

Unisys 


Nestle  S.A. 
Carnival 
Eastman  Kodak 
Applied  Materials 
PacifiCare  Health  System 


% 
change^ 


14 
-43 
-32 

41 
-12 

21 

-33 
_ 

-34 

-28 

-7 


1 

15 

23 

-19 

62 


'From  Nov.  I,  2001  through  Oct.  31,  2002;  split-  and  spinoff-adjusted.  ^Security  Capital  acquired  by  GE  Capital,  May  2002.  SCZ  shareholders 
received  $20.80  in  cash  plus  0.23  shares  of  ProLogis  Trust  (NYSE:  PLD).  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 

and  bedeviled  by  accounting  questions  and  former  chairman  Den- 
nis Kozlowski's  indictment.  "A  controversial  company,"  he  muses, 
"but  real  businesses."  Eveillard  says  Tyco,  if  carved  up  and  sold  to 
other  companies,  would  be  worth  $25  a  share. 

A  year  ago  Sandi  L.  Gleason,  a  portfolio  manager  with  Los 
Angeles'  Kayne  Anderson  Rudnick,  chose  Syncor  International,  a 
health  care  outfit  specializing  in  the  use  of  radioactive  materials  for 
treatment  and  imaging.  In  June  Cardinal  Health  announced  it 
would  buy  Syncor.  This  purchase  has  yet  to  be  completed,  but  her 
pick  shows  a  21%  gain. 

Gleason  now  likes  the  looks  of  Orthodontic  Centers  of  Amer- 
ica, which  provides  back-office  services  to  orthodontists.  She  says 
investor  qualms  about  litigation  and  accounting  methodology 
have  pushed  the  stock  down  too  far,  particularly  given  growing 
demand  for  the  fixing  of  crooked  teeth. 

Only  one  bear  is  back.  Martin  Weiner,  comanager  of  the  $140 
million  Comstock  Capital  Value  Fund,  deemed  Applied  Materials 
too  richly  priced  last  November.  Since  then  the  stock  is  off  19%. 
Now  Weiner  finds  KLA-Tencor,  another  semiconductor  equipment 
maker,  also  overpriced  at  57  times  expected  earnings  for  its  fiscal 
year  ending  lune  2003. 

What  about  the  new  recruits?  On  die  short  side  Patrick  Adams, 
manager  of  the  $55  million  Choice  Long-Short  Fund,  thinks  Star- 
bucks' 5,900  stores  leave  the  coffee  company  litde  room  for  ex- 
pansion. The  stock  sells  for  36  times  its  expected  earnings  tor  2003; 
he  considers  25  a  more  appropriate  multiple. 

Patricia  Coronado,  portfolio  manager  with  New  York's  River- 
side Capital  Partners,  targets  Omnimedia  Croup  as  a  short  sale,  ar- 


guing that  expectations  for 
the  advertising  firm's  rev 
enues  and  net  profits  are 
stretched.  The  loss  of  a  big 
account  with  GiUette  also 
troubles  her,  as  does  the 
resignation  last  May  of  the 
head  of  Omnimedia's 
audit  committee. 

The  editor  of  the 
Nashua,  N.H.-based  High 
Tech  Strategist  newsletter, 
Frederick  Hickey,  says 
Intel's  $115  billion  market 
capitalization  is  unde- 
served. He  fears  the  chip 
giant  has  too  much  capac- 
ity and  inventory,  given  the 
dim  outlook  for  its  cus- 
tomers in  the  PC  market. 
Our  last  bear,  Bernie 
G.  Schaeffer,  takes  a  con-i 
trarian  tack  on  Pfizer.  He 
cites  big  drugs  coming  ofi 
patent,  near  unanimou? 
"buy"  ratings  from  bro- 
kerage analysts  and  a  share 
price  below  its  80-month  moving  average.  "In  clear  bear  market 
territory,"  Schaeffer  says. 

The  first  of  our  new  buUs,  Philip  S.  Dow,  director  of  equity 
strategy  with  RBC  Darn  Rauscher,  believes  Medtronic  will  con- 
tinue to  squeeze  13%  to  15%  profit  growth  ft^om  its  medical  de- 
vices business.  "When  people  are  prescribed  a  pacemaker,"  he' 
quips,  "they  don't  wait  for  an  economic  recovery  to  get  it  installed" 
Richard  Driehaus,  who  oversees  $2.6  billion  in  assets  a1 
Chicago's  Driehaus  Capital  Management,  picks  Nextel  Commu- 
nications because  of  the  strong  operating  profits  (earnings  before 
interest,  taxes,  depreciation  and  amortization)  it  posted  in  its  Sep- 
tember quarter.  Driehaus  also  likes  Nextel's  declining  debt  bur- 
den and  the  increasing  market  share  of  its  Direct  Connect  service 
The  chief  investment  officer  with  New  York  City  brokerage 
Ehrenkrantz  King  Nussbaum,  Joseph  Kalinowski,  goes  for  Baxta 
International,  noting  that  this  health  care  firm  has  met  analysi 
profit  expectations  for  eight  straight  quarters  and  trades  at  a  dis- 
count to  competitors. 

Susan  Kalla,  who  covers  telecom  for  the  Arlington,  Va.-basec 
Friedman  Billings  Ramsey,  thinks  the  WorldCom  mess  wUl  leac 
to  price  stabilization  and  market-share  shuffling  in  the  long' 
distance  business,  and  that  AT&T  wUl  benefit. 

Christopher  Wolfe,  U.S.  equities  strategist  with  JPMorgan  PrJ 
vate  Bank,  sees  a  bargain  in  Kroger,  the  supermarket  chain.  Josepl 
Zock,  president  of  New  York's  Capital  Management  Associates 
predicts  that  Cendant,  whose  brands  i:iclude  Avis  and  Ramada,  wil 
profit  from  an  economic  rebound. 

For  updates  on  these  picks  go  to  www.forbes.com/love. 
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'Homework  always  comes  before  success. 
In  the  dictionary  and  in  the  stock  market. 
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d  mention  offer  code:  MHWFBS 
get  Standard  &  Poor's  Top  Picks  for  2003 


CONTACT  US  AT: 

I.SOO.tdwaterhouse 
tdwaterhouse.com 
Online  trades  as  low  as 


$9.95 


As  a  matter  of  fact,  homework  comes 
before  a  lot  of  words.  Words  like 
independence,  judgment  and  peace- 
of-mind.  So  if  you're  confident 
making  your  own  investment 
decisions,  and  you're  looking  for  a 
place  where  you  can  sit  down  and  do 
your  homework,  then  you're  looking 
for  TD  Waterhouse. 

It's  a  place  with  the  financial 
tools  that  do-it-yourself  investors 
need.  Like  our  Online  Retirement 
Planner,  so  you  can  plan  for  the 
future  you  want  to  live.  Objective, 
unbiased  research  from  Standard  & 
Poor's,  including  their  Five-Star 
Stock  Ratings.  And  more  free  news 


and  research  than  you'll  find  just 
about  any  place  else.  Plus  access  to 
continuously  streaming  real-time 
quotes^  to  keep  you  on  top  of  the 
market— and  your  money. 

And  service?  You  can  get  the 
answers  you  need  online,  by  phone, 
or  at  a  branch  near  you.  All  of  which 
makes  TD  Waterhouse  the  best  value 
in  investing.  No  wonder  we've  been 
ranked  #1  for  the  do-it-yourself 
investor  by  SmartMoney  Magazine. 


Waterhouse 


You're  in  Control. 


Walert«xfie  Investor  Servrcesjnc  Member  ^^YSE'SIPC.  Access  to  services  and  your  account  may  be  affected  by  m^ 

^.Trades  over  2,500  shares  incur  a  1  cent  per  share  charge  for  the  entre  order  Call  or  see  tdwaterhousecom  for  complete  coirmission  fee  sciiedule.  Offer  valid  for  new  customers  who  open  individual/joint  accounts  with  a  $1 .000  minimum;  retirement,  custodial. 

•andcorporale  accountsare  not  eligible- Funds  transfen^edfromexistngTDWaterhouseaccountsare  not  eligible  Oneofferper  person;  U.S  residenlsonly.  void  v«hereprohibited;free  trades  are  valid  for  30daysfrom  account  opening;  standard  temis  and  conditions 

subjed  to  change  at  any  time  without  notice.  Third  party  research  obtained  from  sources  deemed  reliable;  however  TD  Waterhouse  does  not  guarantee  its  aauracy  or  completeness  and  makes  no  wan'anS 

ireal-lime  quotes  available  depending  on  trading  activity.  "SmartMoney  Magazine.  August  2002.  Smartfi/loney  is  a  registered  trademarlc  SmartMoney  is  a  joint  publishing  venture  of  Dow  Jones  &  Co..  Inc.  and  Hearst  Communications  Inc. 
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American  Bible  Society  is  a  terrific  example  of  how  a  nonprofit  shouldn't  operate. 

BYTOMASKELLNER 


The  latest  glossy  annual  report  of  the  American  Bible  Society 
proudly  lists  the  famous  money  manager  Sir  John  Templeton 
as  a  senior  trustee.  But  Templeton  left  the  charity's  governing 
board  in  1 99 1 ,  the  last  time  he  set  foot  inside  the  New  York  City  head- 
quarters of  ABS.  Templeton — who  sponsors  a  $1.1  million  annual  re- 
ligion prize — knew  nothing  about  ABS'  current  invocation  of  his  name 
until  FORBES  called  him  at  his  Bahamas  home.  Sir  John  says  ABS  can 
expect  a  letter  asking  that  his  name  be  removed. 

That  may  be  the  least  of  the  difficulties  facing  this  storied  non- 
profit. The  society  was  founded  in  1816  to  provide  Biblical  scripture 
to  anyone  who  might  need  it.  ABS,  not  the  Gideons,  pioneered  the 
practice  of  putting  Bibles  in  hotel  rooms.  Now,  though,  the  ABS  is  try- 
ing to  fight  off  irrelevance,  competition  and  the  effects  of  years  of 
misguided  policies.  Despite  income  ft-om  its  ample  reserves,  it  has 
been  hemorrhaging  money  Its  fundraising  is  inefficient.  Bad  busi- 
ness deals  have  cost  it  millions  of  dollars.  A  recent  report  by  Dun  & 
Bradstreet  labels  the  charity  a  high  credit  risk. 

Employee  moral.:  is  dismal.  At  least  five  sex  and  race  discrimina- 
tion claims  by  employees  are  pending.  Over  the  last  year  some  ABS  in- 
siders have  leaked  a  strean.'  of  damaging  letters  and  internal  docu- 
ments to  FORBES  alleging  everything  from  mismanagement  and 
.self-dealing  to  ft-aud  and  c  n  physical  abuse  against  an  employee  by 
a  top  manager. 

Presiding  over  the  Bible  Society  for  the  past  1 1  years  is  Eugene  B. 
Habecker  (pronounced  "HAH-becker"),  56,  a  lawyer  and  former  col- 


lege president.  Habecker  called  a  meeting  of  all  300  employees  in  mid- 
October  to  deny  the  allegations.  "One  way  to  destroy  an  organization 
[is]  if  you  only  have  within  your  midst  people  who  are  unloving  crit- 
ics," Habecker  told  the  gathering. 

In  interviews  with  FORBES,  Habecker  defends  his  adminis- 
tration, saying  fundraising  has  remained  strong,  rising  by  26*^ 
between  1991  and  2001.  (That,  however,  would  mean  a  49< 
decline  in  real  terms.)  Over  the  last  year  the  society  distributee 
2.1  million  Bibles  and  5.5  million  Bible  portions.  Habecker  als( 
says  that  71%  of  ABS  employees  are  women  or  people  of  coloi 
and  that  its  personnel  department  investigates  every  discrimi 
nation  complaint. 

ABS  has  had  trouble  making  ends  meet,  running  up  operatinj 
losses  in  the  last  two  years.  In  the  fiscal  year  ended  June  30,  2001,  thi 
latest  with  available  numbers,  ABS  spent  $106  million  while  taking  ij 
only  $88  million  in  donations,  Bible  sales  and  investment  income 
The  ABS  also  lost  $88  million  fi^om  its  investment  portfolio. 

The  reserves  ($670  million  at  last  report)  help,  but  this  stasl 
hasn't  been  doing  too  well,  either.  Over  the  five  years  through  Jun 
2001  the  mix  of  stocks  and  bonds,  managed  by  Alex  Brown,  Scud 
der,  Franklin  Templeton  and  others,  has  averaged  a  10.6%  return  an 
nualized,  against  11.1%  for  ABS'  Callan  Customized  Benchmark.  AB 
expects  performance  to  worsen  "but  not  dramatically"  in  2002. 

Fundraising  is  inefficient,  with  a  steep  33%  of  the  $36  million  i 
fiscal  2001  donations  being  dissipated  in  ftmdraising.  On  that  scoi 
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The  American  Bible  Society  was  founded  in  1816  at  City  Hall,  in  New  York  City,  by  such  luminaries  as 
New  York  Governor  DeWitt  Clinton  and  writer  James  Fenimore  Cooper  John  Quincy  Adams  was  an  ABS 
vice  president  while  he  was  U.S.  president  and  for  many  years  thereafter  Other  well-known  trustees  or 
officers  in  the  early  years  included  Supreme  Court  Chief  Justice  John  Jay;  Francis  Scott  Key,  writer  of 
"The  Star-Spangled  Banner";  and  numerous  state  governors. 

Initially,  ABS  strove  simply  to  supply  Bibles— 168  million  in  the  U.S.  so  far— but  later  expanded  to 
commissioning  new  biblical  editions  and  translations  into  what  ABS  says  is  2,300  languages.  During  the 
U.S-Mexican  War  in  the  1840s  ABS  gave  copies  of  the  holy  book  to  both  Mexican  and  American  forces. 
During  the  1991  Gulf  war  ABS  produced  a  version  for  U.S.  troops  that  was  bound  in  fatigue  green. 
Current  ABS  president  Eugene  Habecker  says  there  are  plans  for  a  new  edition  if  the  U.S.  invades  Iraq. 

In  1843  the  ABS  sold  the  first-ever  charitable  gift  annuity,  a  now-popular  fundraising  device  in 
which  a  person  makes  a  donation  to  a  tax-exempt  entity  and  gets  back  a  specified  annual  return  for 
life.  One  Joseph  Keith,  of  Enfield,  Mass.,  paid  $500  for  a  $30  yearly  payout. 

Financially  the  ABS  has  had  its  ups  and  downs.  In  the  1870s,  one  ABS  history  says,  a  member  of 
its  own  board  of  managers  publicly  declared  the  nonprofit  had  "doctored"  its  financial  statements  to 
make  it  seem  poor  and  to  stimulate  donations.  Wide  press  attention  caused  a  "substantial"  drop  in 
gifts.  In  1910  ABS  was  saved  from  financial  collapse  by  the  timely  deaths  of  supporters  whose  wills 
contained  hefty  bequests.  —T.K 


Might  there  be  some  embar- 
rassment over  the  failures?  ABSl 
failed  to  note  in  its  IRS  Form  99(y 
filing,  as  required,  that  in  fiscal 
2000  it  paid  $3  million  to 
Los  Angeles-based  Grizzard  Co. 
for  a  direct  mail  campaign  pro- 
moting Kingsley's  Meadows 
among  other  projects.  The  soci-; 
ety  now  says  it  will  file  ao' 
amended  tax  return  noting  the 
expenditure. 

In  1997  the  charity  decided 
to  develop  a  scripture-based 
literacy  program  for  kid^, 
called  Phillip's  Project.  It  calledij 
for  90  illustrated  Bible  stories 
along  with  CDs  and  videotapes 
sold  in  $159  kits  to  schools  and, 
churches.  Habecker  says  ABS 


ABS  is  tied  for  last  place  on  the  FORBES  list  of  200  large  nonprofits, 
where  the  average  fundraising  cost  is  11%.  The  ABS  explanation:  It 
incurs  extra  costs  because  it  has  to  serve  a  range  of  denominations,  in- 
cluding Roman  Catholics,  Protestants  and  Lutherans,  while  other  Bible 
charities  stick  to  one  flavor.  ABS  insists  that  every  dollar  donated  to  the 
ABS  is  used  toward  the  charitable  mission.  While  acknowledging  it 
needs  to  do  a  better  job,  ABS  says  it  has  improved  its  efficiency  by 
eliminating  from  its  solicitation  list  155,000  small  donors  whose  av- 
erage gift  was  just  $3. 

Besides  spending  $12  million  on  fundraising,  the  society  ran 
through  another  $17  million  in  overhead,  leaving  only  73%  of  total 
spending  that  goes  directly  to  the  worthy  purpose,  among  the  lowest 
on  our  list.  One  reason  is  that  the  organization  has  ten  managers  col- 
lecting salaries.  However,  only  four  of  them  are  directly  involved  in  the 
distribution  of  Bibles. 

But  then,  ABS  may  be  losing  its  enthusiasm  for  that  ancient  mis- 
sion; after  all,  commercial  publishers  like  Zondervan  and  Thomas 
Nelson  manage  to  do  a  pretty  good  job  of  getting  Bibles  to  people 
who  want  them.  "Our  agenda  is  not  to  give  people  their  26th  Bible  if 
they  already  have  25,"  says  Habecker.  So  he  has  shifted  focus  to  pro- 
grams using  the  Bible  as  a  learning  tool.  He  has  developed  literacy 
programs  for  youdi  and  the  poor.  And  he  has  veered  off  into  text- 
books, the  Internet  and  video  programming. 

Yet  these  diversifications  have  had  troubles  of  their  own.  In  1997 
the  ABS  sank  $5.3  million  into  a  Pittsburgh  company  developing  Web 
sites,  to  be  covered  with  Web  advertising,  for  330,000  churches.  But  by 
2000  the  firm  \vas  out  of  business.  ABS  bought  the  corpse  for  $560,000 
and  operates  it  as  a  free  service  called  Forininistrv.com.  In  1998  ABS 
paid  $  1 .6  million  to  Sony  Music  Entertainment  to  distribute  Kingsley's 
Meadow  and  Angel  Wings,  a  cartoon  video  series  based  on  die  lives  of 
Biblical  characters.  But  then  Sony  sold  the  distribution  rights  to  these 
series  and  other  properties  for  $20  million,  gn  lag  nodiing  to  ABS.  The 
project  has  stalled,  and  ABS  has  now  filed  a  lawsuit  agai(\>t  Sony  for  a 
share  of  the  money. 


spent  only  $1.6  million  on  the 
project.  Five  years  after  conception  the  project  is  still  it 
its  pilot  stage. 

Habecker's  pay  is  another  sore  point.  During  fiscal  2001,  while 
ABS  was  laying  off  10%  of  its  employees,  the  board  raised  Habecker'; 
salary  and  benefits  by  15%  to  $332,000,  including  two  housing  al- 
lowances. Last  year  Habecker's  wife,  Marylou,  started  receiving  an  an- 
nual $6,000  honorarium.  Chairman  Lamar  Vest  says  Manhattan'; 
high  cost  of  living  justifies  the  pay. 

The  ABS  crisis  has  developed  on  the  watch  of  a  docile  board,  whid 
includes  prominent  members  of  the  nation's  Christian  churches.  Bu 
hope  springs  eternal.  The  board  is  preparing  to  launch  a  $28  milliot 
makeover  campaign — another  likely  hit  to  the  endowment — entitlet 
"Reaching  for  the  Soul  of  America — Reputation,  Reading,  Revenue, 
The  "critical  success  factors"  identified  by  internal  campaign  docu 
ments  include  "move  incrementally  with  prudence,"  "manage  risl 
careftiUy"  and  "share  results — good  and  bad."  At  ABS,  these  truly  ar 
revolutionary  concepts.  I 

FORBES  recommends  avoiding — or  at  least  taking  a  very  close  look  at- 
nonprofits  whose  fundraising  efficiency  fall  below  70%.  Joining  ABS  th 
year  in  that  group  on  our  nonprofits  list  (fully  displayed  on  the  Web  c 
www.forbes.com/charitiesj  are  Veterans  of  Foreign  Wars  of  the  U.S.,  ah 
at  67%,  and  the  U.S.  Olympic  Committee,  at  69%.  Nonprofits  at  c 
barely  above  that  mark  include  Disabled  American  Veterans  (70% 
Humane  Society  of  the  U.S.  (71  %)  and  Easter  Seals  (72%). 

Twelve  nonprofits  list  100%  fundraising  efficiency,  some  because* 
large  amounts  of  donated  material,  which  require  relatively  little  solk 
tation.  Tliey  are,  in  alphabetical  order:  Brother's  Brother  Foundatioi 
Children 's  Hospital  Medical  Center,  Children 's  Hunger  Fund,  Christia 
Aid  Ministries  (whose  head,  Nolan  Byler,  drew  no  salary).  Direct  ReU 
International,  Gifts  in  Kind  International,  Kids  in  Distressed  Situatim 
National  Cowboy  6-  Western  Heritage  Museum,  Program  for  Appn 
priate  Technology' in  Health,  Public  Broadcasting  Service,  RBCMinistn 
and  Tides  Foundation.  | 
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Aucoin  Hart  Jewelers:  Metairie,  LA    •    Barton  Clay  Jewelers:  Birmingham,  AL    •    Justice  Jewelers:  Springfield,  MO 
ise  Jewelers:  Patchogue.  NY,  South  Hampton,  NY     •     Rottermond  Jewelers:  Milford,  Ml     •    Thoenigs  Fine  Jewelry:  Jackson  Hole,  WY 
Wick  &  Green  Jewelers:  Asheville,  NC     •     Swiss  Watch  &  Jewelers:  Alhambra,  CA,  San  Gabriel,  CA 
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Investment  Guide  Charity 
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Investigate  before  investing  your  donations  in  a  charity. 
BY  DIRK  SMILLIE  AND  WILLIAM  P.  BARRETT 


Our  annual  survey  of  the  nation's  200  major  charities  has 
found  what  every  investor  knows:  Don't  look  to  invest- 
ments to  bail  you  out.  After  years  of  posting  big  gains,  port- 
folio losses  have  made  the  200  major  charities  much  more  reliant 
upon  gifts.  Average  donor  dependency— the  share  of  a  nonprofit's 
surplus  coming  from  contributions  as  opposed  to  sale  of  goods  or 
investment  performance — rose  sharply  from  75%  to  94%  this  year. 
For  each  nonprofit,  we  calculate  two  other  key  financial  ratios 
as  well  as  the  direction  of  the  trend  from  the  previous  year.  Chari- 
table commitment  details  how  much  of  the  money  a  nonprofit 


spent  went  directly  for  its  stated  charitable  purpose,  as  opposed  t( 
management,  overhead  or  fiondraising.  This  year's  average  was  84%i 
same  as  last  year.  Fundraising  efficiency  shows  the  percentage  oi 
fimds  raised  from  gifts  that  remains  after  subtracting  fiandraising  ex 
penses.  This  year's  average  is  89%,  also  unchanged.  For  all  three  rat 
tios,  a  higher  number  suggests  better  use  of  your  contributions. 

The  survey  of  the  75  largest  charities,  as  judged  by  gifts,  starti 
below.  The  complete  list  of  the  200,  including  far  more  data  oii 
each — such  as  Web  link  and  top  salary — is  online  a 
www.fbrbes.com/charities.  I 


What  s  the  Charity  Doinej 

Witi 

Your  VIonev? 

/                 &                                                ;                                                         J 

Name/headquarters 

Total 

reveniies 

($mil) 

Private 
support 
($mil) 

INDEXES  AND  TRENDS 

' 

Charitable 
commitment' 

Fundraising 
efficiency^ 

Donor           1 
dependency'       1 

Alzheimer's  Disease  &  Related  Disorders  Assn/Chicago  IL 

$127 

$113 

75%  T 

80%  • 

94%  ▼    JB 

American  Cancer  Society/ Atlanta  GA 

821 

770 

73    ▼ 

81    T 

93    A    1 

American  Diabetes  Association/Alexandria  VA 

173 

132 

77    • 

77    A 

98    •     H 

American  Heart  Association/Dallas  TX 

489 

405 

73    • 

75    ▼ 

103     A    fl 

American  Lung  Association/New  York  NY 

167 

131 

78    T 

80    T 

102    A     ■ 

American  National  Red  Cross/Washington  DC 

2,671 

691 

90    • 

84    • 

104     A 

AmeriCares  Foundation/New  Canaan  CT 

464 

463 

99    ▲ 

99    • 

95     • 

America's  Second  Harvest/Chicago  IL 

480 

477 

99    • 

99    • 

100     • 

Arthritis  Foundation/Atlanta  GA 

133 

122 

81    ▲ 

86    • 

106     A 

Big  Brothers  Big  Sisters  of  America/Philadelphia  PA 

205 

168 

79    • 

90    T 

95     A           j 

p .,>,  V . , . .  -    f  America  National  Council/Irving  TX 

727 

290 

87    ▲ 

84    • 

106    A     '     { 

^r  rf  <^merica/Atlanta  GA 

998 

426 

82    • 

90    ▼ 

83    A 

Cam.                                  iiitemational/Orlando  FL 

373 

333 

85    • 

91    • 

106    A      ]    , 

CARit 

414 

128 

91    T 

86    ▼ 

107    A 

CattKill,,     .                                                                                  ;-,    v'A 

2.693 

462 

89    A 

93    T 

76    ▼ 

Catholic  Ro,                                .sMD 

320 

110 

90    T 

81    T 

123     A 

Children's  Mirac                  Salt  Lake  City  UT 

243 

236 

92    A 

97    • 

86    T 

Christian  Aid  n:                  '  lln  OH 

134 

134 

99    • 

100    • 

96    A 

Christian  Broadt...                      Virginia  Beach  VA 

202 

197 

83    A 

90    A 

103    T      1 

Christian  Children's  ;•                 ond  VA 

124 

120 

80    A 

86    T 

107     A      f 

CHy  of  Hope/Duarte  CA 

373 

158 

89    A 

90    A 

93    A 

Cleveland  Clinic  Foundani. 

Compassion  International/CL  u  ,                 .> :  n 

Covenant  House/New  York  NY 

2,608 

113 

92    • 

96    • 

112    • 

108 

109 

81    • 

91    A 

94    ▼ 

118 

104 

70    T 

77    ▼ 

97    A 

Dana-Farber  Cancer  Instttute/Bo . . 

264 

106 

92    • 

93    A 

150    A 

Disabled  American  Veterans/Cold  Sprlt'>:  Kr 

104 

99 

64    T 

70    ▼ 

96    A 
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■^/ng  in  Enterprise  Resource  Planning:  Mission  Hockey 
cringing  hockey  equipment  to  tine  world  more  efficiently 
an  ever  They  chose  IBM  Business  Partner  Intentia's 
ovex  software,  running  on  IBM  @server™  for  better 
ventory  control,  order  processing  and  rapid  ROI.  Get 
the  game  at  ibm.com/e-business 
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Name/headquarters 


Total 

revenues 

($mil) 


Private 
support 
($mil) 


IMDEXESaMD  TRENDS 


Charitable 

commitnienf 


Easter  Seals/Chicago  IL 


$583 


$134 


United  Way  of  New  York  City/New  York  NY 


United  Way  of  Tri-Statu/New  York  NY 
WGBH  Educational  Fourtdation/Boston  MA 


190 


158 


Wildlife  Conservation  Society  /Bronx  NY 


World  Vision/Fe  deral  Way  WA 


Wycliffe  Bible  Translators/Orlando  FL 


YMCA  of  the  USA  National  Council/Chicago  IL 


young  Life/Colorado  Springs  CO 


155 


126 


YWCA  of  the  USA/New  York  NY 


646 


162 


AVERAGE  FOR  ALL  200  (including  those  at  www.forbes.com/charTties) 


84 


82 


87    • 


84    • 


Fundraising 
efficiency^ 


91 


91 


93 


89 


All  figures  are  for  the  latest  available  fiscal  year.  Rpsult.!  may  be  skewei'  rlue  to  consolidating  da'a  of  national  and  affiliated  groups,  rounding  or  incomplete  i 
percent  of  total  expenses.  'Percent  of  pnvate  supuort  remaining  after  fur.,  raising  expenses  'Percent  of  private  support  remaining  after  surplus.  ▲  Ratio  in. 


Donor 
dependency' 


Educational  Broadcasting  Corp  (WNET)/New  York  NY 

151 

116 

77 

A 

82 

A 

98 

^      1 

Feed  the  Children/Oklahoma  City  OK 

457 

447 

87 

A 

89 

A 

100 

^      1 

Focus  on  the  Family/Colorado  Springs  CO 

121 

111 

85 

• 

93 

T 

99 

^      1 

Food  for  the  Poor/Deerfield  Beach  FL 

321 

283 

93 

A 

94 

A 

99 

•      1 

Gifts  in  Kind  International/Alexandria  VA 

415 

412 

100 

• 

100 

• 

108 

A           1 

Girl  Scouts  of  the  USA/New  York  NY 

690 

133 

83 

• 

74 

• 

56 

A 

Goodwill  Industries  Intemational/Bethesda  MD 

1,941 

287 

88 

▲ 

97 

• 

82 

A 

Habitat  for  Humanity  Intemational/Americus  GA 

690 

421 

79 

▼ 

87 

T 

67 

A 

Institute  of  International  Education/New  York  NY 

173 

164 

96 

• 

99 

T 

95 

A 

Jewish  Federation  of  Metropolitan  Chicago/Chicago  IL 

99 

111 

85 

▼ 

90 

▼ 

127 

""         J 

Junior  Achievement/Colorado  Springs  CO 

127 

110 

72 

T 

88 

A 

90 

*         1 

Juvenile  Diabetes  Research  Foundation  Intl/New  York  NY 

144 

138 

87 

A 

91 

• 

121 

A         1 

Leukemia  &  Lymphoma  Society /White  Plains  NY 

151 

149 

76 

• 

83 

T 

99 

s. 

Lutheran  Services  in  America/Baltimore  MD 

7655 

1,745 

93 

A 

99 

A 

100 

A 

Make-A-Wish  Foundation  of  America/Phoenix  AZ 

130 

125 

79 

• 

87 

• 

98 

• 

MAP  International/Brunswick  GA 

146 

144 

99 

A 

99 

• 

92 

T 

March  of  Dimes  Birth  Defects  Foundation/White  Plains  NY 

205 

201 

75 

T 

82 

▼ 

105 

A 

Mayo  Foundation/Rochester  MN 

4,094 

140 

91 

• 

96 

A 

149 

A 

Memorial  Sloan-Kettering  Cancer  Center/New  York  NY 

1,088 

258 

94 

A 

93 

A 

107 

A 

Metropolitan  Museum  of  Art/New  Yori<  NY 

650 

498 

85 

T 

99 

A 

19 

A 

Metropolitan  Opera  Association/New  York  NY 

275 

176 

88 

A 

93 

A 

54 

▼ 

Muscular  Dystrophy  Association/Tucson  AZ 

152 

143 

75 

• 

82 

T 

92 

A 

Natl  Assn  for  the  Exchange  of  Industrial  Resources/Galesburg  IL 

141 

129 

99 

A 

99 

S 

106 

A 

National  Multiple  Sclerosis  Society/New  York  NY 

156 

151 

77 

• 

83 

T 

100 

A 

Nature  Conservancy/Arlington  VA 

547 

472 

87 

A 

89 

T 

147 

A 

Planned  Parenthood  Federation  of  America/New  York  NY 

677 

192 

82 

A 

80 

T 

99 

A 

Public  Broadcasting  Service/Alexandria  VA 

542 

222 

96 

• 

100 

• 

112 

A 

Salvation  Army/Arlington  VA 

1,883 

1,391 

83 

• 

93 

A 

130 

T 

Samaritan's  Purse/Boone  NC 

150 

146 

90 

A 

96 

• 

93 

A 

Shriners  Hospitals  for  Children/Tampa  FL 

-232 

279 

93 

A 

96 

A 

357 

A 

Smithsonian  Institution/Washington  DC 

349 

157 

81 

• 

92 

▼ 

137 

A 

St  Jude  Children's  Research  Hospital/Memphis  TN 

352 

286 

79 

• 

84 

A 

95 

A 

Trinity  Broadcasting  Network/Santa  Ana  CA 

218 

163 

79 

▼ 

91 

• 

57 

T 

Trust  for  Public  Land/San  Francisco  CA 

471 

106 

97 

T 

98 

T 

92 

T 

United  Cerebral  Palsy  Association/Washington  DC 

483 

119 

88 

• 

90 

A 

87 

A 

UJA/Federation  of  New  York/New  York  NY 

219 

167 

73 

T 

81 

T 

68 

T 

United  Jewish  Communities/New  York  NY 

366 

233 

97 

• 

99 

• 

98 

T 

United  Negro  College  Fund/Fairfax  VA 

156 

170 

85 

A 

91 

• 

110 

A 

United  States  Fund  for  UNICEF/New  Yori<  NY 

199 

190 

85 

A 

89 

A 

96 

A 

128 

105 

86    T 

87    ▼ 

106    A 

109 

107 

92    T 

94    ▼ 

100    T 

105 


311 

222 

87    A 

97    A 

15    T 

525 

398 

84    ▲ 

86    • 

101    A 

i 

110 

108 

84    ▼ 

95    • 

100    A 

4.123 

791 

81    • 

91    ▼ 

56    A 

92 


61     A 


94     A 


I  information.  'Charitable  service 
-     .  -I  private  support  remaining  after  surplus.  ▲  Ratio  increase  from  previous  period. 

▼  Ratio  decrease  from  previous  penod     •  No  change  or  no  comparable  lata  Sources:  IRS  Form  990.  annual  report  or  statement  of  individual  charities:  www.guidestar.org: 
www.ministrYwatch.org:  Chronicle  of  Philanthropy:  wwYi.givtorg:  Mmnefoi;  Attorney  General's  Office. 
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Imagine  emming  the  beach  house. 


Imagine  owning  the  beach. 


Imagine  owning  the  island. 


Imagine  the  business  deal  that 
makes  it  all  possible. 


GMAC  Financial  Services 

GMAC  is  a  Wholly  Owned  Subsidiary  of  General  MotorsT 

www.  gmacfs.com 


~     GMAC  Financial  Services  •  GMAC  Bank  •  GMAC  Commercial  Finance  •  GMAC  Commercial  Mortgage  •  GMAC  Real  Estate 
GMAC  Global  Relocation  Services  •  GMAC  Insurance  •  GMAC  Investments  •  GMAC  Mortgage  •  GMAC  Residential  Funding  Corporation 
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Apartment  buildings  can  make  good  investments— if  you  don't  mind  the  constant  upkeep,  sudden 
vacancies,  deadbeat  tenants,  lustful  janitors ...  BY  BRETT  NELSON 


In  1996  Geometry  Group,  a  Manhattan -based  asset  manager, 
paid  $3.3  million  for  a  fully  leased,  92-unit  apartment  com- 
plex in  rural  Connecticut.  It  was  a  classic  fix-and-flip  deal: 
The  two-bedroom  units  had  20- 
year-old  appliances;  the  land- 
scaping was  shabby;  abandoned 
cars  dotted  the  parking  lot.  Noth- 
ing, in  short,  that  a  little  capital, 
capable  management  and  de- 
mand from  the  new  casinos 
nearby  couldn't  cure.  The  prop- 
erty was  a  small  chunk  of  Geom- 
etry's $1.5  billion  in  assets 
(mostly  in  stocks  and  bonds),  but 
enough  to  get  its  hands  dirty  in 
real  estate. 

Dirty,  indeed.  After  shelling 
out  $4,000  a  unit  on  renovations, 
the  firm  raised  rents  21%,  to 
$725.  Tenants  bolted,  driving  the 
vacancy  rate  to  20%.  Then  the 
leasing  agent  sued,  claiming  the 
janitor  had  sexually  harassed  her. 
Next  came  a  dry  year,  when  the 
well-water  filters  clogged  with 
iron  deposits,  turning  t.iji  water 
brown,  and  septic  waste  leached 
out  of  a  nearby  field.  Geomc"  r^ 


had  to  spend  $50,000  on  new  pumps,  filters,  water  heaters  and  < 
lot  of  bottled  water.  When  it  sold  in  2000,  the  deal's  protectee 
30%  annualized  return  on  equity  had  shrunk  to  12.5%. 
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ECOGNIZE  THE  APPEAL  OF  A  SUCCESSFUL  INTERNATIONAL  BANK 


RETAIL  BANKING 

ASSET  MANAGEMENT  &  PRIVATE  BANKING 

CORPORATE  &  INVESTMENT  BANKING 


3.5  million  customers  in  Retail  Banking:  an  increase  of  130  %  in  the  last  five 
rs  ■  80,000  employees  worldwide  ■  In  the  last  five  years,  Societe  Generate  Group 
seen  remarkable  growth  and  acquired  a  new  dimension  along  the  way  thanks  to  its 
e  businesses:  Retail  Banking,  Asset  Management,  Corporate  &  Investment  Banking. 
colors,  symbols  of  our  success,  will  captivate  you.  www.socgen.com 


Red, 
black 
and 
rising 


GROUP 
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On  Buying 

BE  DILIGENT.  Hire  a  lawyer  who  knows  contracts.  Count  on  sellers  not  coming  clean  about  all 
the  glitches.  (Environmental  and  engineering  surveys  cost  $3,000  to  $5,000.)  Require  sell- 
ers to  maintain  the  property  during  the  closing  period.  Think  you  have  a  handle  on  capital  ex- 
penditures? Add  more  cushion.  Be  aware  of  zoning  laws  that  hamper  renovation. 
INVEST  LOCALLY.  "If  it's  not  in  your  backyard,  don't  do  it,"  says  Jon  Fosheim  of  Green  Street 
Advisors.  To  get  an  edge,  Burtis  Golan  has  his  janitor  pound  pavement.  A  lead  to  a  potential 
seller  earns  $100;  a  sale  bags  $1,000.  "It's  good  for  the  seller,  too,"  says  Golan.  "He  doesn't 
have  to  pay  a  broker  5%." 

CONSIDER  THE  ALTERNATIVE.  Instead  of  buying  your  own  building,  you  could  buy  a  share  in 
a  pool  of  professionally  managed  properties.  That's  called  a  real  estate  investment  trust. 
There's  a  little  vigorish  raked  off  the  top  every  year  for  the  managers,  but  at  least  the  price  is 
right— on  average,  shares  go  for  3%  less  than  the  liquidating  value  of  the  pool,  says  Fosheim. 

On  Owning 

GET  HELR  Contract  out  day-to-day  management— unless  you  like  getting  that  angry  call  at  2 
a.m.  from  a  tenant  with  a  clogged  bathtub.  Cost:  between  4%  and  8%  of  gross  income.  (Jani- 
tors and  leasing  agents  are  extra.) 

PROTECT  YOURSELF  Hold  property  in  a  limited  liability  company;  if  the  boiler  blows  up,  ten- 
ants can't  go  after  your  house.  (Caveat:  Some  states  don't  allow  single-owner  LLCs.)  Also  get 
lessor's  insurance.  Do  thorough  credit  checks  on  prospective  tenants.  Landlord  Services  in 
Rhode  Island  charges  $10  a  head. 

On  Selling 

SWAP.  Gefer  capital  gains  taxes  with  a  Section  1031  exchange.  To  qualify,  you  have  to  find 
a  similar  building  within  45  days  of  the  sale  and  close  within  the  next  135  days.  If  speed  is 
critical,  try  a  "reverse"  exchange:  An  intermediary  (a  trust  company)  buys  the  new  prop- 
erty now,  then  swaps  with  you  after  the  sale.  The  downside:  hefty  transaction  fees,  up  to 
3%  of  the  sale  price. 

CONVERT  A  CONVERT.  Apartment  buildings  can  fetch  perhaps  30%  more  when  carved  into 
condominiums.  But  beware:  Condo  dealers  get  taxed  at  the  ordinary-income  rate.  —B.N. 


on  equity  is  more  like  13%,  and  thb 
depreciation  would  make  much  of  thd 
return  tax  free.  ^ 

Pros  like  Geometry  often  look  t( 
buy  cheap,  renovate  and  sell  for  a  quid 
profit.  Less  adventurous  souls  seek  jj 
steadily  rising  income.  Burtis  Dolan 
44,  is  in  the  second  camp.  In  April  200( 
he  sold  his  half  of  a  family-run  staffinj! 
business  and  became  a  landlord.  Hf 
now  owns  two  apartment  buildings  o*j 
Chicago's  North  Side  and  will  close  oj 
a  third  this  month. 

Dolan  hunts  for  properties  with  aj 
least  15  units,  large  enough  to  suppoi 
an  on-site  janitor.  He  sticks  to  a  fe^i 
neighborhoods,  preferably  those  when 
apartments  are  being  converted  t 
condominiums.  "That  means  othei 
people  are  investing  their  own  casK 
too,"  he  says.  Few  deals  pass  muster- 
he  wants  a  flow  of  rental  income,  net  c 
operating  expenses,  that  is  at  least  201 
bigger  than  his  mortgage  payments. ; 

Here's  the  math  on  his  latest  de* 
for  a  building  with  16  one-  and  two 
bedroom  units,  all  sporting  new  cab 
nets,  windows  and  leases  runnin 
through  April  at  monthly  rents  froj 
$700  to  $1,100.  Dolan  would  pt 
down  a  third  of  the  $1.5  million  pui 
chase  price  and  borrow  the  rest  at  5%'' 
amortized  over  25  years,  giving  s 


Despite  its  pitfalls,  owning  real  estate  is  back  in  vogue. 
Before  the  Tax  Act  of  1986,  most  apartment  deals  were  bought 
by  syndicates  of  investors.  They  could  use  paper  losses  occa- 
sioned by  depreciation  charges  to  shelter  other  income.  The 
new  law  pretty  much  eliminated  the  syndicate  investors 
because  it  banned  "passive"  losses  on  investment  property. 
Then  the  explosive  1990s  equities  market  made  real  estate 
returns  look  pathetic  by  comparison.  Now,  confronted  by  cap- 
ital losses  on  their  stocks  and  anemic  coupons  on  their  bonds, 
investors  have  a  new  respect  for  real  estate. 

Over  the  last  12  months  the  average  pretax  return  on 
unmortgaged  apartment  buildings  (appreciation  plus  rent  less 
expenses)  has  been  7.8%,  according  io  data  compiled  by  Jef- 
frey Fisher,  research  direct"  ;  at  the  National  Council  of  Real 
Estate  Investment  Fiduciaries,  on  800  properties  managed  on 
behalf  of  big  institutions.  Srtialler  inv;^stors  typically  take  on 
debt  to  do  deals.  If  they  don't  overdo  the  lebt,  they  can  get  a 
nice  tax  benefit  from  the  dciMi\.iation.  (A  heavily  leveraged 
building  is  likely  to  leave  the  owner  with  an  unusable  passive 
loss  on  his  tax  return.)  Assuming;  tL.  buyer  borrows  75%  of 
the  purchase  price  at  an  interest  rate  oi  6%,  the  pretax  return 


annual  mortgage  payment  of  $75,90' 
He  assumes  property  taxes  and  other  operating  costs  will  e 
up  40%  of  the  $175,000  annual  rent  roll.  Thus  he  should  ha 
in  $29,100  on  $500,000  of  equity,  for  a  cash-on-cash  retui 
of  5.8%. 

That  doesn't  sound  terrific,  but  there  are  four  things  th 
boost  the  return.  One  is  that  Dolan's  mortgage  payme 
includes  some  paydown  of  the  principal,  building  his  equi 
even  if  the  property  doesn't  appreciate.  The  next  is  that  t 
property  probably  will  appreciate.  Third  is  that  he  should 
able  to  raise  rents  over  time.  Fourth  is  that  the  $54,500  depi 
ciation  charge  (straight  line  over  27^  years)  wipes  out  Dolai 
taxable  income.  The  depreciation  will  give  rise  to  an  inflat 
capital  gain  for  tax  purposes  when  he  sells,  but  that  event 
presumably  years  away  and  the  recaptured  depreciation 
taxed  at  only  25%. 

Now  for  the  downside.  Real  estate  is  illiquid,  with  stiff  s( 
ing  costs.  Some  tenants  are  bums.  And  the  depreciation  coi 
turn  out  to  be  real,  not  just  on  paper — in  which  case  yc 
maintenance  budget  may  fall  far  short  of  covering  a  n 
facade  or  pipes  or  other  costly  upgrades.  You  can  make  dec  ' 
money,  but  don't  have  smoke  in  your  eyes. 
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^e  know  exactly  how  you  fed. 


Hertz  NeverLost® 
The  most  direct  way  to  get  where  you're  going. 

(S)trange  town.  Strange  roads.  That's  why  Hertz  offers 
NeverLost  -  our  GPS  in-car  navigation  system  that  tells 
you  exactly  how  to  get  to  your  destination.  Visual  and  audio 
prompts  make  it  easy.  So  you  get  where  you're  going  every 
time.  Even  if  your  sense  of  direction  no  longer  makes  sense. 

Hertz  #1  Club  Goldf 
Skip  the  paperwork,  and  the  long  lines. 

(H)ertz  also  believes  that  you  shouldn't  waste  time  getting  to  your  car. 
So  we  offer  Hertz  #1  Club  Gold  -  our  fastest  way  to  get  from  the 
plane  to  your  car  and  out  of  the  airport.  No  long  lines.  No  waiting. 
No  unnecessary  paperwork.  Business  travel  will  always  be  a  part  of 
business.  There's  no  reason  why  it  should  be  a  puzzle.  At  Hertz, 
we  know  exactly  how  you  feel.  So  we  have  exactly  what  you  need. 


.com 

ents  Fords  and  other  fine  cars. 

U.S.  Pat.  Off.  ©  2002  Hertz  System.  Inc. 

oat  is  available  for  a  nominal  daily  fee.  Subject  to  availability. 
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It's  like  selling  short:  You  could  unload  your  house  and  buy  back 
something  just  like  it  two  years  from  now.  BY  CARRIE  COOLIDGE 


Once  bitten,  twice  shy.  Marc  Silverman  didn't  get  out  of 
equities  at  the  top  of  the  market  and  watched  his  retire- 
ment savings  dwindle.  He  u-^esn't  vvant  to  make  the 
same  mistake  with  his  real  estate. 

Over  the  past  year  the  Tampa,  Fla.  resident  saw  homes  in 
his  neighborhood  sell  for  considerably  more  than  what  they 
went  for  a  few  years  earlier,  lb  the  48-year-old  lawyer,  whose 


life  partner,  Matthew  Richards  Silverman,  is  a  real  estate  agent 
that  smelled  like  a  market  top.  In  mid-October  he  put  hi; 
three-story,  3,000-square-foot  Charleston-style  home  on  th( 
market  for  $895,000.  "We  thought  it  was  time  to  pull  out  th( 
equity  from  the  house  and  secure  it  in  some  way,"  says  Man 
Silverman. 

What  makes  Silverman's  decision  more  than  a  neath 
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It's  a  busy  life.  This  is  easy.  Introducing  the  Palm'"  Tungsten'"  T  handheld.  It's         BUSINESS 
light,  with  a  new  expandable  slider  to  nnake  it  more  comf5act.  It  boasts  a  5-way        SOLUTIONS 
navigator  button.  And  it's  powerful,  with  a  voice  recorder,  integrated  Bluetooth™ 
for  wireless  connectivity,  and  a  Texas  Instruments  OMAP'"enhanced  ARM-based 
processor  that's  four  times  faster  than  the  processor  in  any  other  Palm  handheld.  ^, 

Look  for  It  at  your  local  retailer.  Or  go  to  palm.com/trytungsten-t  for  a  demo. 

•Data  sharing  between  Bluetooth-enabled  handhelds  within  approximate  30'  range.  ©  2002  Palm,  Inc.  All  rights  reserved. 
The  Palm  logo  is  a  registered  trademark  of  Palm,  Inc.  Palm,  Tungsten,  the  Tungsten  logo  are  trademarks  of  Palm,  Inc.  Other 
products  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners.  Screen  image  simulated .  ■ 
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>ubble  Tnd( 

Headed  for  a  fall  will  most  likely  be  cities  where  median  home  prices  are  quadruple  median 
income — or  more.  Cities  to  watch?  Bostoia,  Los  Angeles,  New  York  and  San  Francisco. 


Metro  area 

Atlanta  GA 

Boston  MA-NH 

Chicago  IL 

Dallas  TX 

Detroit  Ml 

Houston  TX 

Los  Angeles-Long  Beach  CA 

New  York  NY 

Philadelphia  PA-N  J 

San  Francisco  CA 

Washington  DC-MD-VA-WV 


MEDIAN  HOME  PmCE/MEDIAN  INCOME 


1980 

2.2 
3.5 
2.4 
2.7 
1.7 
2.4 
4.7 
3.2 
2.5 
4.1 
3.1 


1990 

2.1 
3.3 
2.5 
2.2 
1.8 
1.8 
5.5 
4.6 
2.6 
5.3 
2.8 


2000 

2.1 
5.0 
2.6 
2.0 
2.2 
2.0 
4.2 
4.1 
2.1 
6.0 
2.2 


2002  (2Q) 
2.0 

5.0 
2.7 
2.0 
2.2 
2.2 
5.0 
4.7 
2.1 
5.6 
2.6 


Relative 
affordability 

affordable . 

expensive 

moderately  affordable 

affordable 

affordable 

affordable 

expensive      _____ 

expensive 

affordable 

very  expensive 

moderately  affordable 


Sources:  Freddie  Mac;  Housirtg  &  Urban  Development;  Economy.com. 


timed  home  sale  is  that  he  is  effectively  shorting  the  real  estate 
market — and  getting  a  capital  gains  tax  break  whether  he  is 
successful  or  not.  He  and  Matthew  plan  to  wait  until  prices  fall 
before  buying  a  new  home  (renting  an  apartment  in  the 
meanwhile).  "It's  a  gamble,  but  we  couldn't  see  the  house 
increasing  in  value  much  more  than  it  is  worth  now,"  Silver- 
man adds. 

Maybe  it's  time  to  roll  the  dice  on  home  prices — with  a  bet 
on  a  price  decline.  Residential  real  estate  values  have  risen  in 
just  about  every  large  city  around  the  country,  especially  at  the 
high  end.  According  to  Amy  Crews  Cutts,  principal  economist 
at  Freddie  Mac,  they  are  due  to  come  down  again  in  several 
housing  markets.  In  Boston,  Los  Angeles  and  San  Francisco  the 
median  home  price  has  increased  to  more  than  five  times  the 
median  household  annual  income — double  the  historical  aver- 
age for  the  U.S.  (See  table  above.) 

"Wealthy  people  can  always  buy  down,  but  it's  very  hard  for 
people  to  buy  up,"  says  Cutts.  "There's  going  to  be  a  lot  less 
demand  for  expensive  homes  in  this  recession."  Says  real  estate 
agent  Jane  Spector  of  Tampa,  Fla. -based  Smith  &  Associates, 
an  affiliate  of  Sotheby's  International  Realty:  "I  am  advising 
many  of  my  clients  to  sell  now  and  buy  later."  It's  self-serving 
advice^ — a  home  broker  picks  up  a  6%  commission  on  a 
round-trip  trade — but  it  may  be  good  advice. 

There's  a  potential  tax  benefit  to  trading  in  and  out.  The 
1997  tax  law  excludes  from  capital  gains  tax  the  first  $500,000 
of  profit  that  a  couple  makes  on  the  sale  of  a  home.  (Singles 
get  a  $250,000  exclusion.)  The  gimme  can  be  claimed  once 
every  two  years.  So  a  serial  home  trader  can  accumulate  a 
nice  pile  of  untaxed  prolii.  A  couple  who  stay  put  for  20  years, 
though,  get  only  one  $500,000  exclusion.  (If  you  or  your 
spouse  has  lived  in  a  home  iov  less  than  two  years,  the  rules 
start  to  get  tricky.  See  Internal  Revenue  Service  Publication  1 7 
for  details.) 

"People  are  wise  to  take  advantage  of  this  if  they  need  the 


money  for  something  else, 
like  retirement,"  says  Blaine 
Dunn,  a  fee-only  certified 
financial  planner  in  Win 
Chester,  Va.  "If  you  are  think- 
ing about  moving  anyway, 
do  it  while  the  law  is  in  your 
favor,  because  who  knows 
how  long  the  tax  exemption 
will  be  around." 

Marc  Silverman  wi 
trouser  all  of  his  $168,15C' 
capital  gain  if  his  house  sells 
for  its  asking  price  o) 
$895,000.  His  bet  is  that  he 
will  be  able  to  get  a  similai 
property  at  a  lower  pric< 
sometime  in  the  next  few 
years.  He's  going  to  keep  th( 
cash  in  a  low-return  monej 


fund  while  waiting. 

As  anyone  who  has  done  it  knows,  selling  and  moving  out  o 
a  house  is  a  hassle.  But  the  sell-and-hold-off-buying  strateg] 
makes  sense  for  big-city  empty-nesters.  It  can  also  be  a  gooc 
idea  for  someone  contemplating  a  move  for  the  opposite  reason 
lack  of  space. 

This  was  the  case  of  a  39-year-old  Manhattan-based  finan 
cial  services  executive  and  his  34-year-old  wife  who  felt  they  ha( 
outgrown  the  1,500-square-foot  apartment  they  bought  fo 
$385,000  seven  years  ago  before  they  had  two  children. 

They  listed  their  Upper  East  Side  triplex  in  early  Septembe 
at  an  asking  price  of  $1,100,000.  Within  a  week  they  receive< 
multiple  bids  before  selling  it  for  $1,250,000.  Thanks  to  the  ta 
exemption,  they  only  have  to  pay  capital  gains  tax  on  $290,00i 
of  their  $790,000  profit  after  commissions. 

Rather  than  buy  a  larger  apartment  right  away,  the  coupl 
moved  ten  blocks  south  into  a  2,700-square-foot  rental  apart 


Two  Years  On 


Here's  how  the  numbers  could  work  out  for  the  Manhattan 
couple  by  late  fall  2004: 


Proceeds  from  sale  of  apartment  after  commissions,  ' 

repayment  of  mortgage  loan  and  capital  gains  tax, 

invested  in  a  municipal  bond  fund  yielding  2%  tax  free       $865. 


Rent  paid  ($9,000  a  month)  -$216, 


Savings  on  apartment  maintenance  (including  real 

estate  taxes)  not  paid  ($1,100  a  month)  .».-w, 


Savings  on  mortgage  payments  not  made 

($1,900  a  month)  +$45,( 


Lost  tax  breaks  on  property  taxes  ($280  a  month)  -$6,' 

Lost  tax  breaks  on  loan  interest  ($760  a  month)  -$I8,; 


Cash  available  for  down  payment  on  new  home  $696.1 
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For  their  100  tournaments 
each  year,  the  PGA  TOUR 
depends  on  Palm,  Inc.  and 
IBM  for  live  scoring.  With  an 
application  called  ShotLink, 
scorers  travel  from  hole-to- 
hole  recording  strokes  and 
shot  information  on  Palm" 
handholds.  The  data  is  then 
transmitted  wirelessly  and 


uploaded  to  leaderboards, 
broadcast  booths,  and  online 
audiences  nationwide.  The 
enhanced  scoring  solution 
has  helped  the  PGA  TOUR 
provide  real-time  data  to 
millions  of  viewers.  To  read 
more  enterprise  success 
stories  from  Palm,  visit  us  at 
palm.com/enterpnse  today. 
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ROLLOVER    ADVANTAGE 


Congratulations,  X. 


(sign  here) 

You  just  rolled  over  your  old  401  (k)  in  one  step. 


With  the  new  T.  Rowe  Price  Rollover  Advantage  service,  rolling 
over  your  401(k)  to  an  IRA  is  as  easy  as  signing  your  name.  Just 
call  one  of  our  Rollover  Specialists  and  they'll  take  care  of  the 
rest,  including  working  with  your  former  employer  to  coordinate 
the  rollover  process.  Choose  from  over  1,000  no-load  mutual 
funds,  including  60  T.  Rowe  Price  funds,  with  no  sales  charges  or 
commissions.  Now  you  no  longer  have  an  excuse  to  neglect  your 
old  401  (k). 

To  open  your  account  and  receive  a  prospectus,  call  us  or  visit 

our  Web  site. 


TROWEPRICE.COM/ROLLOVER 


T.RosveR-ice 


INVEST    WITH    CONFIDENCE 

Fo(  more  inlormalion,  including  risks  ices,  and  expenses  piease  lequesl  and  read  liie  lund  profile  or  prospeclus  carelully 
beiore  mvesliiig.  I,  Rowe  Price  InveMment  Services,  Inc.,  Dislnbulor.  ROA06560I 
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ment  that  costs  $9,000  a  month.  Theii 
plan  is  to  rent  for  up  to  two  years  while 
they  wait  for  prices  to  come  down. 
-  They  have  invested  their  proceeds  ir 
short-term  tax-free  municipal  bonds 
Like  the  Silvermans,  their  money  is  read 
ily  at  hand  should  a  good  deal  come  theL 
way.  If,  after  two  years,  they  can't  afford  a 
large  enough  apartment  in  Manhattan 
they  will  move  to  New  Jersey,  where,  thej 
believe,  their  money  will  go  further. 

A  tax-free  profit  may  be  enticing,  bu 
there  are  risks  to  this  approach — a  re 
minder  that  catching  tax  breaks  is  an  in! 
vestment  tactic,  not  a  strategy.  For  om 
thing,  interest  rates  are  low,  just  below  6°/ 
for  a  30-year  fixed  mortgage.  It  is  cheape 
to  finance  a  home  now  than  at  almost  anyi 
time  in  living  memory.  "Real  estate  pro 
vides  an  inflation  hedge,"  says  Elizabet 
Barrett,  a  financial  planner  in  Plantatior 
Fla.  "If  we  see  inflation  rise,  people  an 
going  to  be  happy  to  have  locked  in  an  in 
terest  rate  of  6%  for  the  next  30  years." 

Second,  renters  can't  take  advantag 
of  the  big  tax  benefit  of  owning  a  hom( 
You  don't  have  to  declare  as  taxabl 
income  the  dividend  (as  it  were)  you  gc 
from  a  home — the  dividend  being  th 
rental  value  of  a  living  space.  (It  is  ofte 
said  that  deducting  the  mortgage  inte: 
est  is  the  tax  benefit,  but  this  doesn't  d 
justice  to  the  situation.  An  all-cash  buy 
gets  the  same  tax-free  dividend 
Another,  smaller  tax  benefit  is  the  rig 
to  deduct  property  tax  bills  on  yoi 
income  tax  return. 

The  big  unknown  is  the  market  ris 
Will  homes  decline  in  value — and  I 
how  much — especially  in  desirab 
neighborhoods?  "Given  the  high  cos 
of  a  home  transaction — title,  escrow  ar 
points,  plus  the  rent  you  pay  in  tl 
interim — you  may  break  even  or  lo 
money  while  waiting  on  the  sideline? 
warns  Robert  Bubnovich,  a  finarici 
planner  in  Irvine,  Calif. 

It  all  comes  down  to  your  call  on  t 
direction  of  house  prices  over  the  ne 
couple  of  years.  "In  real  estate,  it's  ny 
always  about  location,  location,  locatioi 
says  Robert  R.  Prechter  Jr.,  author  of  Co 
qiier  the  Crash  ( John  Wiley  &  Sons,  200: 
"Sometimes  it's  about  timing,  timir 
timing." 


re  yawM  really  reatdy  la  ya?  I  you  have  decided  to 

INCH  A  NEW  PROJECT.  SO  YOU  HAVE  TO  MAKE  SURE  THE  TIMING  IS  RIGHT 
THAT  YOU  HAVE  THE  MOST  SUITABLE  FINANCIAL  PACKAGE  ON  BOARD. 

a  sizable  banking  partner  with  creative  ideas  is  essential.  At  Commerzbank,  one  of  Europe's  most  prominent 
:ial  groups,  we  focus  on  the  basics:  speed,  flexibility  and  fully  integrated  financial  solutions  customized  for  each 
's  needs.  Call  on  the  multiple  expertise  of  the  Commerzbank  Group.  A  good  idea. 


/ 


COMMERZBANK  ^k. 
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oint  in  research:  An  integral  part  of  Connmerzbank's  international  experience  built  up  over  130  years  is  the  excellence  of  the 
i  research.  Frankfurt  (volkswirtschaft@comnnerzbank, conn),  London  (comsec@commerzbankib,com),  Prague  (research@ccme.cz), 
■rktebmailbox@cbkna.com),  Singapore  (Fax  +65  6225  3943),  or  Tokyo  (cbkjapan@gol.com).  /  www.commerzbank.com  / 
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Having  a  good  wine  cellar  isn't  enough.  Now  wine  aficionados  have 
vineyards  and  their  own  chateau  labels.        BY  BRENDAN  COFFEY 


Wine  devotee  L  William  Krause  and  his  wife,  Gay,  had 
built  a  wine  cellar  of  1,500  bottles  ranging  from  fine 
Bordeaux  first  growths  to  classic  California  chardon- 
nays.  But  it  wasn't  enough.  So  they  tore  out  the  apricot  orchard  in 
their  Los  Altos  Hills,  Calif  home  and  planted  grapevines.  "No 
sane  person  would  plant  one-miUion-dollar  land  with  vines,"  says 
Krause,  chairman  of  telecom  equipment  maker  Caspian  Networks 
and  onetime  head  of  3Com,  "but  it  really  got  our  juices  up!" 


Homeowners  in  California  and  New  York — and  even  Ohio- ' 
are  turning  over  the  sod  and  clearing  brush  to  do  the  same.  "In  tl 
1950s  svranming  pools  were  the  big  thing.  Now  it's  vineyardi 
says  Thomas  Powers,  author  of  Vineyard  Simple,  a  guide  to  crea 
ing  a  small  vineyard.  Powers  also  owns  Diablo  Vineyard  Plantii 
&  Management,  a  Martinez,  Calif  firm  that  plants  vineyards  ai 
maintains  them,  servicing  70  homes. 

"People  want  the  Napa  Valley  experience  at  home,"  says  Ke  j 
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[  $300 
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^2000  sq  ft  do 

$5000/1 

*    fax  machine  &  photocopier: 
*-  $800 
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points  you  can  use  to  get  a  new  office 
"""         riceless 


time  you  use  your  MasterCard  BusinessCard*  with  Business  Bonuses,'^'  you  earn  points  good  for  anything,  anywhere  you  see  the 
iterCard^  logo.  (Even  a  new  flirry  friend.)  Other  credit  cards  limit  you  to  airline  miles  or  make  you  pick  something  out  of  a  catalog, 
vith  MasterCard,  you're  the  boss  of  your  own  rewards  program.  Call  1-866-444-BONUS  or  visit  mastercardbonus.com  to  enroll. 


there  are  some  things  money  can't  buy. 


Mastercard 


for  everything  else  there's  MasterCard." 


Only  available  through  participating  banks.  Cenain  restrictions  and  limitations  apply. 


Investment  Guide  Flings 


neth  Wornick.  Since  1999  his  firm.  Post  &  Trellis,  has  planted  100 
vineyards  ranging  in  size  from  an  eighth  of  an  acre  to  3  acres  in  the 
area  between  San  Francisco  and  Silicon  Valley.  To  buy  a  winery  in 
Napa  will  run  to  $13  million  or  so.  One  in  an  emerging  wine  area 
such  as  New  York's  Long  Island  wUl  still  be  millions.  In  Ohio  and 
Missouri  you  can  even  get  a  tax  break  to  start  a  vineyard. 

But  it's  less  about  the  money  and  more  about  the  bragging 
rights.  Peggy  Fleming,  the  1968  Olympic  figure  skating  champion, 
and  her  husband,  Gregop/  Jenkins,  put  an  acre  under  vines  at  their 
Los  Gatos,  Calif,  home  four  years  ago.  "I  love  walking  among  the 
vineyards.  It's  added  so  much  to  our  lifestyle,"  she  says. 

The  pair  tried  their  hand  at  home  winemaking  years  ago,  but 
found  the  results  disappointing.  Now,  after  moving  to  Los  Gatos, 
they  have  their  vines  maintained  by  a  winery  40  miles  away,  Clos 
LaChance.  The  winery,  which  makes  16,000  cases  of  wine  a  year, 
did  the  planting  and  buys  their  grapes  for  its  own  wine.  "Just  to  be 
one  percent  of  the  chardonnay  they  sell  is  fun,"  Fleming  adds. 

While  they  don't  need  to  worry  about  intricacies  like  pruning 
the  vines,  Greg  enjoys  doting  over  the  plants  as  a  hobby.  Fun,  too, 
is  the  personalized  label  the  couple  had  a  local  artist  design.  It 
adorns  the  20  cases  of  wine  they  are  buying  at  a  33%  growers'  dis- 
count from  Clos  LaChanct.  They're  now  having  the  label  made 
into  a  flag  to  fly  at  the  house.  The  pair  will  dole  out  "Jenkins  Vine- 
yard" chardonnay  to  friends  and  family,  and  relax  sipping  it  while 
watching  the  sunset  over  their  vmes. 

Grapevines  grow  from  Alaska  to  Florida,  but  tliat  doesn't  mean 
they  are  economically  viable  'everywhere.  Once  \'ou've  found  a 
suitable  developer,  expect  to  pay  about  $150  an  hour  for  an  eval- 
uation of  whether  your  land  is  suitable  for  wine  grapes  ;md  which 
varietals  will  do  best.  Climate  and  soil  determme  a  lot  of  what  can 
be  planted  successftilly  A  cooler  climate  is  better  (or  riesling  grapes; 
hotter,  dryer  regions  suit  cabernet  sam  ignon.  If  you  love  chardon- 


nay but  your  land  is  better  suited  to  malbec,  most  de 
velopers  will  plant  the  chardonnay  if  you  iiisist,  bu 
some  will  plant  only  the  ideal  grape  for  your  conditions; 
Installing  the  vineyard  costs  from  $30,000  for  a  leve 
acre  to  $80,000  for  a  hilly  one.  That  price  includes  tii( 
vines,  tfeUises  and  irrigation.  InstaUers  will  maintaii 
and  harvest  your  grapes  for  $3,000  to  $5,000  an  acre 
which  involves  about  three  trips  a  month  from  mainte 
nance  crews  and  picking  in  the  fall.  Then  be  prepared  t( 
wait.  It  usually  takes  four  years  for  vines  to  yield  usabl 
fruit.  You'U  end  up  investing  at  least  $70,000  an  acre  be 
fore  you  see  the  first  drop  of  juice. 

With  decent  sun,  an  acre  yields  4  tons  of  grape; 
Older,  higher  quality  vines  yield  less  fruit,  but  the  frui 
commands  a  better  price.  Four  tons  of  grapes  shouli 
produce  2,400  bottles  of  wine — plenty  to  drink,  cella! 
and  give  away.  But  there's  a  downside  to  the  wine  boon 
The  number  of  acres  planted  with  vines  has  gone  u 
16%  since  1994,  leading  to  a  glut  of  grapes.  That  h 
driven  prices  below  $2,000  a  ton,  and  to  half  of  that  i 
nontraditional  winegrowing  states  like  Oklahoma. 

At  those  prices  you  barely  cover  the  cost  of  mainte 
nance.  Add  in  capitalized  costs  like  land  and  plantini 
and  you  won't  be  making  money  anytime  soon.  "How  do  ya 
make  a  small  fortune  in  the  wine  business?  Start  with  a  large  one 
quips  Wornick. 

If  you're  serious  about  turning  a  profit,  be  selective  about  yoi 
grape  varietal  and  plant  extensively  to  lower  maintenance  cost 
Economies  of  scale  kick  in  above  3  acres  and  accelerate  over  10. 0 
a  small  plot  it  takes  a  lot  of  expensive  labor  to  keep  at  bay  pests  lil 
phylloxera  and  the  Japanese  beetle,  and  afflictions  like  Pierce's  di 
ease  that  destroy  vine  yields.  Larger  acreages  make  it  cost-effecti' 
to  spray  pesticides  by  helicopter,  for  example  (if  your  neighbo' 
don't  object). 

A  for-profit  backyard  vineyard  lets  you  write  off  costs  as  bu; 
ness  expenses  against  your  revenue  from  the  harvest.  You  can  d 
preciate  the  vines  and  cost  of  installation,  and  of  course  deduct  tl 
harvesting  and  maintenance  costs  and  maybe  catch  a  property  t 
break  for  farmland.  WTiat  about  interest  on  a  mortgage?  That  is 
theory  a  deductible  business  expense,  but  often  it  must  be  caf 
talized  into  the  cost  of  the  vines  depending  on  how  you  lega 
structure  your  operation.  With  a  mortgage,  you  are  sure  to  rur 
net  loss  that  could  lead  the  Internal  Revenue  Service  to  decia 
your  venture  a  nondeductible  hobby.  In  practice,  given  that  ag 
culture  is  often  unprofitable  for  many  years,  the  IRS  is  unlikely 
hold  your  feet  to  the  fire  immediately  on  that  one.  But  still,  w' 
needs  the  aggravation? 

William  Barley,  an  investor  in  technology  companies,  1 
tliree-quarters  of  an  acre  around  his  home  planted  with  chardc 
nay,  viognier  and  merlot  vines.  Instead  of  selling  his  grapes 
trades  them  to  a  winemaker  for  half  the  wine  the  grapes  yie  |ji 
which  he  also  helps  bottle.  "I  would  never  even  pretend  to  r 
this  as  a  business,"  he  says. 

Diablo's  Powers  gives  a  simple  reason:  Having  vineyards  arou 
the  house  is  so  appealing.  "It's  landscaping  you  can  drink." 
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For  100  years,  ADM  has  worked  with  innovative  food  compaiues  and  the  American  farmer 

to  find  natural  ingredients  that  boost  taste  and  improve  health.  Right  now,  ADM  is  providing  heart-healthy 

alternatives  with  foods  from  soy.  And  on  the  horizon  are  vegetable  oils  that  help  you  curb  fat  and  lose  weight. 

Soon,  a  sensible  diet  will  be  something  we  can  all  live  with,  in  more  ways  than  one. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 


ADM 


THE  NATURE  OF  WHAT'S  TO  COME" 


)2001  American  Advertising  Federation.  "Budweiser.  the  King  or  Beers",  the  Budweiser  Label  design  and  other  tradennarks  depicted  in 


How  lo  beccfTie  the  King  of  (insert  your  product  here) 


L^of  and  are  used  with  the  permission  of  Anheuser-Busch.  Inc.  The  AAF  thanks 


Amieuser-Busch  for  their  support  and  participation. 


Advertising.  The  way  great  brands  get  to  be  great  brands!" 
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Portfolio  Strategy  By  Kenneth  L.  Fisher 

NOT  BONDS.  BOOKS 


The  next  bursting  bubble?  Bonds.  Folks  have  flooded 
into  the  Treasury  market.  They  are  driven  by  panic  in 
the  stock  market,  mesmerized  by  a  21 -year  buU  mar- 
ket in  fixed  income  and  misled  by  the  mythology  that 
bonds  are  safe.  They  aren't.  You  can  get  killed  by  them. 

Until  people  realize  that,  bond  managers  will  remain  the 
new  heroes.  Pimco's  Bill  Gross,  arguably  the  best  bond  man- 
ager of  the  last  three  decades,  runs  what  just  became  the 
world's  biggest  mutual  fund.  For  some  reason  that  suddenly 
qualifies  him  as  a  stock  market  sage.  While  claiming  that  any- 
one who  is  bullish  on  equities  is  self-serving.  Gross  himself 
self-servingly  suggests  that  stocks  will  be  disappointing  for 
years  while  bonds  will  be  okay  (although,  to  his  credit,  he  says 
that  Treasurys  are  fairly  priced  and  their  big  bull  market 
mostly  over). 

The  bond  bull  market  of  1981-2002  was  quite  extraordi- 
nary. Long-term  Treasury  rates  collapsed  from  15.8%  to  4%. 
You  won't  see  that  again,  ever.  On  the  contrary:  Interest  rates 
are  destined  to  climb  some  of  the  way  back  up.  And  why 
shouldn't  bonds  get  a  bear  market?  If  a  20-year  stock  run-up 
could  lead  to  the  last  3  years,  why  not  ditto  with  bonds  now? 
How  much  lower  can  yields  fall  while  globally  central  banks 
print  money  at  5%  to  10%  annual  rates  and  economies  grow  at 
2%  rates? 

Sooner  or  later  bondholders  will  demand  an  aftertax 
coupon  exceeding  inflation.  If 
the  real  aftertax  return  is  to  be, 
say,  2%,  and  if  inflation  is  4%, 
and  if  your  tax  rate  is  25%  (it's 
probably  higher),  you  need  an 
8%  coupon  on  your  long  Trea- 
sury. That's  just  about  double 
where  long  rates  are  now. 

Treasurys  are  safe?  Do  the 
math.  If  over  the  next  year  the 
yield  on  long  Treasurys  climbs 
four  percentage  points  from 
where  it  is  now,  your  total 
return  on  such  paper  will  be  -40%.  That  is  nearly  as  much  as 
stocks  fell  since  March  2000. 1  can't  promise  you  that  Treasury 
yields  will  double,  but  I  can  say  the  bond  market  won't  be  pretty 
over  the  next  few  years.  As  economics  finally  pick  up  some 
steam  in  2003  and  2004,  inHatjon  tears  will  renew  and  the  bub- 
ble-bursting will  begin.  On,.  '„  iMJck  starts  it  will  be  steady 
and  fast  until  all  the  hot  air  argui.;*!  for  bond  safety  is  ftiUy  dis- 
sipated and  turned  into  cold  fear. 

Do  not  forget:  Inflation  is  a  creatu.^  of  politics,  and  politi- 
cians never  lose  their  lust  to  spend  money.  Yours.  You  know  the 


could  lead  to 
the  last  3 
years,  why  not 
ditto  with 
bonds  now? 


I^p.        ^^^^^^  \    old  folk  etymology  of  "politics 

f*      ^^^^^^^^^.^^    (Greek  scholars,  please  don' 

write  in  with  corrections) — tha 

the  word  comes  from  "poll, 

meaning    many,    and    "tics, 

meaning  small  blood-suckin 

creatures.  The  blood  is  mone; 

printed  by  central  bank  chair 

men.  Ours,  revered  as  he  is,  i 

getting  old  and  has  to  wor 

hard  to  get  the  reappointmer: 

he  covets.  President  Bush  ca 

stall  through  summer  2004  his  decision  to  reappoint  Greenspaj 

or  not.  That  hinges,  despite  what  you  may  think,  on  whethe 

Greenspan  motivates  our  Fed  to  be  adequately  accommodatirn 

to  give  Bush  a  suitable  economic  backdrop  for  reelection.  I  pn[ 

diet  that  Greenspan  will  so  motivate  the  Fed. 

You  will  find  few  five-year  periods  in  Treasury  history  witl| 
out  a  severe  uptick  in  rates  somewhere.  Yet  usually  those  bonJ 
bear  markets  saw  stocks  fare  pretty  well,  particularly  when  thf  i 
were  preceded  by  a  stock  bear  market.  We  just  had  a  doozy  of 
stock  correction.  What  to  do?  One  approach  is  to  take  some  i 
your  money  out  of  bonds  and  find  stocks  with  better  overcj 
yields.  By  "yield"  here  I  mean  the  earnings  yield,  or  earninj 
divided  by  price. 

Some  good  stocks  with  good  earnings  yields:  integrate 
oO  producer  Amerada  Hess  (53,  ahc,  www.hess.com),  with 
2%  dividend  yield  and  a  12%  earnings/price  ratio;  fl 
world's  leading  inorganic  chemical  firm,  Dow  Chemical  (2 
DOW,  www.dow.com),  with  a  5%  dividend  and  a  next-ye 
E/P  of  7%;  ketchup  and  soup  king  H.J.  Heinz  (33,  HM 
www.heinz.com),  with  a  5%  dividend  and  an  E/P  of  8*^ 
auto  parts  wholesaler  Genuine  Parts  (30,  or 
www.genpt.com),  with  a  3.8%  dividend  and  a  7%  E/P;  ai 
America's  largest  department  store  chain,  IMay  Departme 
Stores  (22,  MAY,  www.maycompany.com),  with  a  1%  di^ 
dendanda  10%  E/P. 

Christmas  approaches.  A  great  gift  for  investor  frien 
is  Robert  Menschel's  new  Markets,  Mobs  &  Mayhem  (Jolj 
Wiley  &  Sons,  $25).  While  not  written  for  this  purpose, 
detailing  of  how  panics  of  all  forms  end  can  help  you  see  w  | 
stocks  will  do  fine  in  the  next  few  years. 

The  best  older  book  I  read  this  year  is  Thomas  Gilovicl  I 
How  We  Know  What  Isn't  So  (Free  Press,  1991,  $17).  In  simj 
English  he  exposes  the  cognitive  traps  that  cause  misperce  j 
tions  of  reality,  which  are  rampant  in  markets. 


Forbes 


Kenneth  L.  Fisher  Is  a  Woodslde.  Calif-based  money  manage  | 
Visit  his  home  page  at  www.forbes.com/fisher. 
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Fixed-Income  Watch  By  Richard  Lehmann 

WHAT  IF  RATES  SPIKE? 


It's  hard  to  get  excited  about  bonds  when  interest  rates  are 
already  at  record  lows  and  are  likely  to  rise  once  the 
recovery  shows  up.  I  know — we've  been  expecting  this 
recovery  for  a  while  now.  A  year  ago  seers  were  talking 
about  how  rates  and  the  economy  would  rise  in  2002.  That 
didn't  happen,  so  2002  wUl  be  the  third  year  in  which  fixed- 
income  securities  outperform  stocks.  But  this  state  of  affairs 
will  not  last  forever.  A  wise  fixed-income  investor  is  thinking 
about  what  a  rise  in  interest  rates  will  do  to  a  portfolio.  The 
smart  course  of  action  is  to  diversify  out  of  Treasurys  into  junk 
bonds  and  convertible  preferreds. 

Junk  bonds  are  currently  paying  inordinately  large  yields 
because  of  good  old-fashioned  fear,  in  this  case  more  about  a 
second  Iraq  war  than  about  the  economy.  A  junk-yield  spike 
happened  in  the  last  Gulf  war,  then  cleared  up  quickly  once  the 
shooting  stopped. 

Yields  on  junk  bonds  and  preferreds  have  not  been  this  high 
(relative  to  Treasury  yields)  since  1991.  Bargains  are  easily 
found.  Take  Xerox  Credit  Corp.,  the  finance  arm  of  the  beaten- 
down  copier  company.  While  Xerox  may  be  suffering  from 
accounting  irregularities  and  slipping  market  share,  the  com- 
pany is  not  going  bust.  I  like  the  credit  sub's  7.2%  bond,  due 
Jan.  17,  2012  and  yielding  13.6%  to  maturity  at  the  current 
price  of  67  (that's  $670  for  a  $1,000  face-value  bond). 

Crown  Castle  International  is  a  worldwide  communications 
tower  operator.  Wireless  car- 
riers. Crown's  customers,  are 
all  slogging  through  slow 
subscriber  growth.  Yet  Crown 
Castle  has  the  resources  to 
wait  it  out.  The  company  has 
a  10.75%  senior  note  due 
2011,  which  at  81  yields 
14.7%  to  maturity. 

The  other  place  to  be  for 
2003  is  in  preferred  stocks 
and  preferreds  that  convert, 
usually  at  the  option  of  the 
holder,  into  common  stock. 
Now,  most  are  out  of  the  money,  meaning  that  the  value  of  the 
underlying  common  is  significandy  less  than  that  of  the  con- 
ve-tible.  The  beauty  of  converts  is  they  pay  a  tidy  cash  return 
wHl-  ^'.I're  waiting  for  the  common  to  finally  rise  and  make 
thecoj  on  wcrthwhile.  The  reason  to  invest  in  them  now  is 
that  a  strengthening  economy,  by  bringing  on  improving  stock 
prices,  will  offset  any  negative  from  rising  interest  rates.  And 
what  if  the  common  never  recmers  enough  to  make  conversion 
worthwhile?  Then  yoi;  won't  do  rs  veil  as  you  expected,  but  still 


reasurvs  wou' 
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spike  in  interest 

rates.  Protect 

yourself.  Move 

some  money 
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and  converts. 


the  convert  has  considerab 
value  as  a  pure  fixed-incoir 
instrument. 

In  my  Apr.  15  column  I  re<i 
ommended  staying  away  fro: 
convertible  bonds  and  stickir 
with  convertible  preferreds.  Tl , 
preferreds  are  easier  to  tradi 
and  usually  have  better  yiel< 
and  lower  conversion  premiun 
(that's  the  amount  by  which  t) 
convertible's  price  exceeds  tl 
underlying  common's  value).  My  advice  remains  the  same.  ' 
That  said,  there  are  interesting  bond-preferred  hybri 
among  straight  preferreds  and  converts  that  are  worth  a  loc 
These  securities  are  called  "trust  preferreds"  because  the  pr 
ferred  shares  are  backed  by  the  issuing  company's  bonds  he 
in  trust.  So  you  get  the  extra  protection  of  ranking  higher  in  t 
credit  pecking  order  while  keeping  the  pricing  and  tradi 
advantages  of  a  preferred. 

The  Great  Atlantic  &  Pacific  Tea  Co.,  that  venerable  supi 
market  chain,  is  sickly,  but  I  think  it  can  keep  up  its  interest  p; 
ments.  A&P  has  a  preferred  (GAj)  that  is  backed  by  a  9.4%  sen 
bond  maturing  in  2039.  At  a  current  price  of  $15,  the  prefert 
yields  15.3%. 

Other,  more  pedestrian  preferreds  have  a  lot  going 
themselves,  too.  You  can  get  some  good  yields  amo 
faded  blue  chips,  like  Ford  Motor's  6.5%  $50  converti 
preferred  (FpS),  which  trades  at  $37.  Ford's  common  1 
fallen  from  the  mid-30s  last  year  to  a  recent  $9.  You  h. 
until  2032  to  convert  into  2.82  common  shares.  WF 
waiting  for  the  stock  to  recover,  you  can  joyfijlly  rake  i 
decent  8.8%  yield. 

I  also  like  defense  contractor  Raytheon's  8.25%  p 
ferred  (RTN),  which  at  $51  yields  8.1%.  Known  for  its  el 
tronics  gear  (radar,  sonar,  surveillance)  and  miss 
(Patriot,  Hawk),  Raytheon  is  benefiting  from  the  milit 
buildup,  of  course. 

A  negative  is  that  this  particular  Raytheon  security 
mandatory  convert,  which  means  that  at  its  May  2006  con> 
sion  date  you  get  stock,  not  cash.  A  lot  of  folks  don't  like  1 
feature.  Raytheon  compensates  for  this  by  promising  to  pay 
more  common  shares  if  they're  trading  below  $27.50  in  I» 
2006  (they  now  go  for  $28  per  share).  Then  you  would  get 
shares.  At  any  common  price  between  $27.50  and  $33.55, 
get  $50  in  common  shares;  above  $33.55,  you  get  1.5  shares 


pV||«l^|i^       Richard  Lehmann  is  editor  of  the  Forbes/Lehmann  Income ,' 
^^^HHBicon.       rities  Investor.  Visit  his  home  page  at  www.farbes.com/lehn 
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A  PERSPECTIVE  ON  VALUE  INVESTING 


hAARKETS  SHIFT 
OUTVALUES  HAS^t^'j 


No  matter  how  the  market 
performs,  Mutual  Series  portfo- 
lio managers  always  follow  a 
time-tested,  value-driven 
approach  to  investing.  First,  we 
dig  deep  to  find  securities  others 
have  overlooked.  Next,  we 
intensely  scrutinize  each  company, 
learning  all  we  can  about  what 
can  be  done  to  improve  its 
earnings.  Finally,  we  stand 


Mutual  Series' activist  approach  to  value  investing 
has  produced  competitive  performance. 


of  the  Mutual  Shares  Fund  has 
been  negative,  it  has  generally 
performed  well  over  the  long 
term.  For  example,  the  fund 
received  a  4-Star  Overall 
Morningstar  Rating™  by 
Morningstar,  Inc.,  against  a 
category  of  1 88  and  1 28  world 
stock  funds  for  the  3-  and  5-year 
periods  respectively,  ended 
9/30/02.'  Of  course,  post 


Mutual  Shares  Fund   |  Morningstar  Ratings'"  9/30/02^ 


OVERALL 
•  ••• 


THREE  YEAR 
•  •• 


FIVE  YEAR 
•  ••• 


TEN  YEAR 

N/A 


prepared  to  increase  the  value  of  stocks  we  purchase 
by  getting  actively  involved  in  the  companies  in 
which  we  invest. 

The  result:  Although  the  recent  performance 


performance  does  not  guarantee  future  results. 

To  gain  further  perspective,  contact  your  investment 
representative,  call  1-800-FRANKLIN  Ext.  P567  or 
visit  our  website  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE"  > 

Franklin  Templeton  Oistnbutors,  Inc ,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales 
ctiarges,  expenses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money. 

Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and 
political  uncertainty. 

tSource:  MOilNM  ®  9/30/02,  Past  performance  does  not  guarantee  future  results.  For  each  fund  vi/ith  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar 
Rating"  based  on  a  Momingstar  Risk-Adjusted  Retum  measure  that  accounts  for  variation  in  a  fund's  monthly  perfomiance  (including  the  effects  of  sales  charges,  loads  and  redemp- 
tion fees),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  1 0%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive 
4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale 
and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Momingstar  Rating  for  a  fund  is  derived  from  a  weighted-average  of  the 
performance  figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Momingstar  Rating  metrics.  Momingstar  Rating  is  for  Class  A  shares  only:  other  classes  may  have 
different  perfomiance  characteristics.  ®2002  Momingstar  Inc.  /\ll  Rights  Reserved.  TTie  information  contained  herein  is  proprietary  to  Momingstar  and/or  its  content  providers;  may 
not  be  copied  or  distiibuted;  and  is  not  wananted  to  be  accurate,  complete  or  timely  Neitiier  Momingstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses 
arising  from  any  use  of  this  infomiation.  For  more  current  perfomiance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  fobi  2/02 


HESTffl 


HARLENE  BREITKREUZ,  A 
55-year-old  hospital  employee  in  Virginia 
Beach,  spent  years  tanning  on  local 
beaches.  In  the  last  two  years  she  began 
noticing  crow's  feet  around  her  eyes. 
When  she  heard  of  a  patient  trial  for  a 
new,  noninvasive  treatment  promising  to 
reduce  wrinkles,  she  signed  up. 

Twice  a  week  for  eight  weeks,  Breit- 
kreuz  donned  a  pair  of  goggles  in  a  doc- 
tor's office  and  stared  into  a  panel  of  2,000 
tiny,  pulsing  orange  lights.  After  six  weeks 
the  fine  lines  were  gone  and  her  skin  was 
smoother.  "It's  almost  like  going  to  the 
tanning  booth,  but  better,"  she  says.  "You 
know  it's  doing  something  good  for  you." 

A  new  theory  making  the  rounds  in 
cosmetic  surgery  is  that  a  bit  of  basking 
under  highly  tuned  cascades  of  light  can 
reduce  wrinkles,  remove  acne  scars  and 
firm  up  stretch  marks.  In  a  process  called 
LED  photomodulation,  the  light  stimu- 
lates the  production  of  cell-producing 
proteins  under  the  skin's  surface.  The  LED 
stands  for  "light-emitting  diode,"  a  semi- 
conductor chip,  found  in  VCRs  and 
radios,  that  glows  when  electrified. 

The  device  Breitkreuz  used,  which 
resembles  the  toy  Lite-Brite,  is  called 
GentleWaves.  Its  maker.  Light  Bioscience 
of  Virginia  Beach,  plans  to  begin  market- 
ing GentleWaves  ne.xt  year,  according  to 
its  inventor  and  the  firm's  founder,  Dr. 
David  McDaniel,  an  assistant  professor  of 
Clinical  Dermatology  &  Plastic  Surgery  at 
Eastern  Virginia  Medical  School. 

The  power  to  eliminate  wrinkles  with 
light  is  a  bold  claim  for  a  device  baciced  by 
an  unknown,  tiny  company  with  scant 
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Three  doctors  say  low-level  light  can  Improve  tired  skin'Ji 


BY  EMILY  LAMBERT 


hard  evidence  behind  it.  None  of  the 
dozen  or  so  pUot  studies  performed  so  far 
could  be  called  extensive  or  independent. 
Each  study  used  only  a  handful  of 
patients  over  the  course  of  two  to  six 
months,  and  some  patients  were  indi- 
rectly affiliated  with  the  three  doctors 
who  started  the  firm. 

The  data  leave  plenty  of  room  for 


detractors.  "Is  it  possible?  Yes.  Is  it  plau 
ble?  Um — maybe.  But  has  it  been  pro\'t 
No,"  says  Dr.  Rodney  Rohrich,  chairn 
of  the  emerging  trends  task  force  for  i 
Aesthetic  Surgery  Education  and  I 
search  Foundation.  "Anybody  can  p 
sent  data,  anywhere,  anytime.  It's  getti 
it  into  a  peer-reviewed  journal  based 
good  science  that  counts." 


i 
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Light  up  my 

life:  David 

McDaniel 

beams  over 

GentleWaves 

device. 


1^ 
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ik— but  science  has  to  catch  up  with  their  claims. 


LED  photomodulation  translates  the 
cess  of  plant  photosynthesis  into  the 
rkings  of  human  skin  ceOs,  deploying 
body's  own  q^ochromes  to  build  new 
teins  the  same  way  plants  use  chloro- 
fll  to  convert  sunlight  into  cellular 
Iding  blocks.  The  LEDs  on  Gentle- 
ves  shoot  weak  light  (less  than  25 
ts)  through  the  skin's  epidermis  to 


fibroblast  cells,  which  produce  structural 
proteins  such  as  collagen  and  elastin. 
When  the  light  hits  the  cytochromes 
inside  the  fibroblasts'  mitochondria,  it 
stimulates  the  cell's  energy  transport  sys- 
tem. The  cell  produces  more  structural 
proteins,  which  in  turn  puff  up  the  skin 
and  give  it  the  appearance  of  improved 
tone  and  elasticity.  The  LEDs'  cool  tem- 


peratures don't  burn  or  scar,  which  laser 
treatments  are  known  to  do. 

GendeWaves  inventor  McDaniel  says 
he  can  send  specific  instructions  to  cells 
by  changing  the  light's  wavelengths,  fre- 
quency or  intensity,  but  he  says  the  light 
"codes"  he  has  created  are  proprietary. 
The  doctors  refuse  to  be  more  specific 
about  what  genes  are  involved  and  what 
happens  inside  the  cytochromes.  He 
acknowledges  using  yellow  and  red  light, 
but  he  refuses  to  say  what  power  intensity 
is  used  or  for  how  long. 

LED  photomodulation  has  fans  in 
broader  scientific  circles.  Scientists  work- 
ing for  the  Department  of  Defense's 
Advanced  Research  Projects  Agency  are 
investigating  whether  LEDs  can  heal  eye 
injuries  and  skin  lesions.  This  year  the 
government's  researchers  published 
results  showing  that  LEDs  can  clear  up 
mucositis,  the  mouth  sores  suffered  by 
chemotherapy  patients.  One  day,  says 
McDaniel,  his  GentleWaves  device  may 
even  be  shown  to  spur  hair  growth  and,  if 
it  can  be  made  to  work  in  reverse,  stall  the 
growth  of  fat  or  cancer  cells. 

For  now,  GentleWaves'  health  claims 
are  likely  to  be  dogged  by  controversy. 
Each  of  the  doctors  behind  it  have  vary- 
ing degrees  of  financial  interest  in  Light 
Bioscience.  The  company  declined  to 
release  financial  information,  but  the  pri- 
mary bankrollers  are  a  local  lawyer  and 
two  brothers  in  real  estate  development. 

McDaniel  and  his  colleagues  have 
presented  their  findings  at  several  derma- 
tology conferences,  but  they  have  pub- 
lished no  peer-reviewed  papers.  He  says 
they  were  ready  to  publish  a  paper  in  a 
small  dermatology  journal,  but  decided 
last  month  to  pull  the  paper  and  publish 
more  definitive  results  in  a  bigger  journal. 

On  Oct.  31  McDaniel's  partner  Dr. 
Roy  Geronemus,  director  of  the  Laser  & 
Skin  Surgery  Center  of  New  York,  pre- 
sented the  results  of  a  larger  study  of  90 
people,  mostly  women,  to  the  American 
Society  for  Dermatologic  Surgery,  of 
which  he  is  president.  He  reported  that 
GentleWaves  produced  a  62%  improve- 
ment in  appearance  of  the  skin  in  the  eye 
area,  36%  in  the  upper  lip  area  and  a  26% 
improvement  in  skin  roughness  around 
the  eyes. 

McDaniel  says  tests  are  being  con- 
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(SURPRISE: 
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You  may  not  realize  it,  but  your 
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Antiaging  Lamp 

LED  photomodulation  uses 
pulses  of  light  to  stimulate 
protein  production.  Over 
time,  wrinkles,  acne  scars 
and  stretch  marks  are  filled 
in  and  smoothed  out  by  new 
and  plumped  cells. 


AFTER 


ducted  at  top-notch  facilities,  notes  that 
all  three  doctors  have  university  affilia- 
tions and  says  that  negotiations  are  in 
progress  to  conduct  independent  tests 
next  year.  "My  mission  has  been  science 
first,  commercialization  second,"  he  says, 
promising  the  science  is  secure.  He  plans 
to  release  more  information  at  the  spring 
meeting  of  the  American  Society  for 
Laser  Medicine  and  Surgery.  "I'm  pretty 
comfortable  with  the  technology,"  says 
Suzanne  Kilmer,  president  of  the  ASLMS. 

But,  given  the  swarm  of  vain  con- 
sumers out  there,  hard  proof  may  not  be 
prerequisite  for  success.  There  were  8.5 
million  cosmetic  surgical  procedures  per- 
formed in  2001,  generating  $9  billion  in 
surgeons'  fees  alone,  up  48%  from  2000. 
The  closest  thing  out  there  to  LED  photo- 
modulation  is  a  controversial  procedure 
called  nonablative  laser  treatment,  which 
uses  heat  to  burn  away  sub-surface  skin 
so  that  new  cells  will  replace  it.  Doctors 
performed  an  estimated  127,000  nonab- 
lative laser  skin  procedures  this  year,  up 
from  110,000  in  2001. 

McDaniel,  a  laser  skin  treatment  spe- 
cialist, had  been  researching  LED  photo- 
modulation  for  over  five  years.  He  formed 
Light  Bioscience  in  March  2000,  subsidiz- 
ing his  research  and  patent  filings  with  a 
second  mortgage  on  his  house  and  a  loan 
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against  his  Hfe  insurance  policy.  Early 
year  he  brought  in  fellow  laser  experts  Dl 
Geronemus  and  Dr.  Robert  Weiss,  assL«;' 
tant  professor  of  dermatology  at  John 
Hopkins  University  School  of  Medicinn 
This  summer  he  raised  an  undisclose^ 
sum  from  the  local  investors  to  fund  ttl 
company.  The  firm  plans  to  file  for  FE 
approval  next  year,  though  it  isn't  requini 
for  the  device. 

McDaniel  plans  one  version  of  Gentln 
Waves  for  doctors'  offices  and  a  home  ve 
sion.  The  company  has  yet  to  fix  a  price  ft 
the  home  version,  but  physician  model 
could  run  $55,000.  Office  treatments  w 
be  priced  to  compete  with  laser  treatmen 
which  are  typically  $500. 

Several  LED  devices  on  the  mark 
make  claims  such  as  relief  of  arthriti 
related  pain.  Michael  Moretti,  editor 
trade  magazine  Medical  Laser  Insigl 
expects  to  see  100  LED  technologies  o 
next  year,  most  of  which  he  says  woi 
have  any  more  effect  than  a  penlight. 

But  Sharlene  Breitkreuz,  for  one, 
convmced  it  works.  Within  a  month  of!" 
first  treatment,  she  says,  fi-iends  and  fam  ^ 
were  complimenting  her  on  her  smoott 
skin.  "Like  a  baby's  heinie,"  she  sa' 
adding  that  she'd  jump  at  the  chance  to ' 
GendeWaves  again.  Who  needs  scienti 
proof?  "He  certainly  proved  it  on  me." 
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Discover  JPMorgan  Fleming  International 
Mutual  Funds. 

Investment  opportunities  are  becoming  increasingly 
global.  You  know  JPMorgan  Fleming's  heritage  as  wealth 
management  professionals,  but  did  you  also  know  that 
we  are  renowned  in  Europe  and  the  Far  East  for  our 
international  investment  capabilities?  Ask  your  financial 
advisor  how  our  global  reach,  local  presence  and 
markets  expertise  may  offer  you  world-class  strategies 
for  international  investing. 

For  more  information  or  to  get  a  prospectus*  call 
1-800-348-4782  or  visit  jpmorganfunds.com 
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rrtls  the  marketing  name  for  the  asset  management  business  of  J. P.  Morgan  Chase  &  Co.  ©2002  J. P.  Morgan  Chase  &  Co.  All  rights  reserved. 

ial  investing  involves  a  greater  degree  of  risk  and  volatility.  Changes  in  currency  exchange  rate,  political  and  economical  climate  can 
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EVERY  DAY  SLEEK  U.S.  NAVY  F-14  TOMCATS  AND  F/A-18 
Hornets  pierce  the  sky  over  Virginia  Beach,  home  of 
Air  Station  Oceana.  So  dazzling  are  the  jets  that  you 
might  not  notice  one  of  their  ancestors  creeping 
along  the  horizon:  a  propeller-driven  Spitfire,  of  the 
kind  that  defended  England  against  the  Luftw^affe 
during  World  War  II.  The  antique  belongs  to  Gerald  Yagen,  chief 
executive  of  Tidewater  Tech  vocational  schools,  v^ho  collects  World 
War  II  warbirds  in  a  hangar  at  nearby  Suffolk  Airport. 

Yagen  loves  these  old  geezers,  though  at  56  he's  too  young  to 
remember  the  war  and  has  never  even  served  in  the  military.  "It's 
the  joy  of  being  able  to  fly  the  aircraft,"  he  explains,  recalling  a 
September  afternoon  in  his  TBM  Avenger,  the  same  type  of  torpedo 
dive-bomber  former  President  George  Bush  was  flying  when  he 
was  shot  down  over  the  Pacific.  Anybody  can  drive  a  Ferrari,  he 
says,  but  "not  everyone  can  land  a  Corsair  on  a  narrow  runway." 
The  Virginia  native  started  collecting  World  War  II  aircraft  in 
1994,  partly  as  a  way  to  lure  students  into  an  aviation  maintenance 
program  at  one  of  his  14  Tidewater  Tech  schools.  A  third  of  Yagen's 
3,000  students  take  courses  related  to  aviation. 

Yagen's  collection  of  15  flightworthy  WWII  planes  isn't  the 
biggest  of  its  kind,  nor  the  most  valuable.  The  Commemorative  Air 
Force  in  Midland,  Tex.  (known  until  last  year  as  the  Confederate 
Air  Force)  has  145  World  War  II  planes;  the  Smithsonian,  84.  Pri- 
vate collector  Kermit  Weeks  has  27  in  Polk  City,  Fla.,  part  of  a  di- 
verse aircraft  collection  worth  maybe  $40  million.  But  Yagen's  is  the 
only  one  that  plays  a  practical  role  in  a  profitmaking  business. 

When  Yagen  started  out 
collecting,  he  bought  wrecks 
and  fixed  them  up,  thinking 
it  would  be  cheaper  than 
buying  restored  planes.  Ex- 
perience has  taught  him  oth- 
erwise. First  he  bought  a 
Curtiss  P-40E  Warhawk  that 
the  Russians  lost  fighting  the 

Nazis  near  Norway.  Its  condition:  "Like  dropping  a  car  from  a 
thousand  feet,  then  leaving  it  out  for  50  years  to  rust."  To  restore 
it  he  cannibalized  parts  from  four  other  wrecks.  Restoring  a  B-25J 
bomber  has  proved  similarly  taxing.  Four  years  and  $600,000 
later,  Yagen  sighs,  "I  coulda  gone  out  and  bought  one  [intact]  for 
$400,000." 

He  now  prefers  to  buy  planes  already  airworthy — "unless  it  is 
a  very  rare,  one-of-a-kind  aircraft."  Like,  for  instance,  his  1939 
Messerschmitt  BF-  loy?,-?,  which  he  is  restoring  in  eastern  Europe. 
The  single-seat  fighter  was  one  fine  machine  in  the  1930s,  with  its 
stressed-skin  design  and  retractable  landing  gear. 

Hunting  for  such  rarities  can  be  a  ftill-time  job,  and  until  re- 
cenfly  Yagen  kept  a  retired  U.S.  :\rmy  Ranger  on  staff  to  search  for 
wrecks.  Now  he  does  it  himself,  helped  by  a  network  of  free- 
lancers around  the  world.  He  runs  newspaper  ads  targeted  at 
anybody  who  might  have  seen  a  plane  gci  dowi\  in  the  1940s — the 
proverbial  old  farmer  who  "calls  and  tells  mc  aliout  his  brother 
and  him  going  to  school,  when  they  saw  .i  young  Marine  pilot 
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The  warplanes  of  World  War  II 
live  on  at  a  little 
airport  near  Virginia  Beach. 
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walking  out  of  the  woods." 

Yagen  likes  to  focus  searches  on  remote 
lands  ruled  by  dictators — Myanmar 
(Burma),  for  example — where  scared  lo- 
cals are  apt  to  let  planes  sit  unmolested  for 
decades.  Even  better  are  dictatorships  in 
dry  lands,  where  wrecks  are  more  free  from 
rust  and  rot.  Libya,  he  says,  is  a  terrific  place 
to  look  for  airplanes. 

In  Russia  a  collector  has  to  pay  $10,000 
to  $15,000  just  for  export  permits.  And 
three  Russian  historians  must  certify  that 
the  plane  has  no  historic  value.  The  only 
reason  Yagen  got  to  export  a  Russian-made 
Lavochkin  V  from  Ukraine  was  that,  after 
communism's  collapse,  the  region  ceased 
to  be  a  part  of  Russia.  "I  think  it's  the  only 
Lavochkin  V  that  survived  the  war,"  he 
says.  The  Germans,  by  contrast,  are  quick 
to  part  with  aircraft  that,  if  slathered  with 
swastikas,  cannot  be  displayed  anyway:  "It's 
an  embarrassment  to  them." 

Yagen  just  shelled  out  $60,000  to  over- 
haul the  engine  on  his  Hurricane;  he  figures 
he's  spending  at  least  $1  million  a  year 
maintaining  his  planes.  Nearly  $100,000  of 
that  goes  to  insurance,  which  he  keeps  cheap 
by  limiting  the  motion  coverage  (for  flight 
operations  and  liability)  to  three  planes.  The 
rest  get  only  ground  and  hangar  coverage. 
Flights,  he  figures,  cost  $1,000  an  hour. 

So  precious  have  old  warbirds  become 
that  curators  argue  it's  unconscionable  for 
collectors  like  Yagen  to  fly  them:  They 


.  the  sky:  a  1941  Boeing  Stearman  Navy  Trainer. 


might  be  wrecked  and  lost  forever.  The 
Smithsonian  never  lets  its  collection  leave 
the  ground.  But  for  Yagen,  flying  is  a  big 
part  of  the  fijn  of  ownership. 

The  most  Yagen  ever  spent  on  a  plane 
was  $900,000  for  a  1943  Vickers  Superma- 
rine  Spitfire  Mark  IX,  originally  mass-pro- 
duced in  England  in  1943  for  $64,000  a 
copy.  Light  and  nimble,  it  flew  15  sorties  in 
Italy  and  was  caught  on  color  film  in  Cor- 
sica by  Wflliam  Wyler,  who  directed  The 
Best  Years  of  Our  Lives.  Later  it  wound  up  in 
the  Israeli  Air  Force,  which  left  it  derelict 
in  a  playground  to  tempt  children  to  be- 
come pilots.  A  collector  bought  it  and  sold 
it  to  Frederick  Smith,  founder  of  Federal 


Where  to  See  WWH  Warbirds  Fly 

APRIL  2-8, 2003  Sun  'n  fun:  Lakeland,  Fla.  863-644-2431,  sun-n-fun.org 

JUNE  6-8, 2003  World  War  II  Weekend,  Mid  Atlantic  Air  Museum,  Reading,  Pa. 
610-372-7333,  maam.org/maamwwii.html 

JULY  12-14  2003  History  of  Flight,  1941  Historical  Aircraft  Group  Museum,  Geneseo,  N.Y. 
585-243-2100,  I94lhag.org 

JULY29-AUGUSr4,2003  AirVenture,  Experimental  Aircraft  Association,  Oshkosh,  Wis. 
920-426-480,  airventure.org 

OCTOBER  4-5, 2003  Airshow  2003,  Commemorative  Air  Force,  Midland,  Tex.  (See  below.) 

See  WWn  Planes  on  Display 

FANTASY  OF  FLIGH 1  Polk  City,  Fla.  863-984-3500,  ext.  223,  fantasyofflight.com 
COMMEMORATIVE  AIR '  ORCE  Midland,  Tex.  915-563-1000,  commemorativeairforce.org 
NATIONAL  MUSEUM  OF  HAVAl  AV(An.ON  Pensacola,  Fla.  850-452-3604, 
Naval.Museum@smtp.cnet.navy.mil,  naval-airorg 

UNITED  STATES  AIR  FORCE  MUSEUM  Wright  Patterson  AFB,  Dayton,  Ohio.  937-255-3286, 
wpafb.af.mil/museum 

For  more  resources,  including  a  list  of  warbird  movies,  go  to  forbes.com/fighter. 
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Express,  who  renovated  it  and  sold  it  to 
guy  who  then  sold  it  to  Yagen. 

The  plane  Yagen  prizes  most:  a  19 
Hurricane  MK  XII-B,  which  sat  on  a  fanil 
in  Saskatchewan  from  1948  to  1965.  It 
handcrafted,  the  tubular  steel  frame  co< 
ered  in  fabric  like  a  kite.  There  are  on. 
eight  flying  in  the  world,  he  thinks. 

One  problem  with  coOecting  militai. 
aircraft  is  that  you're  competing  against  tl 
Pentagon.  The  U.S.  Navy  claims  perpei 
rights  to  all  its  aircraft,  no  matter  how  lon|i 
ago  they  crashed,  or  where.  Yagen  coun| 
himself  lucky  to  have  gotten  his  hands  c 
a  1944  Navy  Corsair,  used  to  fight  Japan 
the  South  Pacific  (and  later  featured  in  tl 
1970s    television    series    Black    Shei 
Squadron).  He  had  to  pay  $720,000  for  h 
and  only  got  it  because  the  Navy  had  so 
it  to  a  private  aviator  in  the  1950s,  befo 
embarking  on  its  historical  preservatic 
program.  "Today,"  he  says,  "the  Navy  pro 
ably  would  never  sell  one."  It's  the  first  U 
warplane  to  top  400mph. 

Along  with  planes,  Yagen  has  picked  i 
other  period  pieces,  including  a  Germ; 
V- 1  flying  bomb — the  original  cruise  m 
sile.  Its  popping  ramjet  engine  caused 
victims,  the  British,  to  dub  these  missil 
"buzz  bombs."  Between  1944  and  1945 1 
Germans  sent  9,25 1  sputtering  across  t 
Channel.  "It  has  all  the  internal  guidan 
systems  and  everything,"  he  says.  "We  j 
the  engine  started,  but  we  couldn't  get  it 
keep  running."  A  special  challenge,  th( 
for  some  eager  young  mechanic. 


LOWER    MANHATTAN. 

MORE    THAN    JUST   A    SMART   MOVE. 

It's  an  investment  in  New  Yoric's  future.  With 
rewards  that  include  Liberty  Zone  tax  benefits,  cash 
grants,  competitively  priced  properties  and 
an  upgraded  infrastructure.  So  join  the  dozens  of 
other  companies  that  are  growing  successful 
businesses,  while  building  a  stronger  New  York. 
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For  more  information: 

1-800-1  LOVE  NY  1-866-227-0458 

www.nylovessmallbiz.com       www.newyorkbiz.com 


Charles  A.  Gargano,  Chairman,  Empire  State  Development 
Daniel  L.  Doctorotf,  Deputy  Mayor  For  Economic  Development  and  Rebuilding 

[■eation  activity  and  grants  are  supported  through  funds  from  the  Job  Creation  and  Retention  Program  (JCRP),  U.S.  Department  of  Housing  and  Urban  Development  (HUD). 
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TN  JANUARY  1789  GEORGE  WASHINGTON 
put  quill  to  paper  and,  in  consultation 
|f    with  aide  David  Humphreys,  drafted  his 
first  inaugural  address.  On  page  27  he 
wrote:  "This  Constitution,  is  really  in  its 
formulation  a  government  of  the  people;  that  is 
to  say,  a  government  in  which  all  power  is 
derived  from,  and  at  stated  periods  reverts  to 
them."  Stirring,  fundamental  stuff. 

But  Washington  never  delivered  this  speech. 
His  friend  James  Madison  cautioned  it  was  too 
long  (73  manuscript  pages)  and  hyperbolic.  So 
Washington  delivered  a  shorter,  watered-down 
version.  The  long  original,  deemed  disposable, 
later  was  given  away  to  autograph  seekers,  one 
piece  at  a  time.  Thus  was  one  of  the  seminal 
documents  of  U.S.  history  lost  forever. 

Or  so  it  seemed  until  the  1950s,  when  collec- 
tor Forest  Sweet,  who  had  accumulated  six  stray 
leaves  (a  leaf  being  a  single  two-sided  page), 
deduced  they  came  from  Washington's  original. 
In  1957,  after  his  death,  Parke-Bernet  auctioned 
off  the  lot,  including  the  "of  the  people"  leaf. 
Price:  $3,400. 

Now  three  of  these  same  leaves  are  up  for 
sale  again,  part  of  a  Dec.  13  auction  at  Sotheby's 
in  New  York.  Not  only  do  they  offer  a  window 
into  the  first  President's  mind,  they  also  provide 
a  vivid  illustration  of  price  appreciation: 
Sotheby's  is  asking  $350,000  (low  estimate)  for 
the  "of  the  people"  leaf  alone.  Christie's,  in  a 
competing  Dec.  19  auction  of  U.S.  historical 
manuscripts,  is  selling  a  copy  of  the  Emancipa- 
tion Proclamation  signed  by  both  Lincoln  and 
Secretary  of  State  William  Seward.  Estimated 
value:  $600,000  to  $800,000. 

The  highest  price  ever  fetched  for  a  single 
Washington  inaugural  leaf  went  to  the  owners  of 
this  magazine  nine  months  ago.  In  it  Washing- 
ton defends  his  motives  for  accepting  the  presi- 
dency and  denies  harboring  dynastic  ambitions 
("I  have  ...  no  family  to  build  in  greatness  upon 
my  Country's  ruin.").  Purchased  in  1979  for 
$4,000,  it  brought  in  $358,000.  In  that  same  auc- 
tion the  manuscript  for  Abraham  Lincoln's  last 
speech,  delivered  from  the  win- 
dow of  the  White  House  three 
days  before  his  assassination, 
sold  for  $3.1  million. 

Prices  of  tliis  kind  prompted 
the  owner  of  the  nine  lots  in 
Sotheby's  December  auction, 
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CAPITALIST  TOOL 

Platinum  Visa®  Card 

Get  the 
low^  rates  and 
exceptional  benefits 
you've  been  looking  EOR 
IN  A  Platinum  credit  card. 

•  Low  Introductory  APR  on  Purchases 
and  Balance  Transfers 

•  No  Annual  Fee 

•  Credit  Line  from  $5,000  up  to  $100,000' 

•  24-hour  Cardmember  Service 

Call  Toll  Free  to  Apply! 

1  -888-205-31 68 


'In  certain  instances,  you  may  receive  a  Classic  card  with  a  credit  line  up  to  $5,000. 
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Sofa 
Cushion 


For  prospectors,  it's  the  Lost 
Dutchman  Mine.  For  manuscript 
hunters,  it's  any  of  the  following. 
None  of  the  documents  below  is 
known  to  have  been  destroyed.  So 
where  are  they?  Stuffed,  perchance, 
into  a  sofa  or  a  sideboard.  At  next 
Saturday's  rummage  sale  keep  an 
eye  peeled  for  the  following. 

■  Lincoln's  letter  to  Lydia  Bixby.  In 
Saving  Private  Ryan  a  general  reads 
a  copy  of  this  famously  inspiring 
missive.  In  it  Lincoln  offers  his 
condolences  to  Mrs.  Bixby,  who  had 
lost  five  sons  in  the  Civil  War  The 
letter  was  printed  in  a  Boston 
newspaper  in  1864.  The  original, 
however,  has  never  surfaced. 

■  Printer's  copy  of  the  Declaration  of 
Independence.  John  Dunlap, 
Congress'  official  printer,  received  a 
manuscript  on  July  4, 1776,  from 
which  he  made  the  first  printed 
copies  of  the  Declaration.  It's  not 
known  whether  the  pages  he  worked 
from  were  in  Thomas  Jefferson's 
hand  or  inscribed  by  a  clerk. 

■  The  Gettysburg  Address— as 
delivered  at  Gettysburg.  After 
making  his  speech  Lincoln  wrote 
out  five  souvenir  copies,  all  of 
which  reside  in  institutions.  What 
about  the  manuscript  he  used  on 
the  dais?  It's  never  been  found. 

■  The  manuscript  for  Thomas 
Paine's  Common  Sense.  —S.A. 


FORBES  LIFE    CoUe^^lf)^ 


Frederick  Nederlander,  to  sell.  A  78-year-old 
retired  auto  parts  manufacturer  from 
Franklin,  Mich.,  he  bought  his  collection  at 
the  selfsame  auction  house  23  years  ago,  pay- 
ing $5,500  for  the  "of  the  people"  leaf. 

Why  are  values  strengthening  in  an  oth- 
erwise unsteady  art  and  collectibles  market? 
The  best  explanation  comes  from  one  of  the 
field's  top  private  collectors,  New  York 
investment  manager  Richard  Gilder,  who, 
together  with  friend  and  collecting  partner 
Lewis  Lehrman,  owns  some  50,000  manu- 
scripts and  printed  material  that  date  from 
colonial  times  to  the  present.  Original  docu- 
ments disclose  intimately,  and  vntii  special 
force,  the  workings  of  the  minds  that  made 
them.  Says  Gilder,  "You  can  see  the  strug- 
gle." By  way  of  Ulustration,  he  points  to  two 
very  different  versions  of  the  Constitution, 
both  in  the  GUder-Lehrman  collection. 

The  first,  from  August  1787,  begins,  "We 
the  People  of  the  States  of  New-Hampshire, 
Massachusetts,  Rhode-Island  and  Providence 
Plantations,  Connecticut. ..."  The  second, 
printed  six  weeks  later,  says,  "We,  the  People 
of  the  United  States.. . ."  Somewhere  in  be- 
tween came  the  lightning  flash  that  gave 
Americans  their  national  identity.  "Heir- 
looms," Gilder  calls  such  documents.  "The 
Holy  Grail  of  the  world's  greatest  story." 


Abraham  Lincoln  dominates,  followeii 
closely  by  Washington,  Jefferson,  Adams  am 
Franklin.  Today's  most  sought-after  item] 
cgme  from  the  period  bookended  by  th 
American  Revolution  and  the  Civil  War. 

New  collectors  often  are  surprised  by 
volume  of  material  in  circulation.  Unt 
presidential  libraries  became  de  riguei 
(starting  with  Rutherford  B.  Hayes),  presi 
dential  manuscripts  sometimes  were  ha 
died  carelessly.  Some  were  scattered,  othet 
lost.  Washington's  1 789  address  is  just  a 
in  point. 

"Lost"  papers,  though,  have  a  way  ( 
turning  up,  either  as  a  result  of  assiduous  d( 
tective  work  or  pure  dumb  luck.  Chance 
covery  lends  excitement.  Of  the  14  leaves  t 
Washington's  inaugural  now  accounted  f( 
the  last  was  found  six  years  ago,  in  a  mo 
unlikely  place:  a  small  town  in  East  Angli| 
England,  where  it  had  been  stuffed  into  a 
album  lying  underneath  a  sofa.  It  sold  i\ 
Phillips  for  $352,000.  No  one  can  say  the  n 
of  the  speech  won't  eventually  emerg 
though  who  knows  where  or  when  (see  box 

Made  from  linen,  18th-  and  19th-ceii 
tury  paper  ages  well — far  better  than  moc 
ern  paper,  which  crumbles.  Moreover,  i 
questions  of  value,  content  almost  alwa; 
trumps  condition.  A  page  may  be  ripped.  I  j|j 
may  be  torn.  But  if  it  played  a  role  in  histoi 
its  value  is  unblemished.  Caring  for  histor 


"Losf  papers,  though,  have  a  way  of  turning  uf 
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It  was  Gilder's  instinct  as  an  investor  that 
prompted  him  to  form  a  collecting  team 
with  Lehrman  in  1990.  They  viewed  U.S. 
documents  as  undervalued.  Anticipating  the 
day  they  would  give  their  collection  away, 
Gilder  says  he  hoped  "the  savings  on  my  in- 
come tax  would  pay  for  what  I'd  invested." 
Has  it  turned  out  that  way?  "Almost."  The 
pair  already  has  donated  many  pieces  to  a 
nonprofit  entity  (their  own),  which  makes 
them  available  to  schools  and  museums. 

This  species  of  collecting  isn't  new.  In 
the  18th  century  collectors  sought  writings 
by  the  Pilgrims  and  from  the  Salem  watch 
trials.  The  old-fashioned  approach  was  to 
collect  according  to  lists,  such  as  all  the  sign- 
ers of  the  Declaration  of  Independence  or 
all  the  Presidents.  (Gilder  and  Lehrman  have 
a  collection  of  pardons  from  every  Presi- 
dent.) Now  the  fashion  is  to  get  manuscripts 
from  history's  most  significant  figures. 


manuscripts  is  relatively  easy.  Nederland 
kept  his  collection  at  home,  in  a  set  of  line* 
and-leather  slip  cases.  Serious  coUecto 
keep  theirs  in  folders  or  envelopes  made 
acid-free  paper.  When  framing  they  ui  (i 
standard  museum-quality  materials,  such 
ultraviolet-resistant  Plexiglas. 

The  number  of  individuals  and  instit 
tions  chasing  American  historical  man 
scripts  is  small,  compared  with  other  are 
of  collecting.  For  materials  priced  abo 
$100,000  there  are  probably  just  100  possil 
bidders,  estimates  dealer  Seth  Kaller.  0\ 
the  next  five  to  ten  years  prices  will  be  b( 
stered  by  buying  from  several  new  museui 
now  under  construction.  These  include  t 
National  Constitution  Center  in  PhUad 
phia,  set  to  open  next  year,  and  the  Abrahi 
Lincoln  Presidential  Library  &  Museum 
Springfield,  111.  Both  are  in  the  process 
building  their  manuscript  collections. 
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ach  month.  Global 
induce     magazine 
ives  senior  financial 
xecutives  a  cross  see- 
on   of  solution-oriented 
iformation  on  international 
vents,     corporate    strategies, 
larket-sensitive  special  reports  antl 
ertinent  business  rankings  that  helps  them 
o  their  jobs  better. 

lobal  Finance   fields   a   team   of  experienced 
nancial   editors   and   reporters   as   it   maintains 


editorial      bureaus 
in    North    America, 
Europe,  Asia  and  Latin 
America.  Supported  by 
a  network  of  correspon- 
dents   in    financial    centers 
around  the  world,  they  bring  a 
global  context  to  every  story. 

And  with  this  special  offer,  you  can  receive 
a  year's  worth  of  Global  Finance  Magazine 
(a  US$350  value)  FREE  OF  CHARGE  by  simply 
completing  the  easy  form  at  the  link  below. 
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Player  on  the  fifth  green  of  the  U.S.  Open,  1965. 
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Going  Private 


Why  sell  a  collection  privately,  rather  than  at  public  auction?  Ask  Gary  Player. 

BYALAN  FARNKAM 

TN  THE  COURSE  OF  HIS  49-YEAR  CAREER  AS  A  PROFESSIONAL  GOLFER,  GARY  PLAYER  HAS 
accumulated  mementos  fiom  163  victories.  Jack  Nicklaus  won  more  PGA  tournaments,  but  Player 
played  the  globe.  "My  ambition,"  says  the  South  African,  "was  to  become  the  complete  world  golfer." 
Among  the  .^00  items  in  his  collection  are  a  green  jacket  from  the  Masters  and  a  three-tusk  trophy 
from  a  tourney  in  \\■^u\■  Coast.  Now  he  wants  to  sell  tliis  hoard — but  not  to  just  anyone,  and  not  neces- 
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Steve  Forbes 


Alaskan  Grandeur 

June  14-26,  2003  •  Crystal  Harmony 


Don't  Miss  This  Forbes  Experience... 

Explore  the  splendor  of  Alaska,  America's  last  frontier,  with  an  abundance  of 
natural  wonders,  exotic  wildlife,  and  ricfi  history. 

Savor  the  elegance  of  traveling  in  luxury  aboard  the  six-star  Crystal  Harmony, 
.et  this  proud,  award-winning  staff  pamper  you  with  true  European  service. 

.earn  and  profit  from  the  advice  and  insights  of  top  financial  and 
geopolitical  experts,  including  former  Presidential  Candidate  Steve  Forbes. 

)iscover  how  to  get  the  highest  risk  adjusted  returns  by  focusing  on  asset 
lUocation  and  investment  style — in  addition  to  individual  stock  selection. 

Get  expert  insight  into  hedging  and  short  selling — use  of  alternative 
investments,  new  tax  strategies,  and  estate  planning  methods. 

•ind  out  how  to  protect  your  retirement  fund  while  concentrating  on  ways 
[o  increase  your  cash  income  by  30%,  50%  or  even»100%  or  more  with  selected 
jreferred  stocks,  value  stocks,  and  corporate  bonds  and  convertibles. 
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sarily  to  the  highest  bidder. 

For  Player — as  for  many  passionate 
collectors — considerations  besides  monql 
matter.  If  all  he  wanted  to  do  was  to  get  thd 
most  dough  for  his  collection,  he'd  havj 
put  it  up  for  pubUc  auction. 

But  that  would  mean  scattering  it  t( 
the  winds.  "Sitting  here  at  my  ranch,"  hd 
says,  "looking  at  all  these  trophies,  I  ge 
goose  pimples  thinking  it  could  be  brokeri 
up."  Better  still  if  it  could  reside  "in  thi 
World  Golf  Hall  of  Fame,  for  miUions  o 
people  to  see." 

Giving  it  outright  to  a  nonprofit  instii 
tution,  though,  isn't  an  option.  He  need 
the  money.  At  age  67,  he  wants  to  fund  i 
family  trust  and  to  endow  a  nursery  anc 
grade  school  on  his  estate  outside  Cap 
Town.  So  two  years  ago,  in  consultation 
with  Sotheby's  in  London,  he  decided  to  se 

i\ 
If  all  he  wanted  to  dd 

was  to  get  the  mos^i 

dough  for  his  gol 

collection,  he'd  hav* 

put  it  up  for  public 

auction 


his  collection  by  way  of  what  the  Englis 
call  a  negotiated  private-treaty  sale — wb' 
in  the  U.S.  would  be  called  a  private  saL 
He's  set  $5  million  as  the  minimum  bid.  ! 

Such  sales  have  always  been  a  facet  > 
the  art  world.  Dominique  Levy,  Swis 
born  head  of  Christie's  private  sal' 
department  in  New  York,  says  the  reason 
client  opts  for  private  sale  could  be  that  tl 
auction  location  would  be  too  far  away  < 
that  he  wants  to  impose  special  cond 
tions — for  example,  that  the  collection  I 
kept  intact. 

In  Europe,  Levy  explains,  "there  is 
tradition  of  disposing  of  a  collection  in 
quiet,  calm,  controlled  way.  A  more  in 
mate  process."  Older  people,  especial 
may  find  it  hard  to  deal  with  all  the  stn 
and  excitement  that  accompanies  a  pub 
auction.  Then  she  cuts  to  the  chase:  "A 
what  if  it  doesn't  sell?" 

If  a  work  is  offered  at  public  aucti 
and  fails  to  sell,  its  reputation  suffers.  T 
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NOVEMBER  7,  2002 /The  Lighthouse  at  Pier  60 /Forbes  Highlander  Yacht/ NYC 


AN  INDUSTRY  CHANGING  FORUM 
ON  INTEGRATED  MARKETING  FOR  CMOs 

Keynote  Speaker:  Randall  Rothenberg 
Chief  Marketing  Officer,  Booz-Allen  Hamilton/ Editor-in-Chief,  strategy-hbusiness  magazine 

New  platforms  and  advertiser  innovations  are  creating  boundless  opportunities  for  marketers  to  reach 
their  target  audience.  The  senior  marketing  executive  must  balance  an  increasingly  complex  choice 
of  channels  and  platforms  with  more  rigorous  ROI  discipline  than  ever.  While  many  questions  about 
the  optimum  marketing  mix  remain  unanswered,  a  host  of  research,  case  studies  and  anecdotes  from 
contemporaries  have  made  clear  that  the  integration  across  multiple  channels  can  increase  the  impact 
of  almost  any  any  marketing  message.  This  exclusive  one-day  leadership  forum  will  address: 

■  How  integrating  interactive  media  into  advertising  and  marketing  campaigns  increases  the 
impact  of  messaging  in  other  channels 

■  Who  in  the  organization  should  develop  interactive  expertise,  and  how  to  restructure  teams 
to  ensure  opportunities  to  lift  campaigns  are  not  overlooked 

■  What  percentage  of  marketing  budgets  should  be  allocated  to  interactive  initiatives 

■  How  to  instill  a  culture  of  responsibility  within  teams  so  that  marketers  challenge  themselves 
to  objectively  explore  every  channel  available  to  them 

« 

8:15  a  -  9:00  a  Registration  and  Breakfast  at  the  Lighthouse  at  Chelsea  Piers 

9:00a- 3:30 p  Keynote  speech,  Panel  discussions,  Research  presentations,  Interactive 

roundtables.  Networking  and  lunch  breaks 
3:30  p  -  6:00  p  Golf  recreation  and  instruction  at  the  Golf  Club  at  Chelsea  Piers;  light 

refreshments  in  the  Ryder  Cup  Room 
6:00  p  •  9:00  p   Cocktail  and  Dinner  Cruise  around  NYC  aboard  the  Forbes  Highlander  yacht 


:-:■  Request  an  invitation:  www.iab.net/events    212.994.1790  >:-: 
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This  humble  putter  from  a  Japanese  department  store  helped  Player  win  the  Grand  Slam. 


world  knows  its  fate.  If  the  same  work 
were  shopped  around  discreetly  to  just 
two  or  three  of  the  most  likely  buyers,  and 
if  they  all  then  took  a  pass,  less  damage 
would  be  done.  A  private  sale,  says  Levy, 
"protects  the  virginity"  of  the  artwork. 

But  by  forgoing  a  public  auction, 
doesn't  a  seller  give  up  his  chance  at  get- 
ting the  highest  possible  price?  Not  neces- 
sarOy,  as  New  York  City's  theater  club,  the 
Players,  recendy  found  out.  The  club  con- 
sidered selling  a  John  Singer  Sargent  por- 
trait of  club  founder  Edwin  Booth  at  auc- 
tion, then  thought  better  of  it.  "You  never 
know  v«th  auctions,"  says  John  Martello, 
the  club's  executive  director.  "You  only 
hear  about  those  rare  situations  where  a 
painting  captures  the  public's  imagina- 
tion, and  its  price  goes  into  the  stratos- 
phere. Ours  was  not  such  a  painting." 

No  siree.  It  was  unwieldy  (over  6  ft.  tall 
by  5  ft.  wide),  and  its  subject  was  the 
brother  of  the  guy  who  shot  Abraham  Lin- 
coln. On  top  of  all  that,  the  club — like 
Gary  Player — wanted  to  impose  condi- 
tions. It  wanted  a  buyer  who,  ideally, 
would  allow  the  painting  to  remain  on 
display;  or,  failing  that,  someone  who 
would  pay  to  have  an  extremely  good  copy 
made,  so  the  club  could  exhibit  the  copy. 
Estimates  for  what  the  Sargent  might 
bring  at  auction  went  no  higher  than  $1.3 
million — "if  we  were  lucky,"  says  Mdrtello. 
In  the  end,  the  club  got  luckiei-.  .The  private 
sale  yielded  $2.S  million  from  a  buyer  who 
agreed  to  spend  $50,000  to  miike  a  copy. 

The  Gary  Player  sale,  for  which 
Christie's  has  produced  a  glo.s,sy,  150  ••age 
catalog,  is  something  of  an  anomaly,  'du- 
ally, no  catalog  is  issued  for  a  pri .  iic  sale. 
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There's  no  advertising,  and  it's  easier  for 
the  auctioneer  to  make  a  profit.  Levy  esti- 
mates that  in  the  categories  of  paintings 
that  her  department  handles,  private  sales 
account  for  20%  to  25%  of  Christie's  total. 
Fees  range  from  5%  to  20%,  depend- 
ing on  the  value  of  the  artwork  (or  collec- 


tion) sold.  Marc  Player,  who  handles  busi- 
ness matters  for  his  father,  negotiated 
10%.  Tax  considerations?  If  you're  a  U.S. 
citizen,  there's  no  difference  between  sell 
ing  privately  or  at  auction. 

Bids  for  the  Player  collection  must  be 
received  by  Christie's  no  later  than  Oct.  8, 
2003.  When  the  envelopes  are  opened, 
what  if  no  bid  is  quite  right?  Say  the  high- 
est bidder  offers  $10  million  but  refuses  to 
agree  to  Player's  restrictions?  "Totally 
untenable,  totally  unacceptable,"  thunder} 
Marc.  Gary  says  that  he'd  take  less  than  the 
$5  mUUon  minimum  if  he  especially  liked 
the  bidder's  plans.  He  is  wistful  about  sev 
eral  of  the  items — his  famous  putter 
which  he  bought  30  years  ago  for  $6( 
("The  best  investment  of  my  life!")  or  th( 
black-and-white  trousers  he  wore  as  i 
protest  against  apartheid.  Says  he:  "There'i 
a  message  in  those  pants."  I 


Player's  famous  "black-and-white"  trousers 
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Congratulations,  Hale! 


We  applaud  Hale  Irwin  for  an  entire  season  of  spectacular  play  and  for  winning 
the  SENIOR  TOUR's  ultimate  prize,  the  Charles  Schwab  Cup.  In  the  second  year  of 
the  competition.  Hale  led  the  race  for  a  remarkable  26  consecutive  weeks  to 
clinch  the  Cup.  With  four  victories,  the  money  title  and  the  prestigious  Charles 
Schwab  Cup  to  his  credit.  Hale  Irwin  is  a  true  champion! 

SI  million  prize  is  a  tax-deferred  annuity. 
For  more  information  on  the  Charles  Schwab  Cup,  go  to  charlesschwabcup, pgatour.com 

Charles  Schwab  &  Co.,  Inc.  Member  SIPC/NYSE  {1002  10749) 
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Revenge  of 
The  Pipsqueaks 

Online,  itty-bitty  auctions  are  besting  the  big  boys. 

BY  MISSY  SULLIVAN 


i  NYONE  WHO  GOES  UP  AGAINST  A 
*^  category-killer  like  Ebay  is  sup- 
JL  A-posed  to  be  dead  meat.  Once 
again,  though,  conventional  wisdom  is 
wrong.  Across  a  wide  swath  of  markets — 
from  electronics  to  toys  to  stogies — niche 
auction  sites  are  thriving.  Their  strategy? 
Offer  collectors  expertise,  service  and  the 
cachet  of  belonging  to  a  private  club  of 
cognoscenti. 

To  say  nothing  of  bargains — which 
users  ofCigarbid.com,  for  instance,  would 
like  to  keep  hidden.  A  24-cigar  box  of  Nat- 
ural Ltd.  brand's  Pimp  Sticks  recently  sold 
on  the  site  for  $76.  On  Yahoo  Auctions  a 
box  currently  is  quoted  at  $110.  It's  not 
just  price  that  makes  niche  auction  sites  a 
hit.  Community  is  just  as  important.  Why 
do  buyers  shop  at  a  knowledgeable  book- 
seller like  Portland,  Ore.'s  Powell's,  for 
example,  when  they  could  get  better  deals 
at  Costco?  You  can't  get  word  of  where 
Anne  Rice  will  be  signing  her  latest  neck- 
biter  from  a  discount  warehouse. 

Cigarbid's  customers — who  range 
from  chief  executives  to  truck  drivers — 
liken  the  site  to  a  neighborhood  tobac- 
conist where  they  can  not  only  swap  sto- 
gies, but  also  vacation  photos,  fishing 
stories  and  bets  on  football  pools.  (Got 
some  "peppery  medium  smokes"?  Some- 
one with  the  screen  handle  Cigar  25  has 
"15  cinco  vegas  double  coronas"  waiting 
for  trade.)  The  site's  best  feature,  though, 
is  its  deals  in  premium  handmade  cigars, 
like  the  new  Acid  Kuba  Kuba  or  the  vener- 
able Gurkha  Robusto  at  prices  averaging 
40%  off  retail.  Select  ion  is  deep  and  bid- 
ding often  light. 

Small  online  auc  ons  are  benefiting, 
generally,  from  an  :  bay  backlash. 
Message    boards    (like    ihe    ones    at 
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CoUectoronline.com,  a  collectibles  site)  are 
filled  with  gripes  from  sellers  wondering  if 
the  world's  largest  flea  market  may  not 
have  gotten  too  big.  "I  have  been  selling  on 
Ebay  for  almost  four  years.  There  is  so 
much  more  competition  now  it  is  hard  for 
me  to  make  any  profit  at  all,"  complains  a 
seller  who  goes  by  the  name  Extrachef 

Bernhard  Lauser  sells  19th-century 
British  travel  literature  through  Voyager 
Press  Rare  Books  in  Vancouver,  B.C.  He  lists 
auctions  on  Ebay  and  the  seven-year-old 
online  arm  of  Pacific  Book  Auction  Gal- 
leries (pbagalleries.com).  Despite  PBA's  finy 
traffic  statistics,  Lauser  is  still  able  to  match 
the  40%  sell  rate  he  gets  on  ^^^"■■■" 
Ebay.  One  loyal  PBA  buyer  is  ^S 
lames  Pulis,  who  has  a  coUec-  J<'orf)p< 
lion  of  first-edition  jack  Lon- 


don novels  and  bids  via  a  dial-up  conneoi 
tion  from  his  Durango,  Colo.  home.  Whili j 
he  appreciates  the  well-researched  descripl 
jions  and  professionally  accurate  grading  oi| 
PBA,  he  warns  of  the  danger  of  trading  oiil 
Ebay's  free-for-all.  "On  Ebay,  you  have  soro 
amateur  sellers  who  think  they  have  a  firs 
edition,  but  it's  really  a  book-club  edition, 
don't  have  time  to  ask  everybody  for  a  pic 
ture  of  the  copyright  page,"  he  says. 

Worse,  big  auction  sites  have  become 
haven  for  fast-buck  artists.  In  2000  Opera 
tion  Bullpen,  an  FBI  sting,  collared  six  Eba 
sellers  for  hawking  forged  autographs  c 
athletes  and  celebrities. 

According  to  note:! 
baseball  memorabUia  coil 
lector  and  Denver  attorne 
Marshall  Fogel,  a  seller  j 
reputation  and  authentiaJ 
tion  skills  are  critical.  FogI 
has  a  $12  miUion  collectici| 
including  a  joe  DiMagg 

1951  World  Series  unifonj 
(one  of  the  last  he  wore  bj 
fore  retiring)  and  one  \ 
three  known,  certiful 
"gem-mint"     conditic] 

1952  Topps  Mickey  Manlj 
rookie  cards.  Fogel  shoil 
Ebay  every  day,  he  says,  b  j 
cautions  that  you  need  :| 
extremely  high  level 
knowledge  to  do  so.  "Y<j 
need  to  know  how  to  re  I 
the  labels  of  bats,  to  knc  I 

^^^■^^^^    if  they  were  game- use! 
With  photographs,  you  have  to  know  t 
paper,  and  make  sure  it  is  simultaneous  w  j 
the  time  the  photo  was  taken.  There  art] 
lot  of  copies  made  after  the  fact." 

While  Fogel  buys  baseball  cards 
Ebay,  his  more  significant  online  purcha  I 
occur  at  MastroNet.com,  a  Forbes  Favoi 
in  the  category  of  niche  auctions.  At  M  j 
troNet,  Fogel  has  nabbed  items  like 
Cobb's  passport  (price:  $16,000)  and  a  L I 
Gehrig  ball  ($40,000)  signed  on  the  "sw 
spot,"  where  the  stitching  is  closest  togetl  j 
"The  products  are  perfectly  described, 
photos  are  relevant  and  Bill  Mastro's  re|  | 
tation  in  the  business  is  impeccable." 
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T]ie  Forbes  Best  of  The  Web  site  carries  n, 
than  3,500  reviews,  including  those  o) 
onhne  auction  sites;  seeforbes.com/bow. 
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Forbes.com  will  commemorate  this  momentous 
occasion  by  spotlighting  the  85  people,  companies 
and  ideas  that  have  made  America  great.  The 
online  edition  is  in  conjunction  with  a  special 
December  23rd  issue  of  Forbes  Magazine. 

y:..     This  special  online  edition  will  highlight  the 
»■  ,       innovators   and   innovations   that   have 
'        defined  America  over  the  past  eight 
;         and  a  half  decades.  Forbes  editors' 
will  also  identify  15  of  tomorrow's 
people,  ideas  and  companies  that 
^^':     will  keep  America  strong. 
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^  Airlines 

~^  Malaysia  Airlines 

1-800-552-9264 

www.malaysiaairlines.com 

^  Automotive 

•^  Acura 

1-800-TO-ACURA 

www.acura.com 

^  American  Honda  Motor 

Company 

1-800-33-HONDA 

www.honda.com 

~^  Chevrolet:  Impala 

www.chevrolet.comVImpala 

■^  Chrysler:  Town  &  Country 

www.chrysJer.com 

■^  Ford  Motor  Company 

www.fordvehicles.com 

-fi  Infiniti  (2001) 

1-800-706-9923 

www.infmiti.com 

■^Jeep 

www.jeep.com 

-^  Lexus 

1-800-USA  LEXUS 

www.lexus.com 

-^  Toyota 

www.toyota.com/tomorrow 

-^  Toyota  Motor  Sales  USA 

1-800-GO-TOYOTA 

[^  Business  to  Business 

^AEP 

www.aep.com 

■^  ConocoPhillips 

www.conocophillips.com 

^  Delphi  Automotive  Systems 

www.delphi.com 

•^1  Duke  Energy 

www.duke-energy.com 

^  Computer/Technology 

•^  Computer  Associates 

1-800-225-5224 

www.ca.com 

•^IBM 

1-800-426-4968 

www.ibm.com 

■^  Sharp  Electronics  Corp. 

1-877-78-connect 

www.sharp-iisa.com 

-^  Xerox  Network  Printers 

l-877-.362-().^67 

www.xerox.com/oftlcepriiuing 


■^  Enzyte 

1-877-436-9983 

www.enzyte.com 

^  Consumer  Products/Services 

•^  AndroGel 

1-800-241-1643 

www.androgel.com 

^  Hallmark 

1-800-Hallmark 

www.Hallmark.com 

^JVC 

www.jvc.com 

'^  Sanyo  Fisher 

www.sanyowireless.com 

^  Dental  Care 

"^  American  Dental 
Association 

1-800-232-7698 
www.ada.org/DR/151 

^  Energy 

•^TXU 
www.txu.com 

^  Financial  Services 

'^  American  Century 

Investments 

1 -877-44- AMCEN 

www.americancentury.com 

^1  GMAC 

1-800-32-SMART 

www.gmacfs.com 

^  Janus  Investment  Fund 

1-800-525-8983 

www.janus.com 

■^  Lincoln  Financial  Group 

1-877-ASK-LINCOLN 

www.LFG.com 

^  Marsico  Funds 

1-888-860-8686 

www.marsicofunds.com 

"    T.  Rowe  Price  Funds 

1-800-354-2343 

www.troweprice.com 

065600DF.Q 

TD  Waterhouse 
S(X)TDWafertKHise 
"•vvvw.tdwalerhouse.com 

The  Vanguard  Group 
.800-643-9998 
WW  w.vanguai-d.com 


^Hotels 

^  Rafftes  The  Plaza 
www.raftles-theplazahotel.com 
Tel:  1-800-637-9477 

^  Insurance  Services 

^1  New  York  Life  Insurance 
Company 

1-888-963-7946 
www.newyorklife.com 

^  Travel 

^  AeroMexico 

www.aeromexico.com 

^  Jewelry/Watches 

•^  SWISS  ARMY 

1-800-442-2706 

www.swissarmy.com 

^  Business  Classified 

^  Academic  Resource  Center 

1-800-951-1203 

www.arrc.org 

^  ARBOC,  Inc. 

1-561-621-7110 

^  Capital  Asset  Management 

1-800-710-0002 

www.assetprotection.com 

~^  Delaware  Business  Inc. 

1-800-423-2993 

www.e-incorporate.com 

^1  Fuel  Cell  Acquisition 

Company,  Ltd. 

1-908-265-8098 

■^  Great  Western  Business 

1-800-999-SAVE 

www.gwbs.com 

■^1  Holiday  Timeshare  Resales 

1-800-704-0307 

www.holidaygroup.com 

^'  InfoUSA 

1-800-555-5335 

■^'  Krista  Micro,  Inc. 

1-888-747-9588 

www.kristamicro.com 

~f '  Man  Financial 

1-800-621-3424 

www.manfutures.com/BFS.htmi 

-^1  Modern  Postcard 

1-800-959-8365 

www.modenipostcard.com 

■^  Nationwide 

1-800-995-0049  ext  7675 


■^  Neuberger  Berman 

www.NB.com 

^  Publishers  Group 

1-800-675-6144 

^  Rarity  Bay 

1-888-RARITYBAY 

www.RarityBay.com 

~^  Rocky  Mountain  Real 

Estate 

1-888-880-5263 

www.rockymtnre.com 

^  Steven  Sears  CPA/Attomef^ 

1-714-544-0622 

www.searsatty.com 

"^  The  Loan  Consultants,  M 

1-800-336-3933 

www.viewtlc.com 

■^  The  Unique  Gift 

1-800-814-7368 

www.uniquegiftintl.com 

'^i  Unlimited  Results.com 

1-800-520-5514 

www.unlimitedresults.com 

-^  Western  States  ATM 

Systems,  Inc. 

1-800-829-3285 

www.atmcountry.com 

^  Supplier  Diversity 

^  Major  League  Baseball 
www.mlb.com 

^  Energy  II 

■^  Conoco 

www.conoco.com 

^PSEG 

www.pseg.com 
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brbeS  DisplayClassified 


lAdvertisement 


No-Risk/Half-Price  Trial 

mLUE  LINE 


For  71  years  the  most  trusted  name  in  investment  researclil 


Make  more  money  faster,  with  a  lot  less  risk, 
using  the  professional's  stock-ranking  system! 


For  71  years,  Value  Line  has  been  the  trusted 
indard  for  unbiased,  accurate  and  meaningful  stock 
aluations.  Knowing  the  realistic  value  of  a  stock  has 
ved  many  Value  Line  subscribers  from  big  losses  in 
s  recent  correction  while  at  the  same  time  providing 
?  courage  to  profit  by  going  against  the  crowd. 

No  matter  what  kind  of  investor  you  may  be, 
iue  Line  makes  it  easier  than  ever  to  put  our  trusted 
search  to  work  with  3  distinctly  different  model 
rtfolios. 


1                                                          3  Years  through 

Value  Une  Portfolios      ™' 

5  Years  through 
6/30/02 

Aggressive  (porttofio  1)             +  3.8% 

+  11.5% 

Conservative  (portfolio  1)        + 14.6% 

+  11.0% 

Long  Term  GrowUi  (portfolio  I)  -i-  2.4% 

+  11.7% 

+  3.8%" 

S&P  500                                   -9.2% 

+  3.7% 

NASDAQ  Composite                   -18.3% 

+  0.3% 

Results  based  on  annualized  returns. 

For  the  last  five  years,  each  of  our  three  model 
[  rtfolios  have  out-performed  the  DJIA  by  at  least 
l-^^i,  with  annualized  returns  of  11%  or  more 
cmpared  with  the  DJIA's  3.8% 

Each  of  these  portfolios  follows  different  principles 
t  sed  on  the  Value  Line  stock  ranking  system.  Each 
c  them  are  culled  from  our  list  of  about  1,700  stocks 
c  /ered  by  The  Value  Line  Investment  Survey  based 
c  our  proprietary  Timeliness  Rank  (6-12  month 
rative  performance),  Safety  Rank  (relative  risk 
r  'asurement) ,  Technical  (0-6  month  relative  perfor- 
r  ince] ,  Financial  Strength  and  Earnings  Projections. 

•  Aggressive  -  20  of  our  top  stocks  selected  for 
year-ahead  appreciation  based  on  a  Timeliness 
Rank  of  1  and  a  Financial  Strength  Rating  of  B-i-. 


•  Conservative  -  20  stocks  selected  based  on 

a  combination  of  Timeliness  Rank,  Safety  Rank 
and  relatively  high  yield 

•  Long  Term  Growth  -  20  stocks  with  unique 
characteristics  of  Timeliness  Rank,  Safety  Rank 
and  3-to-5  year  appreciation. 

You'll  also  receive  in-depth  research  on  approxi- 
mately 1,700  stocks;  a  full-page  report  once  every 
13  weeks,  including  our  proprietary  Timeliness,  Safety, 
Technical  Ranks,  and  our  assessment  of  the  company's 
financial  strength,  our  3-to-5  year  price  appreciation 
projections  and  our  analyst's  opinion  on  the  future  of 
the  company.   Value  Line  is  completely  objective  and 
beholden  to  no  one  but  our  subscribers. 

Save  56%  and  put  Value  Une  to  work 
on  your  portfolio  with  a  no-risk  trial! 

Call  the  toll-free  number  below,  and  receive  - 

•  13  weekly  issues  of  The  Value  Line 
Investment  Survey 

•  Value  Line  Reference  Library  -  complete 
coverage  on  approximately  1,700  stocks  including 
binders  for  convenient  storage  of  your  reports 

•  J.  K.  Lasser's  Your  Income  Tax  Guide  2003 

•  How  to  Invest  In  Common  Stock  - 

the  guide  for  investing  using  the  Value  Line 
Investment  Survey. 

*   All  for  $65 — just  $5  per  week.   This  special  trial 
price  is  for  retail  customers  only  and  represents 
a  savings  of  more  than  67%  off  our  institutional 
client  rate.  (Sorry — this  trial  offer  is  limited  to  new 
retail  customers  only.   Foreign  rates  upon  request.) 
If  you  are  not  delighted,  return  all  materials  within 
30  days  to  cancel  for  a  full  and  prompt  refund  or 
credit.   So  don't  delay.  Call  toll  free: 

1-800-276-5655  NOW! 

Bonus  Code  716NKZH09 
www.valuelineinc.com/forbes 
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Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext  7675 


EXECUTIVE 
CONSULTANTS 


,,  needed  to  oner  unique  financial  services 

to  save  clients  huge  amounts  on  their 

income  taxes  and  protect  their  assets  from 

lawsuits,  judgements  and  creditors.  State 

of-the-art  marketing  tools.  Local 

appointments  set  for  you.  Make  up  to 

$6,400  per  client  plus  lifetime  residuals. 

Talk  to  existing  consultants.  24  hour 

recording  (800)653-4497 


OFFSHORE 


♦Companies  f  oi  »*'"*'  " 

♦Banking  cobv"" 

♦pitaii''"''  Capital  Asset 

(800)710-0002       Fr«  Brochure 

Viia/MC/Ainex     wwwjissrtpro«ectton.cooi 


e-mcorporate 


The  current  SLOW 

economy  Is  making 

BIG  MONEY  for  loan 

and  leasing  brokers! 


Business  Loans  •  Equipment  L««t« 

own  YOUH  own 
BUSINESS  LOAN  COMPANY 

No  oxperience  needed-  W»  support  youf 
RECEIVE  A  FREE 

•  45  MINUTE  VIDEOTAPE  SEMINAR  ^^^i 

■  FULl  COLOR  INEO  PACKET  &  BROCHURE 


•  Incorporate  in  all  50  states 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


CALL  TODAY 

800-336-3933 


Ci3' 


'I  he   Loan   Consultants,   lac. 


ATM  MACHINES 


Increase  your  profits  today. 

New  Tidel  ATMs  at  wholesale 

cost,  or  free  placement 

program  for  qualified 

locafions.  1-800-829-3285 

wsas  @  atmcountry.com 


Business  Products 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside.  let's  talk.  $14,900 
Investment  required. 


Call  1-800-675-6144 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

If  Interested  In  Buying  Or 
Sellinq  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


Deep  Discounts 

Overl  million 

Business  Products 

lfitsPrinted...WeDolt! 

800-520-5514 

www.unlimitedresults.com 


"tliiMcsiliLmlitfmEOmiSJ 

Mexl  generation  system  design 
Non-platinum  catalyst  research 
Module  manufacturing 
Technical  proposals  invited 
Purchasing  competitors  assets 
Strategic  partners  wanted 
Free  exclusive  evaluation  at: 
http://www.tt)eultimatefuelcell.com 


\dvertisem« 


WHOLESALE 

A    Leading  Distributor  Ol 

Computer  Products  and  Ca 


USB  Cables,  Firewire,  VGA 
rinters.  Networking,  and  more. 

(l  50  page  Catalog!  Visit  our  website) 


business  type,  contact  name,  credit  rafing,  and  more. 
250  Million  Consumers  •  Seiecl  by  age.  income.  h» 


buying  behavior  geography,  and  more 

Customer  Analyzer  8  Prospect  Builder  ■  Analyze* 


customers  &  find  prospects  that  match.  Free  analysis 
prospects  at  infoUSA  com 

»gbus^  1  -800-555-5335 


Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
speeds  promoting.. .Forbes  Business  Classified  has  to  be  your  choice  for 
t,return,bn  investment.  Forbes  classified  advertising  offers: 
^^^^|.  ?  Over  5  Million  readers  per  issue 

;■♦  Forbes  readers  are  high  income  decision  makers 
Pot  extremely  competitive  advertising  rates 
and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 


SMALL  ADS  BRIM| 

BIG 

RESULT 

Call:  Media  OptioLn 
1 -800-442-64  r 

Forbes  Business  Class 


Forbes  Subschbei  Service.. .to  ordei^,  change  address  or  other  customer  service,  call  1-800-888-9896." 
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kdvertisement 


iarity  Bay  East  Tennessee  Real  Estate 


Legal  Services 


Printing 


[aritv 


Exceptional  Waterfront  Golf  Living 

in  interesting  choice;  the  coast  of  southern 
:e  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
acre  peninsula  with  a  championship  golf  course, 
questrian  center,  country  club,  and  homes  in 
Ji  Country  architecture.  Grand  Estate  homesites 
you  Chateau  elegarKe  and  waterfront  vistas 
(he  ambiance  of  Provence  in  the  foothills  of 
jeautiful  Great  SmoKy  Mountains.  Call  soon. 

larityBay  •  Vonore,  Tennessee  •  Toll  Ftee  1-888-RARnYBAY 
e-mail:  infov  rarUybay.com  •  www.rarltybay.com 


hornet  st»irting  In 
the  $20O,0OOs 


piOhlhHrd 


o 


Montana  Mountaintop  Living. 


Enjry  spectacular  vie\v'i  ot  pmtinr 
pine  Ukc!>,  Btg  Muuntam  Ski  & 
ummer  Re>ort,  Glacier  National  Park, 
id  the  extiaordinars  Flathead  Valley, 
lus  have  the  convenience  ol  lull-iimc. 
gh  -.peed  ( I  5  milluHi  bp^)  Internet 
xcss.  Gnjusc  Muunuin  Estates  arnl 
loa  Mountain  Ranches  are  two  secuiity- 
MtA  enclaves  that  otter  tullv  serviced 


homes  and  homesiles  ranging  from  a 
comfortable  one  acre  lo  an  expansive 
40  acres 

Located  only  5  minutes  from  the 
town  ol  Whiielish  and  20  minutes  Irom 
an  international  airport,  they  arc  ideal 
for  your  Rocky  Mountain  retreat.  GME 
homesites:  Siy'uk  -  $650k  LMR  parcels: 
S«95k-$1  5mm. 


RDOO'MousrmiNREALE^mTt  -^ 

Ufce^888-880-LAND    Vlulcf oh.  Mootaiu    vvwj-ockymtiucxoin    rockymm@digisysJiet 


For  information  and 

rates  on  advertising 

in  tiie  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1-800-442-6441 


Charge  your 

ad 

1      .  "1 
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^ 
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Domestic  &  Oflshore  Strategies 
Companies,  Trusts,  Private  Banlcing 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 
•Global  Investments 


lie  tsanKir 

1 


Steven  Sears,  CPA  •  Attorney  at  Law 

949-262-1100  •  www.searsatty.com 


Education 


FREE  EVALUATION. 

Accredited  universities  ofter  full  credit 
for  life  and  work  experience.  Bacfielor's, 
(Vlaster's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Timeshare 


TIMESHARES 

<av»  up  to., 
on  rttalM 

,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  t  II 
EXCHANGES 

•  FREE  CATALOG 

MLL  (800)  7(VW)307 

HOLIDAYGROUP.com 

Capital  Available 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  witfi  excellent  manage- 
ment and  growth!  potential, 
ARBOC  INC.  561-627-71 10 


Health/Back  Pain 


i:y.w;j^^Tjjfci 


,  There  is 

\     an  ansv^er! 

k\  Sfs\i  for  FREE  information 
I    I        on  NEW, guaranteed 
'  "-"  '        seotond  bock  "supports 
designed  by  a  leading 
bad<  pain  specialist. 


m 


Posture  Education 

15ParbDy,Katonah,NY10536 
www.postureeducafion.com 


CALL  TOLL-FREE  1-800-392-0363 


Books 


WIAVgl 


Hiwuiiiiiiiinrfiii'i 

SECRETS 

ABOUT 

MONEY 

FROM  THE 

MONEY 

EXPERTS. 


BUY  IT  IN  STORES  OR  ONUNE 

NeubetgerBemian,  U.C  ©2002  Ivtembef  NYSBKASD/SPC 


Art  Work 


THe  Um^ue  Gfift 
99  7|GHckliera|M 

www.uniquegiftintl.com 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


the  physiciah  approved,  reliab\ 
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• 


maximize 


(suffragium  asotas)  tablets 

larger,  firmer,  fuller 


' 


y  to  natural  male  enhahcehfueh 


<7W. 


easure 


IV  once  daily  tabs! 


Natural  Male  Enhancement 
can  increase  the  pleasure 
of  your  love  life. 

Maximize  the  Pleasure  Just  one  Enzyte  tablet  taken 
daily,  and  in  three  to  four  weeks  you  will  realize  the 
value  of  Natural  Male  Enhancement  to  your  most 
intimate  relationships.  In  Addition  to  larger, 
fuller,  and  firmer  erections,  Enzyte  provides 
increased  virility,  energy  and  stamina.  (Best 
results  are  achieved  through  a  full  3  month  program.) 

Documented  Benefits  Independent  customer  studies  show  that 
the  overwhelming  majority  of  men  who  use  Enzyte  uninterrupted, 
for  the  entire  90  day  period,  report  a  12-31%  increase  in  arousal 
size.  The  average  gain  being  24%. 

Proven  Results 

•  82%  of  customers  re-order  Enzyte 

•  96%  customer  satisfaction  rating 

•  Enzyte  is  also  physician  approved  and  endorsed  as  a  safe,  and 
extremely  effective  alternative  to  prescription  Viagra* 

Quality  Guaranteed  Enzyte  is  formulated  with  the  highest  quality 
ingredients,  packaged  to  meet  the  highest  standards,  and  is  backed 
with  a  full  90  day  Guarantee. 

Available  without  a  prescription 

Contact  your  healthcare  professional,  visit  us  on  the  web 
at  enzyte.com,  or  dial  direct  to  1 -877-4ENZYTE. 


Please  Print 


Forb1102 


Name 


Phone ( 


Address 


Apt. 


City 


State 


Zip 


1  Month  Enzyte  Trial  Supply   $    59.95 


5  Month  Enzyte  Program  (Only  $35.95  per  month) 
Buy  3  months,  get  2  months  free! 


.  $  179.75 


Full  1  Year  Enzyte  Program  (Only  $29.95  per  month) 
Buy  6  months,  get  the  remaining  6  months  tree! 


.$359.40 


Certified  Pack  and  Ship  Process  (CPSP") $      9.95 

■  Secure  Lock  System"  Assures  Confidentiality 

•  Sterile  Packlnsures  No  Package  Tampering 

•  Sales  Tax  (applicable  to  each  state) 

•  Expedited  Rusli  Shipping:  Product  Guaranteed 
to  Ship  Within  48  Hours  of  Received  Order 


Canadian  orders  add  $10.00 

All  other  international 

orders  add  $15.00 


Total  Enclosed 

(U.S.  Funds  Only) 


Method  of  Payment:        HMC     D  VISA     D  Am.  Ex.     D  Disc.     □  f^oney  Order 


Credit  Card  Number 


Exp.  Date 


/ 


Signature 


Send  Money  Orders  to:  Lifel<ey  Healthcare,  Inc.,  Customer  Care-Order  Processing,  Building  Box  42635,  Cincinnati,  OH  45242 


'Individual  results  may  vary.  "Study  results  based  on  customer  response. 

Enzyte  is  not  a  contraceptive  and  will  not  aid  in  the  prevention  of  sexually  transmitted  diseases. 


1  ifpkev  Healthcare.  Inc  .  Cincinnati.  OH   ^  200?.  I  ifpkev  Healthc are  I 
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THflURHTS 

On  the  Business  of  Life 


Is  our  free  press  in  danger?  Does  the  fact  that  most  of  our  citizens  are  down  on  journals  and 
journalists  mean  press  freedom  is  endangered?  No.  Even  the  most  cursory  examination  of  our 
200-year  history  as  a  nation  shows  that  the  press  has  never  been  popular,  that  presses  have 
literally  been  broken  and  burned  time  and  again.  The  day  the  press  is  universally  popular,  ifs  dead.  But 
the  day  it  doesn't  deserve  to  be  abused  for  its  abuses  won't,  and  shouldn't,  occur.  We're  all  essential  to 
making  this  nation  what  it  is.  Freedom  of  the  press  in  America  isn't  about  to  end.  — MALCOLM  S.  FORBES 


Journalists  belong  in  the  gutter  because 
that  is  where  the  ruling  classes  throw 
their  guilty  secrets. 

—GERALD  PRIESTLAND 


You  should  always  believe  all  you  read 
in  the  newspapers,  as  this  makes  them 
more  interesting. 

—ROSE  MACAULAY 


/  still  believe  that  if  your  aim  is 
to  change  the  world,  journalism  is 
a  more  immediate  short-term  weapon. 

—TOM  STOPPARD 


There  is  a  journalistic  curse  of  Eve. 
The  woman  who  writes  is  always  given 
anti-feminist  books  to  review. 

—REBECCA  WEST 


When  a  reporter  sits  down  at  the 
typewriter,  he's  nobody's  friend. 

—THEODORE  WHITE 


The  most  guileful  reporters  are  those 
who  appear  friendly  and  smile  and  seem 
to  be  supportive.  They  are  the  ones  who 
will  seek  to  gut  you  on  every  vccasion. 

—ED  KOCH 


Never  trust  a  reporter  who  has 
a  nice  smile. 

—WILLIAM  RAUCH 


Journalist:  a  person  without  any  ideas 
but  with  an  ability  to  express  them;  a 
writer  whose  skill  is  improved  by  a 
deadline:  the  more  time  he  has  the 
worse  he  writes. 

—KARL  KRAUS 


7  like  to  do  my  principal  research  in  bars, 
where  people  are  more  likely  to  tell  the 
truth  or,  at  least,  lie  less  convincingly 
than  they  do  in  briefings  and  books. 

— RJ.  O'ROURKE 


/  see  journalists  as  the  manual 
workers,  the  laborers  of  the  word. 
Journalism  can  only  be  literature 
when  it  is  passionate. 

—MARGUERITE  DUl 
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I  became  a  journalist  to  come  as  close 
as  possible  to  the  heart  of  the  world. 

—HENRY  LI  I 


Most  rock  journalism  is  people  who  carl 
write  interviewing  people  who  can't  tali 
for  people  who  can 't  read.  b| 

—FRANK  Z/ 


A  Text... 

Let  not  arrogancy  come  out  of  M\\ 
your  mouth:  for  the  Lord  is  aG\ 
of  knowledge,  and  by  him  actior 
are  weighed. 

—I  SAMUEll 

Sent  in  by  Albert  McCoUough,  Huntingtor  I 
What's  your  favorite  text?  The  Forbes  Bi  I 
Quotations:  Thoughts  on  the  Business  of.  I 
given  to  senders  of  Bible  texts  that  are  Ua  I 


More  than  1 4,000  "Thoughts,"  arranged  alphabeli 
subject,   are   available   in   a   900-page,   one-' 
deluxe  edition,  Forha  Book  of  Quotattom:  Thought  I 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipp'  [ 
$1  per  item  for  handling  (add  applicable  sali 
To  order,  please  call  toll-free,  1-800-876-6556 
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www.forbes.com 
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Innovations 
jat  Changed 

p  Way  We  Live 


People  Who  Will 
4nvent  Your  Future 


Smart 
Takes  on  the 
Free  Market 

Ben  Stein 
Innovation 

David  Brooks 
1^       Heroes 

eorge  Gilder 
Trust 

?_  _l_r 


Morality 

John  Steele  Gordon 

Failure 
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AT  A  PRICE  THAT  WON'T  ROAST  YOUR  CHESTNUTS. 


erpay  your  taxes. 
Why  overpay  for  your  private  jet  travel? 


i 

Fractional  ownership  designed  to  keep  amenities  up,  your  costs  down.  Innagine  riding  in  a  new  best-selling  O  \ 
Citation  Everything  is  managed  for  you.  Fly  when  you  want,  arrive  refreshed,  ready  punctual.  An  expensive  11  n^, 

www.citationshares.com 

O2002  CItationSharss 


ymore.  Our  smarter  infrastructure  affords  you  the  industry's  lowest  upfront  and  ongoing  costs.  Fly  wisely,  spend 
ly  See  specs  and  jets  at  citationshares.com.  For  a  free  cost  comparison,  call  1  800  3/i0-7767.  ext  121. 


^    CITATIONSHARES 

^--'        Making  private  practical." 


WILL   AND    ELIZABETH    BURNS    HAVE 


>i|«Sifc 


OUTGROWN   THEIR   OLD   PORTFOLIO. 


THEIR   KIDS   HAVE   OUTGROWN 


EVERYTHIMG   ELSE#t 
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1-800-MERRlLL  OR  VISIT  ASKMERRILL.ML.COM 


*•  ESTABLISH  OBJECTIVES  ->   SET  STRATEGY  -^   IMPLEMENT  SOLUTIONS  -»   REVIEW  PROGRESS 


MICHELLE  ARPIN   BEGINA, 
MERRILL   LYNCH 
FINANCIAL   ADVISOR, 
ON   GROWING   A 
PORTFOLIO   WHILE 
MANAGING    RISK. 


'Like  a  lot  of  people,  Will  and  Elizabeth 
were  pretty  aggressive  with  their 
stock-heavy  portfolio  a  few  years  ago. 

But  now,  with  a  volatile  market  and 
their  kids  reaching  school  age,  we 
talked  about  ways  to  better  balance 
risk  and  growth. 

With  this  goal  in  mind,  I  recommended 
Protected  Growth  Investments.^" 


These  give  Will  and  Elizabeth  upside 
potential  while  better  protecting 
their  principal  and  managing  their 
downside  risks. 

The  market  may  throw  the  Burns' 
another  curve  or  two,  but  experience 
has  shown  me  there's  always  a 
smart  place  for  your  money.  Together, 
I'm  confident  we'll  find  it." 


)icl»on  The  client  5  name  ond  story  ore  fictilious  and  intended  io  be  an  iliuslration  of  services  ovoiloble  through  Merrill  Lynch. 
oy  TOl  be  repfesentolive  of  the  experience  of  every  client-  Investment  results  moy  vory.  ©2002  Merrill  lynch,  Pierce,  Fenner  & 
tf-.  Incorporoted.  Member,  SIPC   Protected  Growth  Investments  is  a  service  mark  of  Merrill  Lynch  &  Co.,  Inc. 
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It's  a  busy  life.  This  is  easy.  Introducing  the  new  Painn' 
Tungsten~T  handheld.  It's  light,  with  a  new  expandable  slider 
to  make  it  more  compact.  It  boasts  a  5-way  navigator  button. 
And  it's  powerful,  with  a  voice  recorder,  integrated  Bluetooth™ 
for  wireless  connectivity,  and  a  Texas  Instruments  OMAP'" 
enhanced  ARM-based  processor  that  runs  four  times  faster 
than  the  processor  in  any  other  Palm  handheld.  Look  for  it  at 
a  local  retailer.  Or  visit  palm.com/trytungsten-t  for  a  demo. 


BUSINESS 
SOLUTIONS 


'Data  sharing  between  Bluetooth-enabled  handhelds  within  approximate  30'  range.  ©  2002  Palm,  Inc.  All  rights  reserved. 
The  Palm  logo  is  a  registered  trademark  of  Palm,  Inc.  Palm,  Tungsten,  the  Tungsten  logo  are  trademarks  of  Palm,  Inc.  Other 
products  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners.  Screen  image  simulated. 
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Can  you  paint  something  beautiful  with  sunflowers? 


Can  you  drive  forever  on  com? 


Can  you  build  a  dream  house  with  oilseeds? 


If  you  ask  the  right  questions,  nature  will  answer. 


By  finding  natural  alternatives  for  many  of  the  things 


we  use  every  day,  we're  making  the  world  less  harmful 


to  people  and  more  friendly  to  the  environment. 


Nature  has  answers. 


Is  anyone  listening? 


Yes. 


THE  NATURE  OF  WHAT'S  TO  COME" 


admworld.com 


Exactly  where  would  you  lil 

When  you  fly  First  Gas  or  Golden  Club  Class  with  us  from  New  York  or  Los  Angeles,  we'll  have  a  chauffeur  driven  sed< 
to  any  point  within  a  40  miles  radius  of  the  airport.  It's  our  way  of  ensuring  you  have  a  smoother,  faster,  more  comf 


J 


For  reservations,  please  call  Malaysia  Airlines  Premier  Desk  at  t  8S8  627  8477,  your  travel  agent  or  log  on  to  vvww.malaysiaairlines.com.  Terms  and  conditions  apply. 


.. 


r  chauffeur  to  pick  you  up? 

when  you  leave.  And  waiting  for  you  when  you  return.  This  service  extends 
/en  before  you  get  on  the  flight.  Malaysia  Airlines.  Going  beyond  expectations. 
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Way  back  in  the  late  nineteenth  century, 
Jules  Verne,  that  master  of  science 
fiction,  envisioned  many  of 
the  technological  wonders 
that  are  commonplace 

:.iv.  i  .verything  from 
the    siii.1^11    rine,   to   the 
airplane    i"      cket  travel  in 
outer  space.  1  le  also  predicte 
\\c  would  lia\e  TV'  in  another  thousand  years. 

Yet,  as  far-reaching  as  Verne's  imagination 
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-         RAIN-SENSING         - 

WINDSHIELD  WIPERS. 

EVEN  JULES  VERNE  DIDN'T  SEE 


THIS  ONE  COMING. 


was,  even  he  would  be  somewhat  astonished 
at  the  many  marvels  there  are  to  be 
und  in  the  Lexus  ES  300. 
One  of  these  would 
certainly  have  to  be  the 
available  rain-sensing 
'  windshield  wiper  system. 
(Captain  Nemo  may  want 
note  of  this  one.)  A  sensor 
employs  reflected  and  emitted  light  to  detect 
the  presence  of  raindrops  on  the  windshield. 


''I'lu-  I  .lAus  IWn  Niivigiilion  Sx'Nlcm  is  di 


'  m  lofating  an  iulclrcss  or  point  (»f  interest.  Diserepancics  may  be  encountered  between  the  system  and  your  actual  location.  Changes  in  sti 
'  !\er\'  eily.  See  the  UMigation  Owner's  Munuo/  and  your  Lexus  dealer  for  furtlier  details.  ©2002  Lexus,  a  Division  of  Toyota  Motor  Sales,  I 
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Not  only  does  the  system  switch  the  wipers 
on  and  off,  but  it  will  measure  the  degree  of 
precipitation  and  increase  the  wiper  speed 
as  necessary.  So  no  matter  what  the  driving 

« 

conditions  may  be,  from  a  light  drizzle  to  a 
heav)  downpour,  you're  able  to  give  the  road 
ahead  your  full,  undivided  attention. 

He  would  also  appreciate  the  available 
Lexus  DVD-based  Navigation  System.  This 


NAV  systein  can  verbally  direct  you  to  nearly 
any  destination  in  the  contiguous  United 
States*  via  three  different  routes:  the  quickest, 
the  shortest  and  an  alternative. 

These  are  two  examples  of  the  new  world 
of  luxury  that  awaits  you  in  the  ES  300.  A  car 
built  on  the  idea  that  every  journey,  whether 
it  be  to  the  center  of  the  Earth,  or  the  center 
of  town,  ought  to  be  an  unforgettable  one. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 
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es.  traffic  flow  or  other  road  system  changes  may  affect  the  accuracy  of  the  mapping  software.  Rely  upon  your  common  sense  to  decide  whether  or  not  to  follow  a  specified  route.  Detailed  coverage 
nds^ii  to  wear  seatbelts.  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly.  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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Robert  Theleen  of  ChinaVest. 
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Mainland  Entrepreneurs 
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s/\/  ITT  Industrie^ 


Engineered  for  life 


'.itt.com 


\ 


INDEX    I    Companies 


Icon  funds,  59 
InstLnet,  355 
Intel,  195, 196,  358 
Intentional  Software,  342 
International  Rectifier,  355 
International  Telephone 

&  Telegraph,  144 
Intuit,  365 
Itochu,  86 

JJLL 

I  Records,  78 

Johnson  &  Johnson,  68,  108,  328,  375 

Juniper  Networks,  366 

K- Swiss,  372 

Katz  Group,  104 

KeyCorp,  366 

Kleinberg  Kaplan  Wolff  &  Cohen,  364 

Kodak,  276 

Kohlberg  Kravis  Roberts  &  Co.,  108 

Kosan  Biosciences,  328 

Learjet,  57 

.' egg  Mason  funds,  68 

Lehman  Brothers,  96,  102,  363 

LillyBioVentures,318 

Eii  Lilly,  206,  318 

Linksys,  352 

Lotus,  202, 258 

Lucent  Technologies,  130 

Magna  International,  66 
Major  League  Baseball,  98 
Massachusetts  Investors  Trust,  130 
Maxis,  348 
Maxus  Real  Property  Investors 

Four,  76 
Maxus  Realty  Trust,  76 
May  Department  Stores,  366 
Mayfield  Fund,  336 
McDonald's,  68,  70,  164 
McKesson,  104 
Media  Arts  Group,  80 
Medicine  Shoppe,  108 
Mellon  Financial,  96 
Merck,  204, 328, 374 
Merrill  Lynch,  74,  202 
Micron  Technology,  244 
Microsoft,  67,  1 98,  258,  342, 35 1 
Military  Commcrcl.'l  Technologies,  288 
Monitor  Group,  340 
Monsanto,  304 
Morgan  Stanley,  86 
J. P.  Morgan  Chase,  74 
Nanosteel,  284 
Nanosys,  310 

National  Basketball  Association,  98 
National  Football  League,  98 
National  Hockey  League,  98 
Nalio/'^  Partnership  Investments,  76 


Netfolio,  336 
New  Leader,  326 
New  Profit,  338 
Nike,  125,372 
Nissan,  67 
Novartis,  330,  375 
Opsys,  276 
Oracle,  195 
Oshawa  Group,  104 

P.tt.R 

PSInet,  336 

Palm,  351 

Pfizer,  210, 330 

Phar-Mor,  108 

Pharma  Plus,  104 

Pharmacia,  374 

Philips,  276 

Phoenix  Coyotes,  98 

Phoenix  Development,  99 

PhoneMate,  195 

Pillsbury,  68 

Plum  Creek  Timber,  110 

Polaroid,  150 

Pottery  Barn,  59 

Pratt  &  Whitney,  57 

PricewaterhouseCoopers,  74,  363 

Procter  &  Gamble,  172 

Providian,  370 

Public  Allies,  340 

Qualcomm,  366 

Quick  8c  Reilly,  336 

RBC  Dain  Rauscher,  59 

RCA  Labs,  204 

RCA  Music  Group,  78 

Rational  Software,  342 

Raytheon,  150 

Research  In  Motion,  351 

Restoration  Hardware,  59,  228 

Rexall,  108 

Riverwood  International,  1 1 1 

RobinsonAviation,  57 

Roche  Holding,  330 

JLLiL 

SAC  Holdings,  74 
STMicroelectronics,  355 
Salomon,  372 
Samsung,  236 
Charles  Schwab,  33, 198 
Sears,  Roebuck,  370 
-ega  USA,  346 
Seiko-Epson,  276 
hoppers  Drug  Mart,  108 
-iko.rskyAero  Engineering,  145 
Six  '  bntinents  Hotels,  162 
Siiyders  Drug  Stores,  108 
Sonv,  85, 198,351 
Sotheby's,  376 
Sports  Authority,  372 


Sprint,  352,  370 

St.  Charles  Pharmaceuticals,  375 

Standard  &  Poor's,  355, 366 

Staples,  372 

StarMine,  355 

Sun  Microsystems,  344 

Swift  Transportation,  102 

Syncor  Internationa],  70 

TL\A-CREF,  366 

Taiheiyo  Cement,  290 

Taiwan  Semiconductor 

Manufacturing,  86,  360 
Tampella,  288 
Target,  370 
Tenet  Healthcare,  59 
Texas  Instruments,  1 72 
Texas  International,  202 
Textron,  162 

Thomson  Financial/IBES,  355 
3Com,  196 

Toronto-Dominion  Bank,  104 
Toshiba,  352 
Touchstone,  262 
Towers  Perrin,  67 
Toyota,  59,  292,  314 
Tupperware  Worldwide,  154 
Tyco,  162,  256 
U-Haul  International,  74 
U.S.  Bancorp  Piper  Jaffray,  96 
U.S.  Gypsum,  138 
U.S.  Rubber,  125 
U.S.  Technologies,  366 
UBS  Warburg,  74 
Uniroyal,  260 
United  Cos.  Financial,  370 
United  Microelectronics,  360 
United  Technologies,  145 
Universal  Display,  274 
Universal  Music  Group,  78 

v.w 

Vanguard  500  Index  fund,  32, 200 
Venator  Group,  372 
Visa.  58,  202 
Vivendi,  78 
Volvo,  172 
Wachovia,  366 
Wal-Mart,  58,  108,  174 
Wang  Laboratories,  154 
Warner  Bros.,  218 
Washington  Mutual,  366 
WellPoint  Health  Networks,  59 
Williams  International,  57 
Wyeth,  328 

Xerox,  144, 196, 264, 342 
Yahoo,  365,  366 
Yakushima  Clean  Energy 
Partners,  290 


28 


E   S   ■   December  23,  2002 


i, 


VACHEFIDN  CONSTANTIN 

Manufacture  Horlogere.    Geneve,  depuis   1755. 


Swiss 


Royal  Eagle  Steel  Chronograph 


^^  /  Masterpieces.  From  time's  finest  artists.  >«^ 


.TlMTNr. 


.TELiER  Jewellers 


a 


Watches  &  Fine  European  Jewellry 


1900  Sheridan  Road 
Highland  Park,  IL  60035 
Telephone:  847.266.7900 
Toll  Free:  800.277.2699 
www.swissfinetiming.com 


Flashbacks 


Innovators:  The  Way  They  Werei 


IS  It        ' 

ma 


I 


70  YEARS  AGO  IN  FORBES/JONE  I,  1932 

Words  From  the  Wise 

Benjamin  Graham,  the  great  sage  of  Wall 
Street,  wrote  a  series  of  three  articles  for 
FORBES  in  the  summer  of  1932.  His  topic: 
the  disparity  between  corporate  finances  and 
stock  valuations.  Following  the  1929  crash 
more  than  one-third  of  all  industrial  stocks 
were  selling  for  less  than  their  companies' 
net  assets.  Many 
companies  had 
market  caps  that 
were  less  than  their 
cash  reserves.  Gra- 
ham's assessment: 
Since  value  has 
come  to  be  associ- 
ated exclusively 
with  earnings 
power,  the  stock- 
holder no  longer 
pays  any  attention 
to  what  his  com- 
pany owns — not 
even  its  money  in 
the  bank.  It  is 
undoubtedly  true 
that  the  old-time 
investor  laid  too 
much  stress  upon 
book  values  and  too  little  upon  what  the 
property  could  earn. 

But  like  most  sound  ideas  in  Wall 
Street,  this  one  was  carried  too  far.  It 
resulted  in  excessive  empivvsis  i  'oing  laid 
on  the  reported  earning.s  --wl.  might 
only  be  temporal y  o!  '^  tj  .f  .,ve — 
and  in  a  complete  ecl4  >  •  >.>i  w.iat  had 
always  been  regarded  as  a  vital  hrv  -  H 
security  value,  namely  the  coni] 
working  capital  position. 

What  stockholders  need  lod.  / 
alone  to  become  "balance  shei  ♦  . 
scious,"  but  more  than  that,  to  becorr 
"ownership  conscious."  It  they  reali/ 
their  rights  as  business  owners,  we  wou 
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not  have  before  us  the  insane  spectacle  of 
treasuries  bloated  with  cash  and  their 
proprietors  in  a  wild  scramble  to  give 
away  their  interest  on  any  terms  they 
can  get. 

55  YEARS  AGO  IN  FORBES 
FEBRUARY  I,  1947 

Fabulous  Flying 
Machine 

Innovator  Igor  I.  Sikorsky  invented  the 
helicopter  in  1939.  Eight  years  later  FORBES 
ran  a  piece  headlined  "The  Helicopter 
Comes  of  Age. " 

Unfortunately,  the  day  is  still  somewhat 
distant  when  the  skies  will  be  swarming 
with  Sunday  helicopter  drivers.  Mean- 
while, however,  the  helicopter  has  already 
been  perfected  to  a  point  where  it  is 
uniquely  capable  of  performing  a  wide 
variety  of  specialized  jobs.  Witness  the 
recently  inaugurated  helicopter  delivery 
services- — now  an  established  feature  of 
some  department  stores.  Or  the  spectacu- 
lar but  effective  displays  of  helicopter  res- 
cues of  survivors  stranded  at  sea,  and  of 
incapacitated  victims  of  plane  crashes  in 
mountainous  wilds. 

Talk  to  Larry  Bell,  energetic,  strong- 
jawed  president  of  the  Bell  Aircraft  Corp., 
who's  responsible  for  the  world's  first 
school  to  train  pilots  especially  for  heli- 
copter industrial  jobs,  and  you  get  a  real- 
istic picture  of  just  what  this  machine 


/ 


with  the  propeller  on  top  can  do  for  busi- 
ness and  agriculture.  There's  United- Rex- 
all's  use  of  it,  for  example:  Quick  to  see  a 
natural  public  relations  concomitant  to 
its  drug  business,  the  company  bought  a  | 
Bell  helicopter  and  christened  it  the  Rex-^ 
all  "Mercy  Ship,"  to  stand  ready  for  all 
emergencies. 

In  Washington's  Yakima  Valley  the 
helicopter,  because  it  can  give  what 
amounts  to  individual  attention  to  everyi 
row  of  vines  or  crops,  dusted  the  plants! 
more  thoroughly  and  safely  than  the  fast-' 
flying  fixed-wing  airplane — and  withj 
much  less  waste. 
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Boglevision 


John  C.  Bogle,  48,  had  considerable  diffi 
culty  last  year  when  he  started  looking  fo 
brokerage  houses  to  sell  his  First  Inde: 
Investment  Trust.  "The  marketing  peopl 
were  mostiy  delighted  with  it,"  says  Bogk 
president  and  chairman  of  the  H-fum 
Vanguard  Group  of  Investment  Cos.  "Bu 
the  money-management  and  researc! 
people  were  less  delighted.  They  don' 
want  to  sell  something  that  indicates  th 
services  they're  paid  for  are  unnecessary, 
says  Bogle,  crinkling  his  bright  blue  ey« 
in  sympathy. 

In  the  end,  the  whole  thing  becarr 
academic,  because  the  Vanguard  func    "* 
went  no-load  and  brokers  lost  interest  i 
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selling  them.  But  the  experience  illus- 
trates The  Street's  ambivalence  about 
index  funds:  It  hates  them  but  can't 
afford  to  ignore  them. 

Will  index  funds  grow  and  grow  until 
they  become  as  formidable  a  phenome- 
non as  Nifty  Fifty  investing  became  in  the 
Sixties?  Probably  not.  Index  funding, 
while  it  has  its  attractions,  is  basically  an 
admission  of  defeat,  an  admission  that 
the  experts  can't  really  beat  the  market. 
Today  index  funds  account  for  11%  of 
equity  fund  assets.  Vanguard's  500  Index  is 
the  largest  mutual  fund  in  existence,  with 
$72  billion  in  assets. 

20  YEARS  AGO  IN  FORBES 
JANUARY  18, 1982 

Schwab  Makes  Good 

Charles  Schwab,  44,  is  selling  his  com- 
pany to  BankAmerica  Corp.  for  $53  mil- 
lion. On  his  35%  ownership,  that  means 
Schwab  gets  $18.5  million  in  BofA  stock 
for  a  business  less  than  a  decade  old. 
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What  blinding  insight  led  Schwab — a 
Stanford  M.B.A.  who  in  the  early  Seven- 
ties was  coming  off  a  decade  of  only  so- 
so  performance  as  an  investment  man- 
ager— to  such  success?  He  shopped  at 
Kmart,  which  once  had  been  an  also-ran 
five-and-dime  by  the  name  of  Kresge's. 
Schwab,  operating  a  small  San  Francisco 
brokerage  firm,  thought  it  over  and 
turned  his  problem  into  an  opportunity. 


Drop  the  extras — research,  three- 
piece  suits,  impressive  offices  and  hand- 
holding.  Simply  execute  buys  and  sells. 
Discount  the  price  and  drive  up  the  vein  P 
ume,  just  as  Kmart  was  doing  with  bicy-; 
cles  and  beach  thongs.  "Discounting  was 
the  cornerstone  of  that  strategy,"  Schwab 
recalls.  "But  other  strategies  accompanies  '' 
it,  such  as  longer  hours  and  other  sorts  ok 
marketing  efficiencies." 

So  why  does  Schwab  need  BofA?  The'  " 
reasons  most  people  call  obvious  are: 
BofA's  deep  pocket  to  fund  his  fast- 
expanding  business,  and  the  bank's  cred^' 
ibility  to  erase  considerable  customei^ 
doubts  about  buying  and  selling  through! 
a  "discount  broker." 

But  Schwab,  the  entrepreneur  some-J  '" 
what  jealous  of  giving  credit  to  a  big'  ' 
organization,  is  impatient  with  that  rea-.'  -' 
soning.  "It's  true  that  the  image  of  dis-'  ^ 
count  anything  is  horrible,"  he  concedes.'  '! 
"except  when  you  get  to  the  magnitude  c 
Kmart.  We're  probably  approaching  thai 
now."  On  the  financing  point,  he  say;' 
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mtily,  "If  the  BofA  deal  hadn't  come 
out,  we'd  probably  have  gone  public 
thin  a  year,  which  would  have 
graded  our  image." 
1987  Charles  Schwab  bought  his  com- 
ny  back  from  BankAmerica  for  $280 
llion.  The  company  went  public  later 
Uyear. 

YEARS  AGO  IN  FORBES 
I  RCH  16,  1992 

I  ailhouse  Rock 

e  media,  Michael  Milken  has  be- 
c  a  symbol  of  everything  that  was 
ong  in  the  Eighties.  We  do  not  believe 
;  conspiracy  theories.  Milken  was  ruth- 
s  and  sometimes  grasping,  but  we  have 
rn  no  evidence  that  his  legal  transgres- 
)ns  were  other  than  of  the  relatively 
hnical  variety  to  which  he  has  pleaded 
ilty.  None  of  these  illegalities  even  re- 
jtely  accounts  for  the  man's  astound- 
l  success. 
We  twice  interviewed  Milken  face-to- 
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race    at    the    Federal      !!»..«,»«,«*«..«». 

Prison       Camp      at 

Dublin,  Calif.,  where 

he  is  serving  a  ten-year 

term.  He  talked  to  us 

about  how  he  came  up 

with  some  of  his  ideas: 

"I  was  sitting  at  my 
desk  in  late  1979,  and  I 
saw  most  of  the  finan- 
cial assets  in  America 
dropping  like  rocks. 
The  Dow  Jones  indus- 
trials still  unable  to  get 
over  1000,  government  bonds  at  big  dis- 
counts. Only  hard  assets  were  doing  well: 
real  estate,  commodities,  gold,  silver.  It 
was  at  that  time  that  G.  Chris  Andersen  at 
Drexel  and  I  dreamed  up  the  commod- 
ity-backed bond,  which  we  sold  for  Sun- 
shine Mining.  We  offered  investors  a  way 
to  get  regular  income  and  still  have  a 
hedge  against  inflation  in  the  form  of  the 
commodity  backing." 

How  did  Milken  feel  about  being 


taken    away    from    his 
work? 

"After  1986  I  felt  like 
a  skilled  surgeon  who's 
been  locked  out  of  the 
operating     room     and 
watches  through  the  glass 
in  horror  as  some  first- 
year  medical  students  go 
to  work  on  a  patient. 
They're  cutting  him  open 
while  referring  to 
textbooks,        but 
they're  turned  to 
the  wrong  chapter.  I 
keep  pounding  on 
the  glass  and  cry- 
ing, 'No,  no,  no.'" 

And  what  did 
he  see  in  the  finan- 
cial future? 

"The  love  affair 
with  a  lot  of  these  IPOs  in  1991  and  1992 
won't  turn  out  so  great.  Be  careful  of 
these  new  issues.  Be  skeptical."  F 


e  oew  2003  Ford  Taurus  SEL  Surprised?  Well,  if  you  haven't  looked  at  a  Taurus  lately,  look  again. 


It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 

Iberia,  the  leading  Spanish  airline,  needed 
to  transform  its  procurement  process 
■  -    to  help  keep  its  costs  at  the  competitive 
levels  that  have  placed  it  among  the 
world's  most  profitable  airlines  in  recent 
years.  I  am  Iberia's  idea,  delivered. 
Iberia  called  upon  Accenture's  industry  experience  in 
designing  a  new  global  purchasing  model,  implementing 
web-based  purchasing  management  tools,  applying  new 
management  methods,  and  initiating  joint  purchasing 
agreements  with  allies  and  partners.  The  transformation 
program  has  fundamentally  changed  the  way  Iberia 
approaches  purchasing,  and  has  delivered  a  cost  saving  of 
5%,  helping  it  weather  the  industry's  recent  downturn. 

Because  the  vast  bulk  of  global  trading 
in  natural  gas,  electric  power,  oil  and 
precious  metals  was  still  being  executed 
'"''     by  phone  and  fax  as  recently  as  two 
years  ago,  there  was  an  overwhelming 
need  for  an  open,  real-time  multidealer 
electronic  marketplace  for  over-the-counter  commodities 
trading.  Intercontinental  Exchange,  or  ICE,  was  conceived 
to  fill  the  void.  I  am  ICE's  idea,  delivered.  In  just  nine 
months,  a  project  team  led  by  Accenture  operationalized 
and  deployed  a  web-enabled  trading  platform  that's  now 
installed  on  more  than  9,000  desktops  worldwide.  Delivering 
faster  executions  and  true  price  competition,  ICE  has  already 
completed  more  than  500,000  trades  worth  $450  billion. 


government's  fir 
with  moderniz^d^' " 
I  am  the  U.S.  Dep»; 

Accenture  helped  FSA 
realign  itself  to  improve 
adopt  proven  busmess  aiiu^^^' 
delivering  satisfaction,  level^  y, 
FSA  is  on  track  to  realize  substa 


Frustrated  with  the  administrative 
inefficiencies  that  had  grown  up  around 
various  student  loan  programs  over  the 
l^^rs,  the  U.S.  Department  of  Education 
:ed,to  transform  the  Office  of 
dent  Aid  (FSA)  into  the 
'  d  organization,,  supported 
and  services. 
I's  Idea,  delivered. 
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It's  not  how  many  ideas  you  have.  It's  how  many^ou  make 
happen.  So  whether  it's  your  idea  or  Accenture's,  we'll  help  you 
turn  innovation  into  results.  See  how  at  accenture.com 
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'Includes  physics,  engineering,  math. etc. 
Source:  National  Science  Foundation. 


The  Economics  of  Envy  Foreigners  are  gainings 
on  us.  Someday  China  will  be  running  circles  around  the  U.S.  in 
biotech  and  solid-state  physics.  This  is  good. 

Or  is  it?  If  you  hesitate  before  signing  on  to  the  idea  of 
imported  science,  it  could  be  because  you  are  only  a  fair-weather 
believer  in  free  trade.  For  this  debate  let's  assume  that  the  U.S. 
continues  to  stride  ahead  in  research  and  development,  but  that 
the  Chinese  stride  ten  times  as  fast.  They  get  the  Uon's  share  of 
patents  in  the  21st  century.  Where  do  you  stand? 

We're  globalists  here. 
Ever  since  this  magazine  Hard  oCI6nC6  rll.D.S 

was   founded   85   years  Awarded  ill  U.S. 

ago  by  a  Scottish  immi-     14  (thou) ^ 

grant,  it  has  stood,  with- 
out reservation,  for  the 
notion  that  national  bor- 
ders should  be  wide  open 
to  the  flow  of  goods,  cap- 
ital and  ideas.  In  that  tra- 
dition, Assistant  Manag- 
ing Editor  Tom  Post  has 
put  together  this  anniver- 
sary issue  to  celebrate  the 
success  of  capitalism  in 
spreading  prosperity  by  spreading  innovation. 

As  it  happens,  our  list  of  the  most  consequential  business 
and  technology  innovations  since  1917  has  a  very  American  fla- 
vor (seep.  124).  I  like  to  hope  that  our  support  of  free  trade  is  a 
matter  of  principle  rather  than  chauvinism.  But  still,  globalisra 
would  have  a  different  feel  if  the  U.S.  were  at  the  receiving  end  of 
high-value-added  goods. 

Once,  while  denouncing  tariffs  on  cars,  I  got  this  rebuttal . 
from  a  Detroiter  who  was  sympathetic  to  protectionism:  "Easy 
for  you  to  like  free  trade.  FORBES  doesn't  compete  with  any 
Japanese  magazine  imports." 

Intellectuals  tend  to  like  globalism  because  it  has  enhanced 
our  living  standards.  We  ship  operating  systems  and  movies ' 
abroad,  and  take  back  dirt-cheap  bicycles.  Our  neighbors  the 
mill  workers  haven't  done  as  well.  Their  incomes  are  scarcely 
better  than  they  were  a  generation  ago. 

To  test  your  commitment  to  globalism,  try  out  this  hypo- 
thetical outcome:  By  2040  the  U.S.  drug  industry  is  sidelined  as 
foreign  scientists  race  ahead  with  cures  for  cancer,  Alzheimer's 
and  diabetes.  Envy  might  make  you  unenthusiastic  about  the 
idea,  but  your  grandchildren  would  lead  happier  lives  as  a  result. 

If  the  150th  anniversary  issue  of  FORBES  has  a  list  of  the 
world's  greatest  innovations,  I  can't  be  at  all  confident  it  won't 
be  a  disappointment  to  America- firsters.  I  think  it  will,  however, 
be  further  proof  of  the  power  of  capitalism  to  improve  lives. 
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WHY  NOT  BE  THE  FIRST  ON 
YOUR  BLOCK  WITH  A  SHIFT- 
ON-THE-FLY  DATA  CENTER? 


The  processing  power  you  need  to  deploy  new  applications  already  exists  within  your 
company's  walls.  It's  just  sitting  there. 

The  server  that's  running  your  CRM  app  is  more  likely  to  be  operating  at  45%  of  its  capacity 
than  90%.  And  the  one  backing  up  your  database,  at  10%.  If  you  could  combine  and  access 
the  idle  processing  power  of  the  machines  you  already  have,  imagine  how  much  easier  it 
would  be  to  deploy  new  applications  and  develop  new  revenue-producing  services. 

At  Sun,  our  goal  is  to  drive  costs  and  complexity  out  of  the  data  center.  Our  vision  for  N1 
is  to  drive  up  utilization  of  the  servers  you  already  own  and  get  them  operating  together 
like  a  seamless,  single  system. 

Instead  of  having  systems  administrators  manually  reconfigure  and  re-cable  servers 
every  time  there's  a  need  to  shift  or  add  new  resources,  imagine  a  single  person  able  to 
manage  these  changes  from  a  single  workstation. 

Instead  of  managing  individual  servers,  imagine  if  your  IT  staff  could  better  support  your 
business  objectives  by  responding  in  real  time  to  the  accounting  rush  at  the  end  of  the 
quarter.  Or  to  the  10,000  customers  clamoring  for  your  newest  services. They  would 
transform  themselves  from  systems  administrators  to  proactive  service  providers. 

Our  ultimate  goal  with  N1  is  to  transform  your  data  center  into  a  strategic  weapon.  When 
your  computing  resources  are  working  together  as  one,  you  become  your  competition's 
worst  nightmare.  You  can  add  services  faster  than  they  can.  Handle  more  customers  than 
they  can.  Keep  up  with  the  ever-increasing  demand  for  information  and  services.  With  N1, 
you're  not  just  playing  to  win.  You  are  winning. 


To  see  the  future  of  the  data  center,  visit  SUN.COM/WHVNOT 
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a  §un  Microsystems.  Inc.  All  rights  reserved.  Sun,  Sun  Microsystems  and  the  Sun  logo  are  trademarks  or  registered  trademarks  of  Sun  Microsystems,  Inc.  in  the  United  States  and  other  countries. 


Flexible.  Powerful.  Mobile.  Zaurus  —  the  smart,  new  handheld  solution  fronn  Sharp.  Wireless  capable,* 

powerful  PC  computing  with  multimedia  software.  A  unique  integrated  keyboard  and  the  freedom 

of  the  Linux*  operating  system.  7  .jrus  by  Sharp.  It's  everything  you  need  to  be  mobile,  sharpusa.com 


•Internet  applications  require  pun  liase  of  a  modem  and  ovailable  service.  Screen  image  simulated. 


Personal  mobile  tool 
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Report  Card 

"The  Story  They  All  Got  Wrong"  (Nov. 
25,  p.  124)  is  actually  remarkably 
accurate.  While  there  are  some  excep- 
tions to  the  rule,  a  simple  review  of  the 
heads  and  founders  of  major  publicly 
traded  corporations  (many  of  whom 
are  college  dropouts),  as  well  as  the 
owners  of  countless  privately  held 
businesses,  demonstrates  that  college 
education  is  not  a  prerequisite  to 
American  success. 

DAVID  BATSON 
Stephenville,  Tex. 

You  faU  to  acknowledge  other  govern- 
ment research  that  concludes  that  more 
education  causes  higher  incomes.  The 
Council  of  Economic  Advisers  wrote  in 
its  annual  report  in  February  1996: 
"Each  additional  year  of  formal  school- 
ing is  associated  with  a  5  to  15  percent 
increase  in  annual  earnings  later  in 
life."  Instead  you  have  set  up  a  straw 
man — one  Census  Bureau  study — and 
knocked  it  down  with  one  mighty  blow. 
But  there  is  plenty  of  academic  evidence 
that  suggests  that  education  leads  to 
higher  earnings. 

JONATHAN  ORSZAG 
Marina  del  Rey,  Calif. 

Rate  of  Change 

"Protect  Your  IRA"  (Nov.  25,  p.  250) 
gives  the  impression  that  the  five-year 
clock  for  fixed  distribution  before  you 
reach  59/4  restarts  on  the  date  the 
switch  is  made  to  the  new  rate.  Revenue 
Ruling  2002-62  provides  for  a  one-time 
change  in  method  that  will  not  be 
treated  as  a  modification  within  the 
meaning  of  72(t)(4).  It  is  my  under- 
standing that  a  combination  of  the  time 
period  after  the  change  with  the  time 
period  prior  to  the  change  can  be  com- 
bined to  meet  the  five-year  period 
requirement. 

RITA  DUBOIS 
Melbourne,  Fla. 

Bad  Reception 

Thank  you  for  "The  Big  Picture"  (Nov. 
1 1,  p.  141).  I  recently  fell  victim  to  the 
digital  TV  sales  pitch  People  need  to  un- 


« 


Just  Cause 

"Witch  Hunt"  (Dec.  9,  p.  72)  at- 
tempts to  portray  the  guilty  parties 
as  victims  and  to  paint  Eliot 
Spitzer  as  having  his  own  con- 
flicts. If  he  does  have  these  con- 
flicts, he  should  disclose  them.  I 
am  thankful  that  someone  is  will- 
ing to  expose  the  crooked  prac- 
tices and  the  top  company  officers 
who  led  or  condoned  them. 

JERRY  BRANTLEY 
Lubbock,  Tex. 


derstand  that  the  standard  sateUite  oil 
cable  feeds  look  terrible  on  the  new  dig-i 
ital  TVs.  After  a  three-hour  conversatior  I  i 
with  the  manufacturer  of  my  TV,  theyf 
told  me  I  needed  to  upgrade  my  satd^ 
lite  to  HDTV  ($800  for  the  new  system  j 
to  get  a  clear  picture  and  that  would  onl;| 
work  for  HDTV  broadcasts.  Nobody  i  f 
telling  the  truth  about  these  TVs. 

ROGER  PUCCIO-JOHNSOfj 
Chicago,  Ih\ 

Clarification 

"Pioneers  Die  Broke"  (p.  258  of  thi\ 
issue)  went  to  press  implying  that  Visi 
Calc  founders  Dan  Bricklin  and  Bol 
Frankston  were  on  the  opposite  sides  o 
a  legal  tussle.  We  would  like  to  point  ou 
that  they  were  on  the  same  side. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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PRODUCE    SUCH    SHEER,    UNADULTERATED    JOY. 
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Admitting  that  traveling  with 
Idren  can  be  a  challenge  doesn't 
ke  you  a  bad  parent.  It's  just 
t  the  Netjets  fractional  aircraft 
lership  program  will  make  you  a 
ppier,  more  relaxed  parent  (and  do 
nders  for  the  kids). 

The  joy  begins  with  a  plane  that  takes 

where  you  wanti  when  you  want  — 
ii  no  lines,  waits,  or  crowds. 

Your  dedicated  Owner  Services  Team 
ures  that  plane  is  outfitted  like  your 
tig  room,  with  everyone's  favorite 
ds.  movies.  DVDs,  video  games  — 


everything  needed  to  avoid  the  dreaded 
"Are  we  there  yet?"  -•''•^? "^  ' 

The  industry's  most  experienced 
pilots  (all  are  rated  captain  by  the  FAA), 
the  largest,  most  proven  fleet  in  the 
fractional  sky,  and  the  knowledge  that 
ground  transportation  has  also  been 
attended  to  surely  contribute  to  a  par- 
ent's peace  of  mind.  And  help  explain 
why  more  people  who  can  fly  any  way 
they  want  fly  with  Netjets.  ■) 

Experience  it  for  yourself.  And  J 
bring  the  kids.  Call  1-877-NETJETS  ; 
(1-877-638-5387)  or  visit  netjets.com. 


Everything  else  is  just  a  plane 


m^ :  %^^ '  >^#^ 


Netjets  Inc.  is  a  Berkshire  Hathaway  company. 


©2003_PorscheC£sJjorthArTien^^  recommends  seat  belt  usage  and  observance  of  all  traffic  laws  at  all  time»^  Specifications  for  comparison  only.  Price  sfiown  is  Porsche  suggested  retail  price 


What's  the  story  of  your  life,  starting  now? 


I 


The  new  Boxster 


Places  you've  always  wanted  to  go.  Things  you've  always  meant  to  do.  It's  never  too  late  to  make 

it  right.  The  new  Boxster.  Ah  elegantly  re-sculpted  exterior.  A  meatier  225-hp  boxer  engine.  A  more 

adventurous  existence  starts  at  $42,600.  Contact  us  at  1-800-PORSCHE  or  porsche.com. 
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And  there's  Drambuie. 
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DRAMBUIE  On  Ice 


S 
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-^  \  DRAMB! 


fCT  AND  COMMENT 


Jteve  Forbes,  editor-in-Chief 
\th  all  thy  getting  get  understanding" 


Who  Woulda  Thunk 

that  high-tech  stocks  would  lead  the  market's  rise  from  its  early  October  lows? 

Ignorance  Is  Not  Bliss 


SK -TAKING  IS  THE  CRUCIAL  ELEMENT  FOR  LVIPROVING  OUR  STAN- 
ird  of  living.  Most  new  ideas  strike  most  people  as  irrational, 
idoable,  Utopian.  And  most  of  the  time  the  skeptics  are  right.  But 
a  democratic  capitalist  system,  seemingly  improbable  ideas  can 
me  to  fruition.  Even  if  the  pioneers  don't  always  reap  the  rewards, 
her  able  executives  will  develop  the  ideas,  and  all  of  us  will  benefit. 

Ray  Kroc,  for  instance,  didn't  invent  the  fast-food  phenom- 
lon  back  in  the  1950s.  But  when  he  saw  the  facility  run  by  the 
IcDonald  brothers,  he  quickly  grasped — as  they  did  not — the 
vesomely  exciting  implications  of  their  techniques  in  a  busi- 
ess  that  was  notorious  for  failure.  The  idea  of  creating  a  chain 
'  thousands  of  similar  restaurants  that  spanned  the  globe  was, 
fore  Kroc's  vision,  utterly  preposterous. 

Today's  expensive  luxuries  and  rarities  become  tomorrow's 
fordable,  widespread  commonplaces.  Henry  Ford's  moving 
isembly  line  turned  the  automobile — once  a  toy  for  the  rich — 
ito  an  essential  piece  of  equipment  that  any  worker  could  buy. 

Yet  all  too  many  academics,  politicos,  bureaucrats  and  even 
usinesspeople  don't  understand  that  risk-taking  is  the  wellspring 
f  our  progress.  Well-credentialed  economists  tell  us  that  the  key  to 
rosperity  is  the  government's  giving  people  money  or  spending 
eople's  money.  But  the  most  potent  fiscal  incentive  is  reducing 
larginal  tax  rates — i.e.,  the  tax  you  pay  on  each  additional  dollar 
ou  earn.  America  would  be  impoverished  under  a  tax  code  that  let 
ou  keep,  say,  your  first  $20,000  tax-free  but  levied  a  rate  of  99%  on 
mounts  above  that,  even  though  the  resulting  average  tax  rate 
^ould  be  less  than  that  which  we  have  today. 


Central  bankers  still  harbor  the  illusion  that  they  can  con- 
structively guide  economies  by  creating  or  extinguishing  money. 
Money  should  be  stable  in  value,  just  as  measurements  of  dis- 
tance or  time  are  stable.  You  don't  change  the  number  of  min- 
utes in  an  hour  to  "stimulate"  or  "cool  off'  economies. 

Trial  lawyers  have  progressed  too  far  in  diffusing  the  stark 
difference  between  fraud  and  honest  business  mistakes.  Lawsuits 
are  now  routine  if  a  company's  stock  falls  significantly  or  the 
company  reveals  an  unpleasant  surprise.  The  frmdamental  con- 
cept of  limited  liability — you  can't  lose  more  money  than  the 
amount  you  invested  in  an  entity — is  being  eroded.  You  may  no 
longer  end  up  in  debtors'  prison,  but  trial  lawyers  will  surely 
attempt  to  attach  every  asset  you  own. 

Corporate  directors  with  M.B.A.s  and  considerable  experience 
in  running  businesses  have  been  discovering  that  in  the  eyes  of  the 
Securities  &  Exchange  Commission  they  are  not  qualified  to  sit  on 
audit  committees,  because  they  are  not  certified  public  accountants. 

Courts  too  often  ignore  contracts  in  the  name  of  their  own 
version  of  "true"  justice.  And  parasitical  trial  lawyers  have  been 
successfully  pillaging  more  and  more  of  Corporate  America,  even 
before  this  latest  spate  of  executive  suiteAVall  Street  scandals. 

Democratic  capitalism  is  moral.  You  won't  long  succeed  in 
business  if  you  don't  serve  the  needs  or  wants  of  others. 

This  issue  of  FORBES  should  remind  us  of  the  inspiring 
progress  made  possible  by  democratic  capitalism  and — 
maybe — have  us  reflecting  on  what  nurtures  and  harms  this 
awesome  phenomenon. 


Congressman  Courageous 


VASHINGTON  REPUBLICANS  SHOULD  TELL  POTENTL\L  2004  GOP      accounts.  When  Democrats  attacked  him  for  this  "assault"  on  the 


ongressional  candidates  to  look  to  Pat 
bomey  (R-Pa.)  for  inspiration.  Toomey 
epresents  a  district  that  supported  both 
Jill  Clinton  and  Al  Gore.  His  predecessor 
^as  a  Democrat.  Yet  Toomey  has  thrice 
ran  this  district  against  stiff  competi- 

Jion.  A  leffords-like  liberal  masquerading 
IS  a  Republican?  Quite  the  opposite. 

Toomey  is  an  unabashed  conservative. 
-ie  openly  supports  allowing  workers  to 
lave,  if  they  vwsh,  a  portion  of  their  Social 
Security  taxes  go  into  personal  retirement 


Pat  Toomey  (left)  with  debate  moderator  and  oppo- 
nent for  joust  on  Social  Security  and  other  issues. 


integrity  of  Social  Security,  Toomey  stuck  to 
his  guns.  Toomey  is  a  vigorous  supporter  of 
the  flat  tax,  even  though  Democrats  allege 
that  it  is  a  giveaway  to  the  "rich."  He  is  pro- 
life,  supports  term  limits,  advocates  giving 
patients  more  control  over  their  health  care 
dollars  and  has  been  a  stalwart  opponent 
of  congressional  spending  binges.  Toomey 
demonstrates  that  when  Democrats 
launch  their  usual  class-warfare  attacks, 
conservative  principles  can  triumph  if 
advocated  consistently,  courageously. 
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The  Forbes  2002 
All-Star  Eateries  in  New  York 


Herewith,  to  mark  our  85th  anniversary,  are  85  nourishing  notables  picked  to  palpably  please  your  palate 
by  that  perspicacious  and  penetrating  pundit  of  delectable  dining,  Tom  Jones,  and  Forbes  colleagues% 
Patrick  Cooke  and  Monie  Begley,  as  well  as  brothers  Bob,  Kip  and  Tim. 


?  ( 


Alain  Ducasse 
Aquavit 
Chanterelle 
c^he  Four  Seasons 


Jean  Georges 

La  Grenouille 

Le  Bernardin 

Le  Cirque  2000 

Lespinasse 


March 

Nobu 

rm 

"21"  Club 


!• 


;  Affable  chef  Rtck.Moonen,  who  brought  Oceana  to  stellar 
heights,  has  opened  his  own  establishment,  rm,  which  offers 
some  of  the  Big  Apple's  best,  most  beautifully  presented  food. 
Aquavit,  always  very  good,  has  reached  new  levels  of  Scandina- 
vian excellence.  La  Grenouille  continues  as  the  gold  standard  of 
classic  French  restaurants.  Lespinasse  remains  a  masterpiece 


of  understated  elegance.  Nobu's  rising  sun  cuisine  burns  ever 
brightly  in  our  Four  Star  firmament.  Two  breathtaking  sur- 
prises in  Alain  Ducasse's  endless  procession  of  perfect  courses: 
the  welcoming,  warm,  country-inn -like  service  and  the  bill. 
Chaitterelle  may  have  the  most  inviting  dining  room  in  the  city 
for  a  magical  Four  Star  meal. 


Atelier 

Aureole 

Babbo 

Blue  Hill 

Danube 

DB 

Donguri 

Eleven  Madison  Park 

Etats-Unis 

Gotham  Bar  &  Grill 

Gramercy  Tavern 


Honmura  An 


IlMulino 

Ilo 

La  Caravelle 

Lut^ce 

Montrachet 

Nippon 

Orso 

Patria 

Payard  Patisserie  &  Bistro 

Periyali 


Peter  Luger  Steak  House 

The  Red  Cat 

River  Cafe 

Strip  House 

Sugiyama 

Swifty's 

Tabla 

The  Tasting  Room 

Union  Square  Cafe 

Veritas 

Walls^ 


The  Three  Star  firmament  always  experiences  a  turnover  that 
these  days  would  raise  eyebrows  at  the  SEC.  Happily,  there  are 
lustrous  luminaries  to  replace  those  that  changed  categories  or 
fell  into  the  gastronomic  black  hole.  Lots  of  litde,  exotic  seasonal 
tastes  add  up  to  a  zesty  kaiseki  feast  at  Sugiyama.  For  our  money, 
it's  the  best  bet  outside  Kyoto.  It's  iiard  to  go  to  Swifty's  without 
seeing  somebody  famous  and  eating  very  well.  Blue  Hill  contin- 
ues to  move  up  toward  the  gastronomical  summit.  The  Ritz- 
Carlton  has  hit  a  home  run  with  Atelier,  a  spacious,  ultra-glam- 
orous restaurant  at  its  new  hotel  on  Central  Park  South. 
Strip  House  is  an  old-fashioned  stcnkerv,  where  the  food  is  tops 
and  the  atmosphere  congenial.  Payard  Pan'sserie  &  Bistro  is  per- 


fect for  first-rate  French  fare  finished  off  with  waist-fiill  pastries 
Babbo,  an  oh-so-fashionable  Italian  eatery,  deserves  its  popularity 
Wallse  proves  that  nouvellc  Austrian  cuisine  is  not  an  oxymoron 
the  food,  washed  down  with  Riesling,  will  have  you  singini 
"Edelweiss."  The  Tasting  Room,  where  otiier  New  York  chefs  go  tq 
get  a  great  meal,  may  be  the  only  place  in  the  city  where  the  chd 
emerges  fi-om  the  kitchen  to  take  a  bow,  like  a  fashion  designa 
swamiing  down  the  riuiway.  Aureole's  superb  food  and  quiet  din- 
ing provide  a  welcome  relief  in  this  era  of  boom-box  room^ 
Patria,  a  daring,  experimental,  exuberant  purveyor  of  pan-Latin 
food,  is  still  tops.  Chef  David  Feau  is  restoring  luster  to  Lutece. 
Honmura  An  serves  super  soba  in  a  simple  SoHo  setting. 
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special 


Artisanai — Hundreds  of  varieties  of  cheese  plus  plenty  of  hearty  bistro  grub  in  a  brightly  lit,  buzzing  Park  Avenue  spot. 

Blue  Ribbon  Sushi — Sensational  sushi  and  sashimi  in  informal,  authentic-feeling  Japanese  setting. 

Blue  Smoke — Hotter  than  the  grills  they're  cooking  on.  The  spicy  salt-and-pepper  ribs  are  the  rave. 

Bolo — Lively  scene  adds  zest  to  the  already  superb  Spanish  cuisine. 

Brasserie — Dashing  decor  with  a  retro  kick,  wrhere  the  winsome  waitstaff  serve  food  as  flavorable  as  ever. 

Bull  and  Bear — Best  men's-club-like  lunch  in  Midtown. 

Cafe  des  Artistes — Erotic  murals  make  magnificent  meals  even  more  romantic. 

Cafe  Luxembourg — Steak  frites  as  good  as  you'll  find  in  New  York.  The  red  banquettes  give  the  place  character  and  comfort. 

Caffe  Grazie — Best  bet  by  far  for  an  excellent,  easy  meal  in  Metropolitan  Museum  neighborhood. 

Chez  Josephine — Nice  food  in  a  naughty  setting. 

Cipriani  Doici — Both  the  bull  shots  and  the  steak  tartare  are  tantalizingly  memorable. 

Cupcake  Cafe — Heaven  itself  would  be  hard  put  to  offer  confections  as  scrumptious. 

Gabriela's — Fabulous  Mexican  fare. 

Hell's  Kitchen — Mouthwatering  Mexican  meals  will  make  most  theater-district  plays  seem  pallid  in  comparison. 

Keens  Steakhouse — C^lay  smoking  pipes  adorning  the  ceilings  give  patrons  of  this  19th-century- like  steakery  and  saloon 

anti-PC  pleasure.  Mayor  Michael  Bloomberg  would  not  approve,  but  red-meat-eaters  do. 

KurumaZushi — May  have  the  best  sushi  in  the  city,  but  this  quintessential  experience  doesn't  come  cheap. 

Maya — First-rate  Mexican  food  in  fantastic  surroundings. 

Michael  Jordan's  Steak  House — His  Airness  may  have  lost  a  step  on  the  court,  but  he  is  still  a  wizard 

in  the  kitchen.  A  view  of  New  York  at  its  bustling  best. 

Mr.  Chow — Easy  to  join  the  party  at  this,  the  friendliest  of  the  scene  restaurants. 

Mr.  K's — ^A  most  elegant  Chinese  restaurant;  perfect  for  pampering  clients  and  others  you  deem  worthy  of  impressing. 

Nam — Fun,  young,  happening  TriBeCa  Vietnamese  foodery. 

Osteria  del  Circo — Bright,  lively,  informal.  Excellent  eats  are  embellished  by  celebrity  sightings. 

The  Park — Rollicking  setting,  whether  you're  a  party  of  2  or  20  at  this  "party  on"  place. 

Pastis — Delicious,  boistereus,  trendy.  Lip-reading  skills  are  a  plus  here. 

Petrossian — Deliciously  decadent  array  of  caviar  with  blinis  and  flutes  of  Siberia-like  chilled  vodka. 

Pinocchio — 'I  iny  gem  combining  a  delightful  menu  and  country-style  atmosphere.  It  will  make  a  hit  with  your  guests 

without  your  having  to  sell  depressed  stock. 

Popover  Cafe — Soda  fountain  of  your  childhood,  where  great  sodas  are  pulled  and  sundaes 

are  built  sky-high.  Kid-friendly  Sunday  brunch  worth  the  wait. 

The  Restaurant  on  the  Vilar  Grand  Tier— The  fare  is  worth  singing  about  in  this  eatery  at  the  Metropolitan  Opera  House. 

Salaam  Bombay — Indian  food  that  will  tingle  your  taste  buds. 

Second  Avenue  Deli — Superb  appetite-satisfying-size  sandwiches  and  other  kosher  dishes. 

Serafina — Trendy  place  for  pricey,  tasty  pastas  and  pizzas. 

Serendipity  3 — A  fantasy  fest  for  those  things  nutritionists  nag  you  not  to  eat,  such  as  hot  dogs,  ice  cream  and  French  toast. 

Sparks  Steak  House — Regular  guys  hang  out  for  outstanding  steaks  and  a  wonderful  wine  list. 

Tao — Hip,  happening,  not-for-the-fainthearted  Midtown  scene  restaurant  delivering  exemplary  Asian  cuisine. 

The  Tonic— Marvelous  American  menu  will  have  you  waving  the  red,  white  and  blue. 

Tribeca  Grill — High-energy  eatery  offering  admirable  American  fare. 

Tbrkteh  Kitchen — From  the  fried  calamari  to  the  baklava  you'll  enjoy  offerings  that  would  make  even  a  sulking  sultan  smile. 

Washington  Park — Sublime  experience,  from  appetizers  to  desserts. 
Zitoune — Happy,  friendly  corner  of  Morocco  right  in  the  middle  of  Manhattan's  modish  meatpacking  district. 
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She's  looking  to 
grow  wealth. 

He's  looking  to 
protect  it. 

Prudential  Financial 
helps  them  do  both. 


For  most  people, 
managing  wealth  is 
a  two-fold  effort. 
At  times,  you'll  focus 
on  growing  your 
wealth.  Other  times, 
you'll  focus  on 
protection.  The  real 
challenge  is  creating 
a  plan  that  can 
accomplish  both 
objectives.  And  that's 
where  Prudential 
Financial  can  help. 
With  decades  of 
experie-nce  in  asset 
management  and 
insurance,  t     can 
show  you  how  growth 
and  protection 
work  together. 


Investment  Solutions. 

Prudential  Financial  understands 
that  sound  investment  choices 
can  provide  the  solid  foundation 
you  need  to  help  create  and 
grow  wealth.  We're  committed 
to  helping  investors  choose  among 
a  full  complement  of  financial 
solutions  from  top  name 
investment  managers. 

•  Mutual  funds 

•  Tax-efficient  investments 

•  Variable  annuities 

•  Retirement  plans 

•  CDs  and  money  markets 
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Protection  Solutions. 

As  a  leading  provider  of  insuranc 
we're  committed  to  helping  clienTlij 
protect  their  wealth  from  risk  in 
all  its  forms — from  disability  to 
accidents,  taxes  and  market 
volatility.  We  offer  a  range  of  ris! 
protection  products  and  services 
that  few  companies  can  match. 

•  Estate  planning 

•  Life  insurance 

•  Property  and  casualty  insuran 

•  Disability  income  insurance 

•  Long  term  care  insurance 

•  Business  continuation  plann 
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Prudential.com:  '^^ 

Everything  you  need  for  smart  financial  management.     1 

•  Insurance  quotes 

•  Daily  stock  market  research 

•  Online  trading 

•  Tax  solutions 

•  Estate  planning  ideas 

•  A  guide  to  long  term  care  insurance 

•  Tools  for  home  buyers  and  sellers 


Prudential  Financial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Insurance  products  issued  by  The  Prudential  Insurance  Company  of  •    ^ 
at  751  Broad  Street,  Newark,  NJ  and  its  affiliates  Securities  pioducts  and  services  offered  through  Pruco  Securities  Corporation,  751  Broad  Street,  Newark,  NJ  07102  (member  SI!  C: 
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ining  Tools. 

dential  Financial  brings 
the  tools  you  need  to  plan 
manage  your  finances. 

Brokerage  ser\'ices 

Cash  management  accounts 

Asset  allocation  services 

Professional 
portfolio  management 
Full  online  account 
management  and  planning 
Objective  investment  research 
24/7  customer  service 


Personalized  Advice. 

Whether  you're  looking  for  new 
ideas,  second  opinions  or  full-time 
portfolio  management,  a  highly 
skilled  Prudential  financial 
professional  can  offer  the  objective 
perspective  you  need  to  manage 
your  assets  effectively 

Call  today  for 

a  free  portfolio  review. 

A  highly  skilled  Prudential  financial 
professional  can  help  you  analyze 
your  financial  needs  and  create 
a  portfolio  that  balances  your  need 
for  growth  and  protection. 

1-800-THE-ROCK  ext.  9170 
prudential.com 


Gall  for  our  FREE 
BROCHURE! 

Solutions  for  Investors 

offers  expert  insight  to 
help  ifou  navigate  today's 
difficult  investment 
climate. 


Prudential »  Financial 

Crowing  and  Protecting  Your  Wealth® 


Securities  Incorporated,  199  Water  Street,  New  Yorl<,  NY  10292  (member  SIPC).  All  are  Prudential  Financial  companies.  Each  is  solely  responsible  for  its  own  financial  condition  and 
3l  obligations.  Availability  of  disability  income  and  long  term  care  insurance  varies  by  carrier  and  state.  Neither  Prudential  nor  its  companies  are  tax  advisors.    IFS-A070293  Ed.  4/02 


OTHER  COMMENTS 


/  don't  know  what  you  think  about  anniversaries.  I  like  them,  being  always  minded  to 
drink  my  cup  of  life  to  the  bottom,  and  take  my  chance  of  the  sweets  and  bitters. 

—THOMAS  HENRY  HUXLEY 


Straight-Talkers  We  need  to  have  an  honest  debate 
about  what  to  do  about  Social  Security.  The  number  of  workers 
per  retired  person  is  declining  sharply  due  to  lower  birthrates  and 
much  greater  longevity.  Thus,  it  is  a  mathematical  requirement 
that  changes  must  be  made  in  the  system.  There  are  many  alterna- 
tives, such  as  increasing  taxes,  increasing  the  retirement  age,  cutting 
benefits,  investing  part  of  the  payroll  tax  in  private  securities  to  get 
higher  rates  of  return,  etc.  Senator-elect  Elizabeth  Dole  of  North 
Carolina  and  others  showed  that  voters  will  reward  politicians  who 
are  honest  and  thoughtful  concerning  Social  Security,  even  though 
they  may  not  agree  with  every  aspect  of  the  proposed  solution. 

Reasonable  and  honest  people  can  disagree  about  how  to  fix 
the  system.  What  is  not  reasonable  or  honest  is  to  attack  an 
opponent's  solution  without  presenting  an  alternative  solution, 
or  using  false  assumptions  and  numbers  in  the  debate.  One 
thing  the  election  showed  is  that  the  electorate  is  increasingly 
impatient  with  those  politicians  who  misstate  economic  facts 
and  do  not  present  constructive  solutions. 

—RICHARD  W.  RAHN,  Discovery  Institute,  Washington  Times 

Satisfaction  Not  Guaranteed  when  was  tiie  last 

time  you  stayed  awake  at  night  worrying  about  the  quality  of  food 
in  your  local  grocery  store?  Most  people  don't  think  about  that.  The 
reason  is  because  of  consumer  choice  and  competition.  If  a  grocery 
store  starts  to  sell  bad  food,  it  will  lose  customers.  Most  have  a  "sat- 
isfaction guaranteed"  policy.  If  the  customer  doesn't  like  something 
he  bought,  for  any  reason,  the  store  will  refund  the  customer's 
money.  That  doesn't  happen  in  public  schools.  Customers — 
students  and  parents — may  walk  away,  but  the  money  stays. 

President  Bush's  ideal  of  a  quality  teacher  in  every  classroom 
can  best  be  realized  by  unleashing  the  same  power  that  gives  us 
quality  food,  cars,  doctors  and  plumbers.  That  power  is  free 
enterprise.  Consumers  making  choices  is  what  drives  quality  up 


"Yes,  sir,  fat  free — straight  from  the  gym." 
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in  every  other  economic  sector.  Education  is  no  different.  Scho' 
choice  options,  implemented  at  the  state  and  local  levels,  are  th 
key  that  will  make  the  President's  vision  a  reality.  Without  firi 
enterprise,  no  amount  of  federal  money  or  government  m; 
date  will  make  much  difference. 

—DAVID  SALISBURY,  Cato  Institui 

1  was  CiVer  30  These  are  times  in  which  a  genius  woi 
wish  to  live.  It  is  not  in  the  still  calm  of  life,  or  the  repose  of  I 
pacific  station,  that  great  characters  are  formed ...  Great  necessj 
ties  call  out  great  virtues. 

—ABIGAIL  ADAMS,  letter  to  John  Quincy  Adams,  178j 

Paying  the  Price  Now  more  than  ever,  the  resolution 
the  North  Korean  problem  appears  only  possible  with  the  em 
of  the  Kim  dynasty.  How  that  will  happen,  admittedly,  remaiiij 
a  matter  of  debate — not  least  because  Kim  has  always  held  Seor 
hostage  to  his  artillery.  Still,  the  very  idea  itself  is  resisted  i 
South  Korea,  because  the  cost  of  bailing  out  the  North's  ecor| 
omy  supposedly  is  too  high.  But  let's  get  this  straight:  Japan  no 
may  be  considering  up  to  $10  billion  in  aid  to  a  Pyongyang  th; 
will  always  be  dangerous  so  long  as  there  is  Kim.  Seoul  may  I 
willing  to  pony  up  some,  too.  Then  there's  the  money  spent- 
indefinitely — on  South  Korea's  military  and  on  U.S.  forces  ther 
Add  to  that  the  cost  of  American  bases  in  Japan.  Against  all  tha 
how  much  are  we  short?  Yes,  it  will  cost  lots  to  end  North  Kore 
But  in  the  calculus,  the  danger  of  Kim's  remaining  is  greater. 

— Far  Eastern  Economic  Revie 

Democracy  of  Indecision  when  ordering  lunc 

the  big  executives  are  just  as  indecisive  as  the  rest  of  us. 

— WILLL\M  FEATHER,  The  Business  of  Li 

UTiill  The  election  is  over,  and  Mr.  Bush  has  a  majority,  hov 
ever  slim,  in  both  houses  of  Congress.  Thanks  to  close  pa 
within  the  Bush  team,  I  can  now  reveal  what  he  has  in  mind  f< 
the  second  part  of  his  term  and  for  the  new  Congress.  (Hir 
Some  people  may  not  like  it.) 

•  Drill  for  oil  in  Berkeley. 

•  Drill  for  oil  in  Central  Park,  New  York. 

•  Drill  for  oil  in  Barbra  Streisand's  living  room. 

•  Drill  for  oil  in  Aspen. 

I  think  there  must  be  more  of  a  list  than  this,  but  it's  ce 
tainly  a  start  to  the  kind  of  America  that  will  make  Barbra  final 
keep  her  promise  and  leave  the  country.  So  will  someone  ma) 
sure  she  reads  this? 

—BEN  STEIN,  Wall  Street  Journal 
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When  software  brings  you  closer  to  customers,  partners,  and  employees,  that's  business  with  .NET. 

Whether  it's  meeting  your  customers'  desires  faster,  working  with  your  partners  seamlessly,  or  empowering  your 
employees  with  access  to  critical  information,  anything  is  possible  with  the  right  connections.  .NET  connected 
s'oftware  from  Microsoft  is  the  quickest  way  to  build  and  manage  XML  Web  services,  an  industry-standard 
technology  for  linking  your  existing  infrastructure  to  virtually  any  other  system  or  device.  It's  the  technology 
that  gives  your  company  the  agility  to  succeed  now  and  in  the  future.  That's  one  degree  of  separation. 
That's  business  with  .NET.  Find  out  how  .NET  connected  software  can  make  your  business  more  agile. 
Go  to  microsoft.com/enterprise   Software  for  the  Agile  Business. 


"Simplicity  is  both  the  Web  services  concept's  promise  and  strength.  Businesses  that 
ignore  its  potential,  or  decide  to  sit  out  its  early  stages,  will  find  themselves  outpaced 
by  rivals  that  take  advantage  of  Web  services  to  improve  their  agility  and  even  to 
transform  themselves  into  new  kinds  of  enterprises." 

Source:  Gartner.  'How  Web  Services  Mean  Business,"  W.  Andrews,  D.  Plummer,  D.  Smith,  May  9,  2001 


2  Microsoft  Corporation.  All  rights  reserved.  Ivlicrosoft  is  a  registered  trademark  of  ivlicrosoft  Corporation  in  the  United  States  and/or  other  countries.  The  names 
jal  companies  and  products  mentioned  herein  may  be  the  trademarl<s  of  their  respective  owners. 
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The  Muscle  Car  with  Brains 


You  park. 

You  tali< 
about  big  blocl<s. 

You  talk  about 

horsepower 

and  torque 

Muscle  car 

becomes  culture. 


'Rond  &  Track  Octob,    . ,  ooi  M45  is  $42,300.  MSRP  for  .•'003  W15  with  Climate-Controlled  Front  Seats  is  $45,A50.  MSRP  for  2003  M45  with 

DVD  Inflniti  Navigation  bysi.  ii    i  .1  ,i    .!' ,;;;;ii  Cruise  Control  is  i48,150.  MSRPs  exclude  S5«5  destination  charge,  tax,  title,  license  and  other  options.  Dealer  sets 
actual  price.  INFINITl,  and  iNFiNIH  itioLji  nam^s  are  Nissan  trademarks.  ©2002  INFINITI  Division  of  Nissan  North  America,  Inc. 
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Lrn^sto  Zedillo,  former  President  of  Mexico 
:tor,  Yale  center  for  the  Study  of  Globalization 


Lula:  The  End  of  Latin  American  Populism? 


ETHER  ALTHORTIARL^N  OR  DEMOCRAnC,  RIGHTIST  OR  LEFTIST 
julism  has  been  the  most  pervasive  political  ideology  Ln  Latin 
lerican  politics  for  nearly  a  century.  Yet  populist  leaders,  while 
remely  effective  at  attracting  mass  support,  have  also  contributed 
asively  to  the  region's  failure  to  develop  economically  and  politi- 
y.  Populism,  especially  when  practiced  by  undemocratic  leaders, 
;  been  one  of  the  biggest  impediments  to  the  adoption  of  policies 
t  these  countries  need  to  meet  their  peoples'  aspirations  for  well- 
ng  and  social  justice.  Populist  leaders  exhibit  an  eloquent,  charis- 
itic  and  unlimited  capacity  to  promise  a  better  life  for  their  people 
iply  by  wishing  for  it — never  as  the  result  of  discipline,  thrift  and 
•d  work.  In  practice  the  pxjpulists'  expansionary  policies  have  usu- 
'  delivered  short-lived  prospjerity,  immediately  followed  by  painful 
ancial  collapse.  This  reality,  coupled  with  the  socially  divisive 
noric  loved  and  employed  by  populists,  has  sometimes  led  to 
Jence  and  opened  the  door  to  even  worse  authoritarian  regimes. 

teresting  Evolution 

fore  this  year,  Liiiz  Inacio  "Lula"  da  Silva  had  campaigned 
successfully  for  Brazil's  presidency  three  times,  each  on  a  pop- 
st  platform.  Consequently,  when  polls  showed  him  to  be  prac- 
ally  undefeatable  in  this  year's  election,  it  should  have  come  as 

surprise  that  foreign  and  Brazilian  investors  became  anxious, 
th  the  real  depreciating  33%  in  just  four  months  and  interest 
es  increasing  over  levels  already  devastatingly  high.  (The  mar- 
ts' overreaction  to  Mr.  da  Silva's  electoral  popularity  was  also  a 
illover  effect  from  Argentina's  irresponsible  default  on  its  for- 
'f\  debt  last  December )  In  one  respect  at  least,  polls  and  markets 
■re  both  right:  Mr.  da  Silva  was  elected  by  a  huge  margin.  The 
estion  now  is  whether  the  usual  tale  of  populist  failure  will 
)eat  itself  this  time  around.  The  short  answer  is  no.  I  sincerely 
lie\e  that,  paradoxically,  the  president-elect  will  prove  both  the 
jptfcal  markets  and  his  now-enthusiastic  grass-root  supporters 
ong.  And  he  will  disillusion  his  abundant  populist  fellows 
roughout  Latin  America  who  feel  redeemed  by  his  election. 

To  begin  with,  Mr.  da  Silva  has  already  shown  that  in  spite  of  his 
s-2002  rhetoric  he  is  far  from  a  traditional  die-hard  populist.  They 
ually  stick  to  their  guns  to  the  end,  disconnected  from  the  harsh 
mands  of  reality.  During  his  campaign  and  certainly  since  his  elec- 
in,  da  Silva  has  shown  a  remarkable  capacity  for  rapidly  endorsing 
'licies  that  he  had  not  so  long  before  vigorously  opposed.  I  submit 
It  in  addition  to  being  a  charismatic  politician  he  has  evolved  into 
esponsible  one.  My  guess  is  that  his  sense  of  duty  has  led  him  to 
x)gnize  how  challenging  his  country's  situation  is.' 


Brazil's  public  debt  is  huge  in  proportion  to  its  GDP  and  is 
either  denominated  Ln  foreign  currency  or  has  floating  interest 
rates  that  adjust  at  the  (usually  nervous)  pace  of  the  market.  Every 
time  there  is  an  erosion  of  confidence,  the  real  is  devalued  and 
domestic  interest  rates  rise.  When  that  happens,  both  the  cost  and 
the  domestic  currency  value  of  Brazil's  public  debt  increase. 
Investors'  fears  of  default,  or  at  least  of  forced  restructuring,  will 
grow  exponentially  imtil  these  vicious  debt  dynamics  are  reversed. 

Facing  a  Serious  Dilemma 

Growth  in  the  debt  must  be  halted  or  a  full  crash  is  inevitable.  But 
the  debt  explosion  can  only  be  halted  by  sound  policies  that  boost 
confidence,  thereby  strengthening  the  real  and  reducing  interest 
rates.  Should  da  Silva  fail  to  do  this  quickly,  he  will  be  faced  with 
fijrther  devaluation  of  the  real,  higher  interest  rates,  a  massive  run 
on  the  banks,  capital  flight,  cancelation  of  foreign  credit  lines, 
forced  suspension  of  payments,  widespread  bankruptcies,  ruinous 
levels  of  inflation  and  dramatic  increases  in  unemployment  and 
poverty,  as  well  as  social  and  political  unrest.. . .  Quite  simply:  hell. 

To  be  honest,  though,  the  alternative  is  not  heaven.  To  restore 
confidence  and  put  Brazil's  economy  back  on  a  path  to  growth — 
necessary  if  social  demands  are  to  be  met — Mr.  da  Silva  will  have  to 
implement  policies  that  will  be  anything  but  popular.  He  will  have 
to  further  slash  government  expenditures,  even  in  sociaUy  and 
politically  sensitive  areas;  raise  tax  revenues;  provide  formal  and 
effective  autonomy  to  the  central  bank;  and  accelerate  structural 
reforms  to  make  the  economy  more  competitive.  These  changes 
will  displace  powerful  and  long-standing  vested  interests.  Frankly 
speaking,  Mr  da  Silva  must  dose  his  country  with  even  more  bitter 
medicine  than  that  prescribed  by  the  International  Monetary  Fund 
in  August.  This  strategy  will  erode  his  popularity  in  the  short  term, 
but  the  alternative — the  populist  road,  whose  destination  is  melt- 
down— would  be  far  worse  socially  and  politically.  If  the  new  pres- 
ident takes  the  path  of  prudence,  my  bet  is  that  his  popularity  will 
recover  well  before  the  end  of  his  four-year  term.  If  he  does  not,  his 
current  wealth  of  political  capital  will  be  wasted  and  unrecoverable. 

Consider  a  fascinating  corollary  to  the  president-elect's 
dilemma.  If  da  Silva  follows  his  old  populist  ideas,  Brazil's  crisis  will 
surely  become  so  awful  that  the  populist  dictates  will  be  severely  dis- 
credited. If,  however,  he  does  what  it  takes  to  save  Brazil  from  this 
nightmare  and  return  it  to  healthy  economic  grovvdi,  populism  will 
also  be  disgraced.  The  international  community,  especially  the  U.S., 
must  help  President  Lula — ^with  generous  financial  support — to 
become  the  unwitting  hangman  of  Latin  American  populism.     F 


SForbes 


Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and 
Paul  Johnson,  eminent  Britisfi  historian  and  author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  are  now  periodically  writing  this 
column.  To  see  past  Current  Events  columns,  visit  our  Web  site  arwww.forbes.com/currentevents. 
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Homework  always  comes  before  success. 
In  the  dictionary  and  in  the  stock  market.' 


As  a  matter  of  fact,  homework  comes 
before  a  lot  of  words.  Words  like 
independence,  judgment  and  peace- 
of-mind.  So  if  you're  confident 
making  your  own  investment 
decisions,  and  you're  looking  for  a 
place  where  you  can  sit  down  and  do 
your  homework,  then  you're  looking 
for  TD  Waterhouse. 

It's  a  place  with  the  financial 
tools  that  do-it-yourself  investors 
need.  Like  our  Online  Retirement 
Planner,  so  you  can  plan  for  the 
future  you  want  to  live.  Objective, 
unbiased  research  from  Standard  & 
Poor's,  including  their  Five-Star 
Stock  Ratings.  And  more  free  news 


11  El 
fee 

and  research  than  you'll  find  just  Id 
about  any  place  else.  Plus  access  t(l  * 
continuously  streaming  real-time 
quotes^  to  keep  you  on  top  of  the 
market — and  your  money. 

And  service?  You  can  get  the 
answers  you  need  online,  by  phom 
or  at  a  branch  near  you.  All  of  whi' 
makes  TD  Waterhouse  the  best  valir™ 
in  investing.  No  wonder  we've  bee 
ranked  #1  for  the  do-it-yourself 
investor  by  SmartMoney  Magazini 
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American  Innovator 


RY  TO  IMAGINE  A  BUSINESS  IN  WHICH  INNOVATION  IS  NOT  A 
ood  thing,  but  a  trapdoor  to  hell.  Aviation,  please  step  forward, 
ince  WWII  only  Learjet  and  Robinson  have  succeeded  as  major 
ew  U.S.  players,  and  the  latter  makes  helicopters,  not  airplanes, 
loward  Hughes,  that  old  daredevil,  said  it  best:  If  you  want  to 
lake  a  small  fortune  in  airplanes,  start  with  a  big  fortune. 

This  is  why  I  love  Vern  Raburn  of  Eclipse  Aviation.  Aware  of 
le  industry's  awful  startup  record,  he  proceeds  anyway.  This 
uy  follows  his  heart.  He  carts  his  cojones  in  a  wheelbarrow. 

Raburn  (see  Digital  Rules,  May  29,  2000)  wants  to  build  a 
ocket  jet  that  cuts  through  the  sky  at  408mph  and  seats  five  pas- 
angers.  Raburn  says  he  can  sell  his  jet,  the  Eclipse  500  (available 
arly  2004,  if  all  goes  right)  for  under 
900,000  and  turn  a  profit.  Context  is 
ceded  here.  The  cheapest  certified  jet  on 
le  market  today  is  Cessna's  slighdy  larger 
jtation  CJl.  This  screamer  also  seats  five 
•assengers  and  goes  440mph,  but  it  sells 
or  $3.6  million — four  times  the  cost  of 
n  Eclipse  500.  Think  of  a  brand-new 
Mercedes  S600  for  ...  $29,000.  A  Big  Mac 
or  ...  50  cents.  That  gives  you  an  idea  of 
>fhat  Eclipse  is  attempting. 

Skeptics  abound.  The  inventor  Dean 
^men  of  Segway  fame,  a  jet  owner  and 
)ilot  himself,  was  an  early  doubter  that  Eclipse's  original  beer- 
:eg-size  80-pound  twin  engines  would  pack  sufficient  .power. 
I  don't  see  how  [the  plane]  can  climb  if  one  engine  fails," 
Camen  told  me  in  October.  Turns  out  he  was  right. 

History  likes  to  sanitize  innovation.  It  edits  out  all  the  haunt- 
ng  doubts,  the  midnight  sweats.  It  bowdlerizes  the  day-to-day 
lumiliations  borne  by  every  entrepreneur,  such  as  raising  money 
nd  overcoming  goof-ups.  Eclipse  has  made  remarkable  progress 
ince  I  wrote  about  it  3 1  months  ago.  But  Raburn's  startup  has 
Jso  taken  its  lumps,  one  of  them — the  engine — huge. 

'wo  Steps  Forward,  One  Back 

Zurious  about  an  update,  a  ft-iend  and  I  flew  our  dinky  single- 
>ropeller  airplane  to  Eclipse  headquarters  in  Albuquerque  in 
ate  November  to  catch  up.  We  roUed  up  to  EcUpse  feeUng  like 

harles  Lindbergh  and  Antoine  de  Saint-Exupery,  ready  to  meet 
he  new  Howard  Hughes. 

The  new  Hughes  stands  about  5  foot  7  and  wears  thick 
'passes.  With  his  clothes  and  his  pallor  Vern  Raburn  looks  like  a 

cattle  software  nebbish,  which  he  once  was.  In  fact,  one  big 
veapon  Raburn  brings  to  Eclipse  is  his  connection  to  software 
)illionaires  such  as  Bill  Gates  and  Paul  Allen.  These  fi-iendships 


Cheap  air  taxis:  Vern  Raburn  of  Eclipse  wants 
to  offer  a  new  deal  for  the  business  traveler. 


have  allowed  Raburn  to  raise  $238  million  thus  far.  Access  to 
capital  is  not  a  risk  factor  for  Eclipse.  The  big  risks  are  these:  a 
new  jet  engine  borrowed  fi-om  the  military  that  failed  its  early 
tests,  and  a  heretofore  nonexistent  market  for  tiny  air  taxis. 

•  Big  Risk  Factor  No.  I:  The  failed  engine  is  the  EJ22,  made  by 
Williams  International.  The  technology  works  fine  in  the  Navy's 
cruise  missile,  but  for  Eclipse  has  proven  problematic — not 
enough  thrust  and  too  deUcate  to  withstand  stresses  such  as  bird 
strikes.  The  prototype  Eclipse  500  that  was  flown  in  Albu- 
querque in  August  was  grounded.  Sure  enough,  five  days  after 
our  visit  Eclipse  announced  it  had  dumped  the  EJ22  and 
severed  its  ties  with  Williams.  The  best  guess  in  aviation  circles 
is  that  the  Eclipse  500  will  need  engines 
that  are  heavier  and  more  robust — 
250  pounds,  not  80.  This  will  cut  the  jet's 
range  from  1,300  nautical  mUes  to  1,000 
and  push  up  operating  costs  from 
56  cents  per  mile  to  75  cents.  Raburn 
insists  that  interest  in  the  Eclipse  500  is  so 
high  that  other  enginemakers  (possibly 
GE,  Honeywell  and  Pratt  8c  Whitney — 
Raburn  won't  say)  are  vying  for  the 
Eclipse  order. 

•  Big  Risk  Factor  No.  2:  How  many 
orders  will  that  turn  out  to  be?  Raburn 
sees  a  booming  market  for  air  taxis — microjets,  on  call,  ready  to 
fly  business  travelers  out  of  America's  5,000  smaller  airports  for 
a  price  equal  to  a  full-fare  coach  ticket  on  United  Airlines.  Want 
to  fly  from  Palo  Alto  to  Santa  Monica?  Your  options  are  limited 
and  costly.  You'd  need  your  own  jet  or  charter.  But  tomorrow,  if 
Raburn  is  right,  you'll  call  up  a  (relatively)  cheap  air  taxi. 
Raburn  claims  three  nascent  air  taxi  services  have  ordered  more 
than  2,000  Eclipse  jets. 

Thousands  of  pocket  jets!  Can  Eclipse  handle  that  kind  of  vol- 
ume? I  think  so.  A  tour  of  Eclipse's  factory  floor  in  Albuquerque 
is  a  journey  deep  into  the  21st  century.  There,  an  Eclipse  500  can 
be  assembled  in  9  days — that's  12  fewer  than  it  took  to  assemble 
my  Cessna  Skylane.  Eclipse  has  yanked  out  about  a  thousand 
labor  hours  per  jet  with  a  process  called  friction-stir  welding. 
This  cuts  out  the  need  for  rivets — along  with  Rosie's  labor. 

In  one  respect  Raburn  is  like  any  other  innovator  you've  ever 
met  and  Eclipse  like  any  other  startup — ^big  dreams,  gritty  reality. 
Innovation,  you  see,  is  never  an  immaculate  conception.  It's 
always  messy,  bloody  and  hard-fought.  Plucky  Vern  Raburn  is 
worthy  of  notice  in  this  FORBES  issue  celebrating  innovation.  F 


T^lflfflf^^  I  ^'^'*  ^'^^  Kaiigaard's  home  page  at  www.forbes.com/karlgaard 
^A/J^^^^  I  Q|,  e-mail  him  at  publisher@forbe$.com. 
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MAKERS  &  BREAKERS 


For  more  financial  stats,  go  to  www.forbes. com/makers 


No  Housing  Bubble  Here 

rill';  iMi'iosioN  OF  the 
stock  bubble  has  given  rise 
1(1  the  notion  that  residen- 
tial real  estate  could  be 
next.  Home  construction 
starts  fell  in  October  to 
their  lowest  level  in  six 
months.  Despite  the  fall 
market  rally,  builders' 
stocks  are  down. 

But  according  to  Lau- 
rence Hirsch,  chief  execu- 
tive of  home  builder  Cen- 
tex, all  this  pessimism  rests  ss»a:-j»m|itt„i;i{;i  ^I'j^ 
on  a  rotten  foundation.  "It's 
irrational  fear,"  he  says  of 
the  bubble  talk.  October 
was  a  blip  due  to  weather; 
housing  affordabilitv  re- 
mains  benign  and  interest 
rates  are  low,  he  contends. 

Macro  questions  aside, 

CENTEX  (51.  CTX)  is  a  good 
buy.  The  nation's  fourth- 
largest  home  builder,  it  has 
performed    handsomely, 
with  net  earnings  growing 
21%  to  $203  million  for  the 
fiscal  year's  fust  half  ended  in  September, 
on  revenue  up  9%  to  $3.9  billion.  And 
(for  now)  the  future  looks  good:  Orders 
for  new  homes  surged  42%  in  October 
from  October  200 1 .  D^illas-based  Centex 
is  strong  in  states  like  Texas  and  Florida. 
Better,  Centex  is  not  entirely  reliant 
on  the  cyclical  construction  business  for 
its  profits.  A  third  of  those  come  from 
home  building  services  such  as  home 
finance  (mortgages  and  home  equity 
loans)  and  pest  control,  as  well  as  con- 
struction services.  Off  sharply  from  its 
52-vveek  high  of  $63,  Centex  can  be  had 
for  a  cheap  seven  times  trailing  earnings. 
Deutsche  Bank  Securities  analyst  Gregory 
Nejmeh  expects  those  earnings,  for  the 
tuscal  year  ending  next  March,  to  climb 
3 1  %  to  $8  a  share.  — Robert  Lenziur 


irdisa 


Withdrawal 


INVESTORS  ARE  YANKING  MONEY  OUT  OF  Ksri 
CONCORD  EFS  (15,  CE),  the  industry  leader  in 
die  processing  of  AIM  and  other  electronic  lud'a 
transactions.  Concord  is  down  57%  this  i 
year,  from  a  May  high  of  $35.  Ininf 

The  worry  is  that  Concord's  25%    kn 


operating  margin  will  come  under  pres- 
sure as  competition  from  Visa  and  First 
Data  stiffens  and 
some  of  Concord's 
ATM  contracts  come 
up  for  renewal  in 
2004.  Concord  is 
no\v  signing  up  big 
discount  retailers  like 
Wal-Mart  and  Dil- 
lard's, which  have  the 
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erage  to  demand  favorable  terms.  Con- 
)rd  is  also  the  subject  of  ugly  rumors:  It 
IS  issued  two  statements  since  August 
ying  it  has  no  plans  to  restate  earnings, 
id  is  not  under  investigation  by  the  Se- 

rities  &  Exchange  Commission. 
Still,  Concord's  earnings  jumped  67% 

S212  million  in  the  nine  months  ended 
?pt.  30  on  SI. 5  billion  in  revenue.  Its 
sard  has  approved  S500  million  in  buy- 
icks  this  year.  Gary  Prestopino,  vice  pres- 
lent  at  Harrington  Research,  says  this 
ock  is  still  cheap  at  23  times  trailing 
irnings.  — Emily  Lambert 

>ound  System 

ARMAN  INTERNATIONAL  (60.  HAR)  MAKES 

mcy  audio  gear  for  everywhere  from  sta- 
iums  and  churches  to  cars  and  homes, 
ounded  a  half-century  ago  by  84-year- 
ild  Chairman  Sidney  Harman,  this  is  one 
if  the  few  remaining  U.S.  firms  at  the  fore- 
ront  of  audio  electronics. 

Its  Harman  Kardon,  JBL  and  Infinity 
»rands  have  found  new  grovsth  recently  in 
ystems  for  personal 


Stock  price 


omputers  and  cars 
Toyota,    Daimler- 

hrysler).  So  Har- 
nan  boosted  net  in- 
ome  78%  to  $58 
nillion  in  the  June  30 
iscal  year  on  sales  of 

1.8  billion.  In  the  September  quarter  earn- 
ngs  rose  95%  to  SIO  million. 

Although  the  stock  is  up  40%  this  year 
md  costs  3 1  times  trailing  earnings,  Craig 

allahan,  chief  investment  officer  for  the 
con  family  of  mutual  funds,  rates  it  a  buy; 
le  expects  a  fiscal  2003  net  of  $2.98  a 
hare.  — Christopher  Helman 


Still  Healthy 


PROBLEMS  AT  TENET  HEALTHCARE  AND 
Cigna  have  sent  health  care  stocks  reeling 
lately.  Federal  auditors  are  probing  Tenet 
amid  accusations  it  inflates  Medicare 
billings,  while  Cigna  has  been  telling  Wall 
Street  to  temper  expectations  for  earnings. 
WELLPOINT  HEALTH  NETWORKS  (70,  WLP) 


is  not  without  sin:  The  managed  care 
provider  recently  paid  a  $9  million  settle- 
ment for  Medicare  overbilling.  Its  shares 
have  dropped  19%  since  October.  But 
Philip  Dow  of  RBC 


Stock  price 


Dain  Rauscher  says 
WellPoint  appears 
clean  overall.  The 
company  has  climb- 
ing membership  and 
saw  net  income  dou- 
ble to  S211  million 
in  its  September  quarter  on  revenue  of 
$4.5  billion.  WellPoint  trades  at  a  nice  16 
times  earnings.  — Daniel  Kruger 


How  Quaint 


AS  A  HOME  FURNISHINGS  CHAIN, 
RESTORATION  HARDWARE  (8.  RSTO)  prefers  the 

classic  American  look.  The  stock  is  up 
28%  this  year.  Struggling  to  avoid  Chapter 
11,  and  under  President  Gary  Friedman, 
brought  in  from  Williams-Sonoma,  the 
105-store  retailer  has  a  classic  business 
problem:  lots  of  competition.  It  is  working 
a  tough  niche  against  the  likes  of  Pottery 
Barn  and  Crate&Barrel. 

Then  there  are  the  accounting  ques- 
tions. Restoration  claims  that  losses  are 
shrinking,  to  $13.2  million  for  2002's  first 
three  quarters,  from  $24  million  for  the 
year-before  period.  But  the  company 
would  have  shown  less  progress  without 
adding  a  $13.5  mil- 
lion "income  tax 
benefit"  to  the  bot- 
tom line.  Restoration 
explains  that  this 
bizarre  item  is  a  non- 
cash number  repre- 
senting how  much  it 
could  save  in  future  profitable  quarters  by 
carrying  forward  today's  losses.  If  it  re- 
mains unprofitable,  Restoration  will  be 
facing  a  big  charge. 

Somehow,  the  company  expects  41 
cents  a  share  in  the  Christmas  quarter.  But 
it  hasn't  made  money  since  1998  and  lost 
45  cents  in  the  200 1  holiday  quarter.  It  has 
just  $2  million  in  cash  left.  Short  the  stock 
and  cover  at  $4.  — C.H. 
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ON  MY  MIND 


By  David  Farabee,  associate  research  psychologist,  integrated  substance  abuse  programs,  ucla 


Addicted  to  Treatment 

Ideology  is  trumping  science  in  our  quest  to  rehabilitate  drug-involved  offenders. 


IN  THE  LAST  ELECTION  D.C.  VOTERS  OVERWHELMINGLY  APPROVED 
Measure  62,  which  offers  treatment  in  lieu  of  prison  for  certain 
types  of  drug- involved  offenders.  At  the  same  time,  voters  in  Ohio 
roundly  rejected  a  similar  proposition.  While  this  sharp  contrast 
can  be  attributed  in  part  to  a  difference  in  voter  ideology,  it 
nonetheless  raises  the  question:  What  does  the  empirical  evidence 
suggest  is  the  best  course  of  action 
for  dealing  with  the  growing  num- 
ber of  drug-abusing  offenders  in 
our  criminal  justice  system? 

Like  many  social  issues,  pub- 
lic sentiment  concerning  rehabil- 
itation and  punishment  of  crimi- 
nals tends  to  move  in  cycles.  The 
last  major  wave  of  support  for 
treatment  occurred  in  the  1960s 
and  1970s.  But  support  began  to 
wane  after  a  panel  of  the  National 
Academy  of  Sciences  concluded 
in  1979  that  few  of  these  treat- 
ment programs  had  a  lasting 
impact  on  recidivism.  A  get- 
tough  phase  followed  in  the 
1980s  and  early  1990s,  when  pub- 
lic cynicism  resulted  in  a  decline 
of  support  for  rehabilitation 
programs. 

Now  we've  come  fuU  circle.  A 
2001  poll  by  Peter  D.  Hart  and 
Associates  found  that  63%  of 
Americans  view  drug  abuse  as  a  medical  problem  that  would  be 
better  addressed  through  treatment  than  incarceration.  Another 
national  survey  commissioned  by  the  American  Civil  Liberties 
Union  in  2001  found  that  40%  of  Americans  believe  that  the  pn- 
mary  purpose  of  prison  should  be  rehabilitation,  rather  than 
punishment,  deterrence  or  maintaining  public  safety. 

Most  of  the  ostensibly  "grass  roots"  efforts  to  divert  drug 
offenders  from  prison  are  organized  and  supported  by  national 
groups  such  as  the  Campaign  for  New  Drug  Policies  and  the 
Drug  Policy  Alliance.  Bih  groups  do  their  job  well.  They  advo- 
cate the  relaxation  or  abolition  of  certain  drug  laws  in  favor  of 
more  compassionate  and  tn'  Ument-orionted  alternatives.  But 
advocacy  groups  (on  either  side  of  an  issue)  only  tell  one  side  of 
the  story. 

As  an  addiction  researcher,  I  ;,m  amazed  at  how  ineptly  these 
initiatives  have  been  challenged.  Tiie  two  flagships  of  die  diver- 


"Shifting  the  focus  of  the  critnincd  justice  system 

from  law  enforcement  to  treatment  presupposes 

that  a  cure  exists.  But  the  results  are  mixed." 


sion  agenda,  Arizona  and  CaHfornia  (the  latter  wiU  spend  $600' 
million  on  this  effort  over  the  next  five  years),  are  touted  by  pro- 
ponents as  successful  models  of  this  approach.  Both  involve 
sending  nonviolent  drug-involved  offenders  into  treatment  pro-, 
grams  in  lieu  of  incarceration.  But  neither  has  produced  any| 
solid  evidence  that  they  are  reducing  subsequent  criminal  activ- 
ity among  participants.  In  Ari- 
zona 40%  of  those  given  the 
opportunity  for  treatment  fail  tc 
comply,  meaning  they  do  no' 
show  up  consistently  or  at  all] 
California's  evaluation  is  jusi 
beginning. 

Moreover,  the  popular  belief 
that  addiction  is  a  disease  and 
must  be  dealt  with  as  such  re- 
mains controversial  in  the  scien-t 
tific  community.  If  it  were  not  ul-| 
timately  a  choice,  why  do  most 
addicts  who  recover  do  so  on  their 
own?  And  why  are  programs  ini 
which  drug  users  are  given  moneyi 
or  vouchers  for  each  drug-free 
urine  sample  one  of  the  most  ef- 
fective ways  to  suppress  drug  use? 
Shifting  the  focus  of  the  crim-' 
inal  justice  system  from  law 
enforcement  to  treatment  pre- 
supposes that  a  cure  exists  and  we 
are  merely  voting  to  increase  its 
availability.  But  even  today  there  remains  a  wealth  of  research 
suggesting  that  the  results  of  the  treatment  programs  are  mixed 
at  best.  The  National  Research  Council,  reviewing  research  on 
offender  drug  treatment  in  2001,  found  that  even  positive  results 
may  be  attributable  to  selection  bias.  It  could  be  that  the  self- 
motivation  of  the  participants  who  volunteer  for  the  program, 
rather  than  the  program  itself,  explains  the  apparent  success. 

As  more  states  decide  whether  to  jump  on  the  treatment  ]j 
bandwagon  (such  as  Florida  in  2004),  we  will  be  better  served  11 
we  base  our  course  of  action  on  effectiveness  rather  than  ideol- 
ogy. If,  in  the  next  few  years,  Arizona  and  California  demon- 
strate long-term  cost  savings  and  reductions  in  recidivism,  othei 
states  would  be  wise  to  consider  adopting  similar  approaches, 
But  a;  that  point  the  decisions  can  be  based  on  facts,  not 
philosophies^.  When  it  comes  to  protecting  our  safety,  wishful 
thinking  and  good  intentions  just  aren't  enough.  f 
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Who  better  than  Boomer  Esiason  to 
lead  the  charge  against  Cystic  Fibrosis? 

Boomer's  greatest  honor  isn't  being  an  MVP  or  leading  his  team 
to  the  Big  Game.  It's  his  commitment  to  finding  a  cure  for  Cystic 
Fibrosis.  The  Boomer  Esiason  Foundation  has  raised  over  17  million 
dollars  and  is  advancing  the  cause  through  partnerships  with 
companies  like  Samsung  and  Sears.  To  learn  more  or  donate, 
please  call  212-525-7777  or  visit  www.esiason.org.  Samsung's 
Four  Seasons  of  Hope.  Because  no  one  should  ever  go  without. 
Visit  www.fourseasonsofhope.com. 


Y  Samsung  Electronics  America.  Inc. 
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Where  else? 


fedex 


FedEx,  the  very  model  of  corporate  efficiency, 
always  looks  for  nev</ways  to  improve 
service,  fip  fielped  FedEx  IT  managers  deploy 
HP  OpenView^,'"  which  lets  them  identify  and 
correct  potential  issues  quickly  and  simply. 
The  result  is  a  smoothly  running  operation  that 
produces  happy  customers  from  Memphis  to 
Monaco— not  to  mention  Mexico,  Morocco  and 
Martinique,  www.hp.com/plus_fedex 
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hp  helped  Amazon.com®  design  a  Linux  environmenf,  one  that  is 
exceptionally  stable,  flexible  and  economical.  The  site  stays  up 
and  running,  ensuring  that,  at  2a.m.,  you  can  order  the  odd  little 
item  you  simply  can't  do  without,  www.hp.com/plus_amazon 
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Other  People's  Money 


Chrysler  has  come  up  with  a  new  way  to  be  a  skinflint: 

get  suppliers  to  pay  for  its  factories,  by  joann  muller 


GENERAL  MOTORS  SPENT  $600  MILLION  LAST  YEAR  FOR 
a  new  Cadillac  factory  incorporating  the  latest  in  flex- 
ible manufacturing.  DaimlerChrysler  wants  the  latest 
in  assembly  lines,  too,  but  without  spending  the 
money.  Its  North  American  operation  is  trying  to  get 
parts  suppliers  to  pick  up  most  of  the  tab  for  a  new  factory  in 
Windsor,  Ont. 

Today  it's  not  uncommon  for  suppliers  to  build  large  chunks 
of  an  automobile — say,  a  complete  dashboard  or  a  front-end 
module — at  their  own  factories,  and  then  ship  them  to  the  auto 
plant  for  final  assembly.  The  new  Chrysler  plant  would  take  this 
trend  to  a  logical  extreme. 

Chrysler  is  inviting  suppliers  inside  the  factory  as  equity 
partners.  The  suppliers,  not  Chrysler,  would  assume  respon- 


Si 


sibility  for  running  large  sections  of 

the  factory,  such  as  the  body  shop, 

where  steel  car  frames  are  welded 

together  by  robots.  The  suppliers, 

which  could  include  Canada's  Magna 

International  or  Germany's  Diirr,  are 

supposed  to  supply  as  much  as  60%  of 

the  capital  to  build  the  plant,  specifi-    »^' 

cally  the  body  and  paint  shops.  If  they  go  along,  the  plant  wii 

be  running  by  2005. 

The  project  would  aUow  Chrysler  to  drastically  cut  its  fixwi  m 

costs,  while  freeing  up  more  cash  to  invest  in  new  vehicles  that  il  m 

hopes  wiU  boost  market  share.  Maybe  even  more  significant:  Ii  nk 

should  help  Chrysler  reduce  its  labor  costs  as  similar  project)  aid 

shrink  its  direct  work  force  in  coming  yeaKi 

Chrysler  broached  the  idea  in  coiw  ni 

versations  with  suppliers  this  sum 

mer.  But  it  wasn't  until  OctobcH  w 

during  contract  talks  witli  ml 


V; 
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e  Canadian  Auto  Workers  union,  that  Chrysler  settled  on 
inada  for  a  location. 

The  outsourcing  of  factorv'  ownership  is  a  sensitive  matter, 
cause  it  goes  hand  in  hand  with  the  outsourcing  of  jobs.  And 
js  at  supplier  factories,  even  unionized  ones,  don't  pay  as  well 
jobs  at  auto  company  factories.  Hourly  workers  at  CAW-orga- 
zed  suppUer  plants  earn  about  $14  to  $16  an  hour,  not  includ- 
g  benefits,  while  their  CAW  counterparts  at  Big  Three  factories 

Canada  earn  about  SI 7.50  an  hour,  according  to  CAW  Presi- 
nt  BasU  (Buzz)  Hargrove.  In  the  U.S.  the  gap  is  even  larger, 
»out  $10  an  hour,  according  to  the  Center  for  Automotive 
rsearch  in  Ann  Arbor,  Mich. 

So  why  did  the  union  go  along  with  a  Chrysler  factory  not 
vned  by  Chrysler?  Because  Chrysler  promised  2,500  new 
bs — 1,000  within  its  factory  and  another  1,500  supplier  jobs 
arby.  The  CAW  has  seen  some  15,000  auto  industry  jobs  elim- 
ated  in  Canada  since  1999.  Hargrove  says  Chrysler  promised 
at  all  C.W  workers  inside  the  plant  would  earn  top  wages, 
lether  employed  by  Chrysler  or  by  one  of  its  suppliers.  And 
ose  at  a  nearby  supplier  park  would  earn  wages  that  are  com- 
titive  with  other  CAW- represented  suppliers.  The  union  also 
knowledged  that  Chrysler  must  find  a  way  to  improve  its  pro- 
ictivity,  which  ranks  last  m  the  2002  Harbour  Report.  It  takes 
hrysler  about  3 1  hours  to  assemble  a  vehicle,  compared  with 
)  hours  for  GM  and  18  hours  for  No.  1  Nissan. 

Since  its  founding  in  1924  Chrysler  has  been  a  less  fully  inte- 
ated  auto  company  than  Ford  or  General  Motors.  Chrysler 
hief  Executive  Dieter  Zetsche  wants  to  continue  the  pattern  of 
itting  more  design,  engineering  and  manufacturing  in  the 
inds  of  suppliers.  "We  think  this  concept  should  become  a 
Michmark  for  North  America,"  he  says  of  the  Windsor  plant. 

Likely  output  of  the  Windsor  plant:  a  snazzy  small  pickup 
uck  called  the  Dodge  M-80,  aimed  at  young  buyers  with  limited 
idgets.  Zetsche,  while  not  confirming  plans  for  the  M-80,  says  a 
iVi  business  model  is  the  only  way  Chrysler  can  build  ^ntry- 
vel  vehicles  profitably  and  overcome  what  Deutsche  Bank  Alex. 
rown  estimates  is  a  $l,600-per- vehicle  cost  disadvantage  com- 
ired  with  Japanese  manufacturers. 

Suppliers  are  not  talking  about  the  Windsor  plant,  but  they 
e  presumably  less  than  thrilled.  They  are  hurting  financially  as 
le  dutomakers  demand  never-ending  cuts  in  component 
ices.  "With  some  U.S.  suppliers,  we  had  a  lot  of  resistance," 
)ncedes  Chrysler's  chief  operating  officer,  Wolfgang  Bernhard. 

For  good  reason.  If  the  vehicle  bombs,  they've  got  a  lot  of 
ipital  tied  up  in  the  project.  But  the  upside  is  that  by  taking 
)ntrol  of  the  plant's  body  or  paint  shop,  for  instance,  a  supplier 
m  expect  a  bigger  chunk  of  revenue  from  Chrysler  for  years  to 
)me.  As  equity  partners,  Chrysler's  suppliers  would  also  be 
icouraged  to  put  their  best  technology  into  the  plant  without 
ar  that  it  will  be  shared  with  competitors.  The  suppliers  will 
so  be  permitted  to  use  their  Windsor  operations  to  do  side  jobs 
)r  other  auto  companies — something  Chrysler  would  never 
Jow  in  a  traditional  factory.  That  alone  makes  the  deal  more 
:tractive  to  suppliers  because  they  can  get  their  money's  worth 
om  their  investment.  F 


Options 

Vigilantes 


The  accounting  reformers  represented  the 
first  wave  of  attacks.  Now  money  managers 
are  besieging  companies  that  issue  executive 

options.   BY  ROBERT  LENZNER 

To  THE  GUARDIANS  OF  ACCOUNTING  PRINCIPLES,  THE 
best  cure  for  wanton  stock  options  grants,  which 
made  billions  of  dollars  for  insiders  before  the  market 
came  crashing  down,  is  to  expense  them.  Under  pres- 
sure from  politicians,  Warren  Buffett  and  the  Financial 
Accounting  Standards  Board,  companies  ranging  fi-om  Gen- 
eral Electric  to  Coca-Cola  have  taken  the  pledge  this  year  and 
started  deducting  the  value  of  grants  from  net  income.  Hon- 
esty hurts  the  bottom  line:  A  Towers  Perrin  study  says  that  the 
deductions  cut  net  income  on  average  by  10%. 

But  that's  not  good  enough  for  another  group  of  option 
haters:  portfolio  managers  who  think  corporations  like 
Microsoft  are  too  generous  with  employee  options.  Their 
beef?  Big  options  awards,  which  they  define  as  annual  awards 
of  options  on  2%  or  more  of  the  common,  amount  to  a 
transfer  of  wealth  from  shareholders  to  employees.  To  offset 
the  dilution  occasioned  by  the  option  handouts,  the  issuer 
can,  of  course,  use  corporate  cash  to  buy  shares  in  the  open 
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market.  But  that's  cash  that  could  have  been  paid 
out  to  the  shareholders  a^  dividends. 

The  options  vigilantes  include  Christopher 
Davis,  pcrtfolio  man-K^i  for  the  Davis  Advisors 
fund  !^'  up,  and  V  .;.  i  n  Miller,  portfoHo  chief  for 
Le^5  Masor  ^  o.  If  they  can't  persuade  a  com- 
pany to  up  on  generous  options  awards,  they 
durr      .v-'ir  shares  and  make  a  stink  about  it. 

^avis  has  been  at  this  a  while.  The  minute 
Hewlett-Packard  began  issuing  reams  of  options  in 
the  late  1990s,  Davis  began  unloading  a  15-mUlion- 
share  position.  Lately,  though,  he  has  really  stepped 
up  the  tempo.  A  year  ago  Davis  unloaded  his  $257 
million  stake  in  General  Mills  because  the  food 
company's  6.9%  annual  earnings  growth  over  the 
previous  five  years  failed  to  justify  its  options  gifts. 

By  his  reckoning.  General  Mills  had,  over  the 
five  years  since  1997,  brought  in  a  cumulative  $409 
million  in  net  income  above  what  it  would  have 
made  if  its  earnings  had  stayed  flat.  In  the  same 
time  it  ladled  out  options  worth  $500  million.  AH 
of  that  growth,  that  is,  had  been  given  away.  Worse, 
Davis  complains,  the  company's  annual  handouts 
had  accelerated  in  that  time  from  2%  of  the  shares 
outstanding  to  4%.  "Huge  pay  for  average  perfor- 
mance," Davis  huffs.  General  Mills  says  the  increase  relates  to  its 
Pillsbury  acquisition,  which  doubled  the  company's  size,  and 
pledges  that  the  awards  will  be  lower  in  this  fiscal  year. 

The  options  vigilantes  have  enjoyed  some  success.  Davis  has 
been  ragging  on  American  Express  to  throttle  back  on  its  awards 
since  2001,  when  he  noticed  that  it  had  pumped  up  options 
issuance  to  3.2%  of  shares  outstanding  from  1.4%  in  1997.  As 
the  second-largest  AmEx  stockholder,  with  50  million  shares 
(Berkshire  Hathaway  is  the  largest),  Davis  had  the  clout  to  com- 
mand several  probing  sessions  with  Chief  Executive  Kenneth 
Chenault  on  the  options  question.  In  July  Chenault  relented  and 

Management's  Manna 


announced  he  would  reduce  the  grants,  although  he  didn't  spec 
ify  by  how  much.  An  AmEx  spokesman  acknowledged  thri 
"concern  among  fund  shareholders"  was  a  factor  in  the  shift. 

Similarly  Legg  Mason's  Miller  believes  he  has  convinced  Ama 
zon  chieftain  Jeffi^ey  Bezos  to  largely  abandon  options  in  the  U.; 
in  favor  of  restricted  stock.  Bezos  has  promised  less  than  3%  di 
lution  in  the  future  and  will  expense  the  restricted  stock  over  tim 

Charles  Munger,  Buffett's  sidekick  and  vice  chairman  ( 
Berkshire  Hathaway,  has  tried  in  vain  to  pressure  a  tech  con 
pany — he  won't  say  which  one — into  changing  the  way 
accounts  for  options.  "In  90%  of  the  cases,"  says  Mimger,  "tl: 
handing  out  of  options  is  excessive."  Except,  he  says,  in  the  ca: 
of  Costco,  where  Munger  is  a  director;  the  reason,  he  adds, 
that  the  two  highest-ranking  executives  refuse  cash  bonuses. 

The  anti-options  campaign  doesn't  always  work.  McDoi 
aid's  rebuffed  Davis'  entreaties,  so  he  dumped  his  18  millic 
shares  in  late  2001  and  early  2002.  McDonald's,  which  wor 
comment  on  Davis'  specific  action,  says  the  chain's  2%  year 
options  giveaway  links  employee  pay  with  shareholder  wealth 

Making  managers  think  like  owners  is  the  chief  argumei 
for  lush  options  grants.  Companies  like  Microsoft,  whose  stoi 
has  surged  over  time,  use  the  lure  of  becoming  millionaires 
attract  talent.  Fine,  up  to  a  point,  says  Davis  and  his  ilk.  He  ev( 
scooped  up  7  million  Microsoft  shares  last  summer  after  senii 
executives  at  the  software  giant  told  him  that  options  issuan 
in  the  ftiture  will  be  significantly  lower  than  in  the  past. 

But  lavish  option  grants  aren't  the  only  way  to  build  a  cor 
pany.  Davis  notes  that  good  performers  like  American  Intern 
tional  Group,  General  Electric  and  Johnson  &  Johnson  gra 
employees  options  on  less  than  1%  of  their  equity  annually. 
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Unashamedly  masculine:  the  Portuguese 

split-seconds  chronograph.  A  mechanical 

chronograph  with  a  split-seconds 

hand  to  record  intermediate  or  second  times. 

Ref.  3712  in  18  ct.  rose  gold,  $  15,000 

(suggested  retail  price). 

Also  available  in  stainless  steel. 


IWC 


Since  1868. 
And  for  as  long  as  there  are  men. 


IWC  International  Watch  Co.,  Schaffhausen,  Switzerland,  www.iwc.ch 
For  an  authorized  retailer  nearest  you,  please  call  (800)  432-9330,  or  visit  our  website. 
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Cyburgers 

It's  5:30  p.in.  on  IVIonday  and  31 

customers  at  a  McDoopld's  franchise  in 
Swiss  Cottage,  lotmn,  aren't  buying  burg- 
ers but  tim|,6n  the  World  Wide  Web.  They 
drop  c^^e  in  an  orange  self-service  dis- 
peaj^  get  back  a  chit  with  a  number,  and 
use  that  code  to  sign  on  to  one  of  78  PC 
screens  in  the  fast-food  outlet. 

This  is  the  latest  entrepreneurial  foray  of 
Stelios  Haji-loannou,  the  colorful  35-year- 
old  who  has  built  Europe's  "Easy"  empire  of 
companies,  including  the  hugely  successful 
discount  airline,  EasyJet.  Stelios'  talent  is  for 
using  technology  to  strip  unnecessary  costs 
from  old-fashioned  industries.  He  uses  yield- 
management  software  and  bargain  prices  to 
get  people  to  use  planes,  cars  and  PCs  in  off- 
peak  hours. 

Something  like  that  is  going  on  at  the 
McDonald's  experiment  in  Swiss  Cottage. 
Stelios  is  renting  some  35%  of  the  fast-food 
outlet's  underutilized  floor  space.  The  fran- 
chisee needs  traffic,  particularly  in  the  slow 
hours  between  meals,  and  Stelios  needs 
choice  real  estate  to  resuscitate  his  troubled 
Internet  cafes.  Stelios  has  sunk  $130  million 
into  his  own  23  large  wired  and  branded 


cafes,  called  Easylrfternetcafe. 

Stelios  says  the  challenge  is  to  get  his 
smaller,  stand-alone  Internet  concessions 
into  libraries,  airports,  hotels,  bus  stations, 
restaurants  and  cinemas,  and  franchise  the, 
chain  as  much  as  possible.  Grandiose  goal:^ 
2,000  outlets  within  three  years.  J 

Enter  McDonald's.  Chief  Executive  Jack 
M.  Greenberg  is  fishing  around  for  innovative 
ways  to  arrest  McDonald's  slide  in  traffic,  and 
in  some  countries  its  operators  are  already 
well  ahead  of  Stelios  in  using  the  Internet  to 
draw  traffic.  McDonald's  in  Brazil,  for  exam- 
ple, offers  "Mclnternet,"  PC  screens  in  color- 
ful round  plastic  modules.  So  why  does 
McDonald's  need  Stelios? 

Stelios  hopes  McDonald's  might  be 
interested  in  outsourcing  the  PC  mainte- 
nance operation,  pointing  to  his  staffless 
token  dispenser.  A  McDonald's  U.S.  property 
executive  brushed  off  the  billionaire.  So  Ste- 
lios is  launching  a  second  pilot  outlet  at  a 

busy  Burger  King  on  Piccadilly      

Circus. 

"McDonald's  has  30,000 
stores  around  the  world,"  he 
says,  "but  how  many  are  they 
prepared  to  give  me  for  me  not 
to  do  it  with  their  competitors?" 
— Richard  C.  Morals 


Chips  and  fri 
Billionaire  Stelios 
Haji-loannou,  and 
a  wired  McDonald's 
in  Israel. 


■    t  I    F  I  UJCU I  Little  noticed  until  it  was  hit  by  a  corporate  scandal,  Syncor  now 
has  to  convince  folks  that  it  still  has  a  future,  by  seth  lubove 

WHEN  HE  WAS  NAMED  AN  ERNST  &  YOUNC 
Entrepreneur  of  the  Year  last  year,  Monty  Fu's  lift 
work  in  creating  Syncor  International,  a  specialty 
drug  distributor,  was  finally  recognized.  Then 
when  Cardinal  Healdi  agreed  last  June  to  pay  $1.1  billion  (in 
eluding  assumed  debt)  for  his  Woodland  Hills,  Calif  company 
Fu,  56,  was  about  to  be  rich,  too.  Now,  just  months  later,  he'; 
on  leave  from  his  company,  his  career  in  tatters  foUowinj 
charges  by  Cardinal  that  he  and  his  brother  Moses  made  men 
than  $500,000  in  illegal  overseas  payments  in  Taiwan  and  sb 
other  countries.  Plaintiff  lawyers  are  circling,  and  the  comparr 
has  set  aside  $2.5  million  to  cover  fines.  Fu  isn't  talking. 

A  sad  demise  for  a  proud  businessman,  if  hardly  unusua 
these  days.  But  for  Cardinal  the  revelation  may  be  a  blessin] 
in  disguise.  The  company  has  reopened  negotiations  tc 
acquire  Syncor,  whose  stock  fell  24%  when  it  revealed  th 
alleged  payments  in  November.  (Expected  2002  sales  includ 
ing  discontinued  operations:  $1  billion.) 

Why  would  the  squeaky-clean  Cardinal  even  bother  witl 
these  guys  at  this  point?  Besides  the  ethical  issue,  a  lopsidet 
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've  moved  on.  But  what  about  your  money?  Fidelity  Rollover  Express® 
1  easy,  simple  way  to  put  yourself  in  charge  of  your  retirement  savings. 
work  with  an  experienced  retirement  consultant,  call,  click,  or  visit 
9lity  today.  Because  you're  not  just  invested.  You're  personally  invested.^'" 
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41%  of  Syncor's  sales  depends  on  the  preparation 
and  distribution  of  just  one  product,  Bristol-Myers 
Squibb's  popular  heart  diagnostic  drug  CardioUte; 
the  arrangement  is  up  for  renegotiation  next  year. 

The  answer  lies  in  the  market  that  Syncor  dom- 
inates. It  has  more  than  half  of  the  $1  billion  busi- 
ness making  and  distributing  specialized  nuclear 
pharmaceuticals.  These  are  the  lightly  radioactive 
di  ugs  used  most  often  for  noninvasive  diagnostics 
such  as  CAT  scans  and  the  like.  Syncor  has  jumped 
into  the  hottest  part  of  that  market:  making  the 
radioactive  tracer  used  for  positron  emission 
tomography  machines,  which  reveal  the  metabolic 
processes  taking  place  at  a  particular  spot  inside  a 
patient's  body.  The  Association  of  Molecular  Imag- 
ing estimates  that  the  annual  volume  of  PET  scans, 
which  cost  from  $1,200  to  $3,500,  has  increased  by 
50%  since  last  year  to  525,000. 

Syncor  makes  the  radioactive  fluorodeoxyglu- 
cose  that  is  injected  into  the  patient  prior  to  the 
PET  scan.  Cancer  cells  are  voracious  consumers  of 

Syncor  dominates  the  business 

of  making  drugs  used  for 
noninvasive  diagnostics. 

glucose,  which  allows  the  PET  to  pinpoint  the  can- 
cerous hotspots.  The  concoction  is  made  in  a 
cyclotron,  a  refrigerator-size  version  of  a  particle 
accelerator  that  uses  powerful  magnets  to  strip  out 
ions  from  hydrogen  molecules,  leaving  only  high- 
energy  protons.  The  protons  are  attached  to  oxy- 
gen molecules,  which,  in  turn,  are  tagged  to  glu- 
cose. It  costs  $2  million  just  to  construct  the 
cement  room  that  protects  the  cyclotron,  which 
itself  costs  another  $2  million. 

"Home  Depot  does  not  have  them  in  stock," 
deadpans  Michael  MuUin,  general  manager  of  Syn- 
cor's PET  business. 

The  trick  is  preparing  and  getting  the  stuff  into 
the  patient  within  the  1 10-minute  half-life  of  the  ma- 
terial, a  task  that  plays  well  to  Syncor's  strengths. 
Every  day  Syncor's  small  army  of  1,850  technicians 
and  couriers  speed  drugs  from  149  locations  in  the 
U.S.  and  overseas,  putting  1 25,000  miles  on  the  com- 
pany's fleet  of  unmarked  vehicles.  Although  a  smaller 
^itor,  cn  Molecular  Imaging,  is  significantly 
•  "'"^  Willi  37  c.clotroris  to  Syncor^  10,  it 
t  V  v.'ide  distnbution  that  Syr  cor  does. 

'  dustiy,  aided  by  rotor  Charlton  :  -ston, 
is  pushioii  ;o  get  public  health  insurance  coverage 
of  PET  scans  for  Alzheimer's.  A  u-gations  *"  impro- 
priety don't  stop  this  kind  of  potential.  F 
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Bottoms  Ud 


Two  years  after  its  introduction  Smirnoff  Ice  has  practically 

become  a  household  name.  Unlike  distilled  spirits,  the  lightly  carbonated, 
citrusy  malt  drink  can  be  advertised  on  television  and  radio,  and  it's  w/idely 
available  in  delis  and  grocery  stores.  The  so-called  malternatives  market, 
including  brand  names  like  Jack  Daniel's  Hard  Cola,  Skyy  Blue  and  Bacardi 
Silver,  is  gaining  ground  on  beer  and  is  today  good  for  $2.5  billion  a  year. 

So  leave  it  to  the  feds,  under  pressure  from  state  regulators,  to  crash  the 
party.  The  government  worries  that  the  consumer  is  led  astray  by  the  well- 
known  brand  names,  and  buys  a  malt  drink  thinking  it's  hard  liquor. 

"These  new  drinks  have  no  malt  characteristics  and  use  spirits'  brand 
names,"  complains  William  Foster,  deputy  chief  of  the  regulations  division  at 
the  Bureau  of  Alcohol,  Tobacco  &  Firearms.  "This  is  creating  confusion  to 
customers." 

The  ATF's  proposed  solution:  Require  manufacturers  to  change  their 
formulas  so  the  drinks  contain  less  alcohol  from  spirit  origins— or  be  classi- 
fied as  a  spirit.  States  say  the  malternatives  now  are  neither  beer  nor  hard 
booze,  but  rather  a  combination;  a  malt  (beer)  base,  with  ethyl-alcohol- 
based  flavorings  that  contribute  nearly  90%  of  the  alcohol  content  of  the 
drinks.  The  total  alcohol  content  is  around  4%,  more  or  less  the  same  as  beer. 
Under  current  regs  the  contribution  of  alcohol  from  flavorings  is  unlimited  in 
beverages  with  alcohol  content  of  6%  or  lower;  the  ATF  is  now  proposing  to 
limit  that  contribution  to  0.5%. 

The  Flavored  Malt  Beverage  Coalition  thinks  the  ATF  ought  to  sober  up. 
"Malt  beverages  have  contained  [significant  amounts  of]  flavorings  for  nearly 
30  years,"  says  Marc  Sorini,  counsel  to  London-based  Diageo,  which  markets 
Smirnoff  Ice.  He  also  points  out  that  each  of  the  malternatives  on  the  market 
was  approved  by  the  ATF. 

The  drinkmakers  suspect  that  either  the  beer  industry,  whose  sales  are 
flat,  or  the  liquor  distributors,  or  both,  are  behind  the  pressure. 

1|f  the  ATF  does  change  the  rules,  any  reformulation  would  be  disastrous, 
"""'^  Brian  Sudano,  an  analyst  at  Beverage  Marketing,  a  consulting  firm.  "It's 

to  have  a  palatable  product  with  only  malt,"  he  says.  And  as  a  distilled 
fipirit,  the  drink  could  be  sold  only  in  private  and  state  liquor  stores,  and  the 
makers  would  be  taxed  at  a  higher  rate.  This  could  be  a  business  on  the 
rocks  all  because  the  government  thinks  you  can't  read  a  label. 

—Heidi  Brown 
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enow,  aV-8  so  advanced,  the  traditional  tlirottie  is  eliminated.  A  suspension  so  intuitive, 
atically  limits  body-roll.  And  that's  just  the  start.  The  7.  The  biieprint  for  years  to  come. 


The  BMW  745Li 


bmwusa.com 
1-800-334-4BMW 


The  Ultimate 
Driving  Machine' 
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Special  Purpose  Vehicle 

Why  did  U-Haul  have  an  off-the-books  entity 
hold  title  to  its  storage  centers?  by  nathan  vardi 


THE  SHOEN  BROTHERS  HAVE  HAD  SO  MANY  SQUABBLES 
over  their  U-Haul  International  they  ought  to  keep  a 
family  therapist  on  staff.  After  founder  Leonard  Shoen 
distributed  the  company's  shares  to  some  of  his  13  chil- 
dren many  years  ago,  the  children  repaid  him  by  fighting 
bitterly  among  themselves  and  later  forcing  Dad  out.  Leonard  com- 
mitted suicide  in  1999. 

Now  son  Edward  (known  as  Joe)  is  chief  exec- 
utive of  U-Haul's  owner,  Reno,  Nev. -based  Amerco. 
The  latest  fight,  with  hints  of  accounting  shenani- 
gans, poses  the  risk  of  a  bankruptcy  filing  by  spring 
if  Joe  can't  ward  off  banks  and  bondholders. 

In  October  Amerco  defaulted  on  $1.2  billion 
of  debt.  Paul  Shoen,  who  holds  4.8%  of  Amerco, 
continued  the  family  tradition  by  suing  brothers 
Joe,  James  and  Mark  (who  own  a  combined 
42.3%).  He  accuses  them  of  bingeing  on  pubHcly- 
traded  Amerco's  assets,  using  what  in  Enron  jargon  is  called  a 
"special  purpose  entity." 

In  grand  1990s  style,  Joe,  James  and  Mark  set  up  SAC  Holdings, 
a  company  with  no  employees  and  an  office  in  Mesa,  Ariz,  that 
held  other  corporations.  SAC  would  eventually  become  whoUy 
owned  by  Mark,  who  is  president  of  U-Haul's  Phoenix  opera- 
tions. Over  the  years  Amerco  sold  225  properties  to  SAC  for  $575 
million  in  cash  and  debt.  SAC  also  bought  about  120  other  prop- 
erties from  third  parties  for  roughly  $425  million.  Most  of  these 
were  storage  depots  that  are  strategically  located  next  to  U-Haul 
rental  centers.  The  deals  were  backed  by  investment  banks  such  as 
Merrill  Lynch  and  UBS  Warburg,  which  lent  SAC  $500  million. 
But  Amerco  financed  the  deals,  too,  accepting  promissory  notes 
with  a  balance  that  recently  totaled  as  much  as  $463  million. 


Before  Enron  imploded,  such  arrangements  were  stand; 
stuff.  Amerco  got  its  hands  on  fresh  cash  and  was  able  to  repo: 
management  fees  from  SAC  ($8.3  million  in  fiscal  2002).  SAC 
owned  by  Mark  rather  than  Amerco,  was  sufficiendy  distinct  tha 
Amerco  didn't  have  to  consolidate  its  finances  on  Amerco' 
books.  Paul,  though,  argues  that  the  distinction  was  motivated  b 
more  than  a  need  to  separate  the  accounting:  He  says  his  broth 
ers  siphoned  $200  million  from  Amerco  by,  for  example,  usin 
SAC  to  obtain  properties  at  below  market  value.  Amerco  man 
agement  calls  this  accusation  baseless. 

By  early  2002  PricewaterhouseCoopers,  Amerco's  auditor  fof 
24  years,  could  no  longer  turn  a  bUnd  eye.  The  accountants  toldl 
Amerco  to  consolidate  SAC  on  its  financial  statements.  The  re-sl 
suits,  despite  Amerco's  original  assurances,  wei 
ugly:  In  July  Amerco  restated  two  years  of  numbei 
lowering  2001  net  income  92%,  to  $1  million  (oi^i 
$1.9  biUion  revenues),  largely  because  of  deprecia^ 
tion  charges,  and  increasing  the  debt  on  Amerco's|[| 
balance  sheet  by  $558  million,  to  $3.3  billion, 
Amerco  then  fired  PwC. 

Amerco's  lenders  were  getting  nervous,  tooii 
J.P.  Morgan  Chase  negotiated  Amerco's  expirinj 
$400  milHon  bank  line  down  to  $205  rruUion,  giv- 
ing Amerco  little  room  to  maneuver  in  October,  when  it  had  to  re- 
deem $100  million  in  bonds.  Amerco  defaulted  on  much  of  ita| 
debt.  It  struck  a  standstill  deal  with  its  banks  in  November  ani 
started  a  search  for  funding.  Now,  principal  payments  on  $171 
mOhon  in  bonds  due  in  May  loom  large. 

Amerco's  stock  has  dropped  75%  this  year  to  $4.65,  causin§ 
the  net  worth  of  Joe,  Mark  and  James  to  fall  a  collective  $127 
million.  That  the  three  have  not  been  selling  stock  over  the  year; 
puts  them  ethically  above  the  characters  running  Enron.  Still,  the  1 1 
$13.7  million  in  commissions  that  Amerco  paid  SAC  during  fis- 
cal 2002,  even  though  SAC  didn't  perform  any  duties  for  Amerco  ^. 
and  the  $3.2  million  Amerco  annually  pays  for  printing  service; 
to  Form  Builders,  a  company  owTied  by  Mark,  his  daughter  anc 
Joe's  sons,  don't  look  too  good. 
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PEOPLE 

LIKE  ME  HERE, 

DON'T  THEY? kJK 

karenthVnks 
i  should  stay 

:x:a)iu^<Dw^  THIS  -w=-^ 
•x:t-JmZ?iS^SLooKS^, 
^:^iKB°^p  JUST  LIKE  ;i 

lithwScr^  MY  REAL  HAIR. 


MEDISCUS. 
>  NOW  THAT'S 
vA  GOOD  WORD. 

maybe  1  should 
^stay  til  5:30  to 
'show  my  dedication. 


IF  I  LEAVE,;?^;?^ 
WILL  \T7t7t7tnna 

LOOK  LIKE  rM< 
JEALOUS?  ?'?»?'?' 


WILL  I  HAVE^ 

TO  figure: 


OUT  MY->-»:  NOT  ALL^ 
.ISHOULD""  OWN  HEALTH-CHILD  ^A    |, 

.BEEN  APROMWINSURANCE  AGAIN?:  ACTORSfcj, 

kEL'S  THE  NEW  HERO.:  DOTHEY?">i 
»Y  DON'T  THEY  JUST;  ,pidont 
~~=«IVE  HIM  A  CAPE?:  REFILL  the 

•  PRINTER^ 


,ICAL  BONDS  ARENTi  -^„,^ 

AS  INTERESTING  AS»  X,7.^Y, 

PEOPLE  THINK.  :  WHO  WILL? 


IF  I  SWITCHED^ 

[OULD  I  TAKE  MY 

ENT  FUND?  HOW 


WHOAIL 
ISTHISip 
STUFF< 
SUPPOSED 

TOBEfn 
BLUE?? 
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DID  THAT  ^:  ^_ 
MEASURE€:4>:  W'"'* 

0.7  OR  0.8?».».» /CiSMSxS® 
CAN'T 


"TLJ  A^ri\(?S^BELIEVE 
I    n/A  I    \$)^*)l  LOSTTO 

BONUS%sq"uas'h" 

WAS  MORE** 
THAN  lcj°#'^ 
DESERVED 
WELL,  ALMOST 
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HOW  LONG 
UNTIL  I :::::: 

HEAD  THIS 
DEPART-  r^ 
MENT?   ^A 
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^>  *3»  ^2"  iC^  t 
I'D  RETIRE  EARLY,  II 
BUT  THE  COMPANY 
NEEDS  ME.  <l=  #■  #■ 
NAY,  THE  INDUSTRY 
NEEDS  ME.  flyA7flyfl 
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IT'S  GREAT 
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People  issues  are  complex.  Managing  them  doesn't  have  to  be.   JHf^VVTit 
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Chip  Shot 

Here's  that  perfect  Christmas  ^ft  for 

the  pierced-body  crowd:  The  VeriChip,  a  mi- 
crochip the  size  of  a  grain  of  rice  that  you  have 
implanted  under  your  skin.  The  chip  emits  a  radio 
wave  that  beams  an  identifying  code  to  a  scan- 
ner, much  like  those  toll-paying  car  devices.  Cost: 
$200  implant  fee  from  the  company  or  whatever 
a  doctor  charges  for  the  30-second  procedure; 
either  way,  there's  a  $10  monthly  service  charge. 
Applied  Digital  Solutions,  a  Palm  Beach,  Fla. 
penny-stock  concern,  is  hawking  the  device  as  a 
foolproof,  and  supposedly  harmless,  way  for  cor- 
porate offices  and  sensitive  places  like  nuclear 
power  plants  to  keep  out  the  wrong  people.  Or  it 
could  be  used  for  credit  card  data.  But  so  far  no 


company  or  government  agency  has 
bought  into  this  as  an  employee      ■ 
badge.  ^ 

Instead,  Applied  Digital  is 
trying  to  sell  the  chips  to 
first-on-the-block  individu-         "' 
als,  mainly  to  create  so^ 
buzz.  Only  a  dozen  intrepii 
volunteers,  mainly  employees  of*  ^ 
Applied  Digitai,  are  walking  around      - 
with  the  chips  in  their  arms  now. 

Queasy  about  this?  You've  got  good  f^ 
and  Big  Brother  is  the  least  of  them.  According  to 
a  shareholder  suit  filed  in  May  in  Florida,  the  com- 
pany claimed  that  all  the  hospitals  in  the  Palm 
Beach  area  would  be  using  VeriChip  scanners, 
only  to  admit  a  day  later  that  no  hospital  had  a 
scanner.  Applied  says  the  suit  has  no  merit. 


^ 


In  November  the  Food  &  Drus  II 

Administration  sent  a  warning  i, 

letter  ordering  Applied  Digita  ll 

to  quit  marketing  its  chips  foi ' 

^^    health  care  uses  until  thtl; 

^    agency  decides  how  they  will' 

be  regulated.  The  company  :| 

stock  now  trades  around  5C: 

.^  cents  a  share,  from  a  high  o- ! 

I  $2.40  in  May.  In  2001  the  company ; 

I       which  sells  several  of  what  it  calls  "per  • 

iai  safeguard  technologies,"  lost  $205  millioii| 

on  revenue  of  $156  million. 

Implanting  the  chip  means  you're  betting  the! 

company  will  be  around  to  supply  the  $800  scan-i 

ners  to  read  the  signal.  If  you  lose  that  bet,  you'l . 

need  money  for  surgery  to  remove  the  chipi' 

—Chana  R.  Schoenberge<> 


Glass  Houses 

David  Johnson  hurls  invective  at  real  estate 
partnership  insiders.  But  how  does  he  treat 
his  own  investors?  by  rishawn  biddle 

IN  THE  MURKY  AND  ILLIQUID  WORLD  OF  REAL  ESTATE  PART- 
nerships,  where  the  limited  partners  sometimes  get  very  limited 
disclosure  of  what  is  going  on,  David  Johnson  has  made  a  name 
for  himself  as  a  self-appointed  champion  of  the  little  guy. 
"When  we  come  in,  we  demand  accountability.  We  demand 
books  and  records.  And  we  take  on  general  partners  who  are  not 
looking  out  for  the  investors,"  says  Johnson,  46,  who  cut  his  teeth 
as  an  accountant  for  Arthur  Andersen  in  the  1980s. 

Johnson,  who  works  in  North  Kansas  City,  Mo.,  boasts  he's 
launched  at  least  100  tender  offers  and  more  than  50  lawsuits  against 
syndiaitors  m  the  hope  of  eventually  achieving  "fair 
market  value"  for  himself  and  other  investors. 
"He  does  everything  he  says  he'll  do.  He  looks 
out  for  anyone  who  invests  money  along 
with  him,"  says  W.  Robert  Kohorst,  an  in- 
vestor from  Pasadena,  Calif,  who's  a 
trusteeof  Jci  fv-,on'.s  Maxus  Realty  Trust. 

But  th'  .i;   nion  ii  not  shared  univer- 
sally. In  a  rci  ■   :  ^   ;■'  ' 
fight  Johnson  -  v 
to  those  of  the  s)    . 
In  a  lawsuit  that  ^i  . 
month  National  Par. 
ments  Corp.,  a  He 
estate  syndicator  oncc  . 
Forbes  400  real  estate  i 
Alan  Casden,  accuses  Johnsti 
of  fraud  and  "gross  finan- 
cial improprieties"  in  his 


uvvsuits  and  a  prox\ 
.'leing  compared 


76 


F    O    R    B    E    S   •    lU 


management  of  20  tax-credit  partnerships. 

Napico's  charges  were  echoed  in  another  lawsuit  it  won  lastJ 
March,  when  the  firm  was  awarded  $3.6  million  in  damages  andj 
the  removal  of  Johnson  as  head  of  two  other  investment  vehicles, 
Among  other  allegations  Napico  claims  that  Johnson  diverted 
$101,961  to  his  personal  use.  Johnson  denies  the  charges  and  i 
appealing  the  jury  verdict.  He  contends  that  Napico  filed  the  suits! 
in  retaliation  for  his  efforts  to  oust  it  as  manager  of  several  part-] 
nerships.  Johnson  also  reminds  a  listener  that  he  and  other  NapiccJ 
limited  partners  have  their  own  outstanding  lawsuits  against  both] 
the  company,  now  controlled  by  a  Denver  REIT,  and  Casden. 

"We  think  we're  good  guys,"  huffs  Johnson.  "We  like  to  makel 
money  with  our  limited  partners,  while  Napico  likes  to  maktj 
money  off  them." 

"The  verdict  says  it  all,"  retorts  Napico's  and  Casden's  attor-| 
ney,  Thomas  Nolan. 

Branching  out  on  another  front,  Johnson  recently  waged  ; 
proxy  battle  with  Chad  Therapeutics,  a  Chatsworth,  Calif,  makal 
of  respiratory  care  devices,  after  acquiring  6.7%  of  the  company'.' 
shares.  He  lost  the  fight  in  September  after  the  companjj 
trotted  out  examples  of  Johnson's  legal  scrapes. 
Meanwhile,  an  investor  is  agitating  at  a  St  I 
Louis  real  estate  partnership,  Maxus  Real  Prop 
^    erty  Investors  Four — a  distant  cousin  o 
IJMJ^     Maxus  Realty  Trust — that  Johnson  tool  I 
,  \,  over  two  years  ago.  Real  estate  develope  [ 
O.  Bruce  Mills  has  jousted  in  cour 
with  Johnson  over  distribution  o 
funds,  as  well  as  ove 
the  fiature  of  the  prop 
erty.  "Johnson's  noj 
my  kind  of  guy, 
seethes  Mills.  "H  I 
goes  after  other  firm 
for  hurting  his  investors  | 
but  he  does  the  same  thing." 
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Rolex  Cellini  Danaos 

in  eighteen  karat  white  and  pink  gold, 

available  in  men's  and  women's. 

For  the  name  and  location  of 

an  Official  Rolex  Jeweler, 

please  call  I-800-367-6539. 


RoleXy^,  Cellini  and  Danaos  are  trademarks. 
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Redemption  Song 


In  need  of  a  hitman,  BMG  decides  that  Clive  Davis,  at  any  age,  is  the  right  choice. 


BY  BRETT  PULLEY 


Still  spinning  after  all  these  years:  Davis,  with  new  and  old  stars 
Alicia  Keys,  Busta  Rhymes,  Rod  Stewart,  Luther  Vandross. 

FROM  A  SlXTH-Hl.OOR  CORNLiR  OP'FICE  OVliULOOKINC, 
tony  Fifth  Avenue  shops  and  Central  Park,  a  stereo  is 
blasting  gut-shaking  bass  beats  from  the  latest  release 
by  the  rapper  known  as  Busta  Rhymes.  The  office  is  a 
mix  of  style  and  acoustic  perfection — with  a  large  black 
desk  shaped  like  a  record  album  cut  in  half  and  walls  padded 
with  chocolate-colored  suede.  The  man  seated  behind  the  desk 
is  said  to  have  the  best  ear  in  the  music  business. 

lust  three  years  ago,  at  66,  Clive  Davis  appeared  headed 
for  the  music- mogul  pasture.  The  suits  at  BIvn;,  the  music  unit 
of  German  media  giant  Bertelsmann,  had  decided  they  needed 
younger  blood.  After  a  storied  career  that  included  orches- 
trating the  success  of  Aretha  Franklin,  Billy  Joel,  Whitney 
Houston  and  Carlos  Santana,  Davis  was  replaced  as  the  head 
of  Arista  Records,  the  HMC-owned  label  that  he  had  launched 
25  years  earlier. 

But  now  BMCi  has  done  what  you  don't  see  too  often  in 
the  music  world — admitted  a  mistake.  In  what  amounts  to  an 
acknowledgment  that  it  never  slu)uid  have  pushed  Davis  aside, 
BMG  just  paid  an  estimated  $100  million  to  buy  the  remain- 
ing 50%  that  it  did  not  already  own  of  Davis'  two-year-old 


label,  J  Records -(.it  paid  $150  million  in  2000  for  the  othe 
half).  BMC  also  brought  him  back  to  take  control  of  its  fallen 
angel  RCA  label  (Elvis  Presley,  the  Dave  Matthews  Band).  Th 
combined  entity,  RCA  Music  Group,  will  have  3.4%  of  the  tot? 
North  American  album  market,  up  one-third  from  RCA's  cui 
rent  share.  BMG  also  includes  Arista  (performing  well  unde 
Davis'  replacement,  Antonio  Reid),  and  it  just  completed  th 
$2.7  billion  purchase  of  Zomba  (home  to  Britney  Spears).  Itj 
the  second-largest  music  company,  with  17%  of  the  Nortl 
American  market.  The  biggest,  Vivendi's  Universal  Musi 
Group,  has  a  31%  chunk. 

What  caused  BMG  to  decide  that  Davis  is  not  so  old  after  allj 
Mainly  that  it  needed  his  sure  touch  in  a  lousy  environment— 
unit  sales  are  down  13%  in  the  U.S.,  according  to  Nielsei 
SoundScan.  He  guided  upstart  J  Records  (named  for  his  mids 
die  initial)  to  a  fast  start,  striking  gold  with  neosoul  newcomei 
Alicia  Keys,  whose  debut  album.  Songs  in  A  Minor,  has  sold  9 
million  copies.  He  has  used  J  Records  to  revive  the  careers  a 
fading  stars  like  R&B  balladeer  Luther  Vandross  and  pop  rocke 
Rod  Stewart,  whose  recent  release  of  classic  American  song, 
has  sold  over  1  million  copies  in  the  U.S.  With  a  roster  of  abou: 
40  artists,  the  J  Records  company  is  generating  some  $200  mil 
lion  a  year  in  revenues. 

"The  recovery  [after  being  forced  out  of  Arista)  was  s( 
strong  and  so  immediate,"  Davis  says,  referring  to  his  come- 
back. "I  consider  myself  fortunate  that  the  hits  did  not  stop 
coming." 

In  addition  to  what  Davis  would  only  describe  as  the  "hand- 
some" sum  of  money  that  he  received  from  BMG,  he  signed  < 
deal  to  remain  on  the  job  at  RCA  for  five  years.  That  keeps  Davi: 
in  place  as  one  of  music's  primary  arbiters  of  popular  taste 
until  age  74. 

Curriculum  VitaG  of  an  Ear 


jClive  JayLDAvis 

Born  Apr.  4, 1933,  Brooklyn,  N.Y. 
Graduate  of  New  York  University  and  Harvard  Law  School 


1967  Named  president  of  Columbia  Records,  after  first  serving  as 

genera!  counsel.  Signed  Janis  Joplin,  Santana  and  Aerosmith.  Helped 

develop  Barbra  Streisand,  the  Isley  Brothers  and  Miles  Davis. 

1973  Fired  from  Columbia  amid  allegations  of  improper  expense 
accounting. 

1974  Founded  Arista  Records.  Introduced  Whitney  Houston, 
Kenny  G  and  Barry  Manilow. 

2000  Recipient  of  the  Trustee's  Grammy  for  lifetime  achievement. 

2002  Gave  $5  million  to  establish  Clive  Davis  Department  of 
Recorded  Music  at  NYU. 
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may  also  be  news  to  you  that  VeriSign  handles  e-commerce  payments  for  some  80,000  different  businesses  and  protects  more  than 
X),000  websites.  You  see, VeriSign  has  spent  the  last  seven  years  building  a  secure  infrastructure  for  the  Internet.  We'd  like  to  do  the  same 
r  your  business.  VeriSign  can  help  you  deploy  a  trusted  infrastructure  so  you  can  conduct  secure  communications  and  transactions. 
3  no  matter  how  many  e-commerce  payments  your  company  handles,  you'll  know  every  last  one  of  them  is  secure.  yc 

earn  all  you  need  to  know  about  infrastructure  security  -  and  how  VeriSign's  managed  network  and  security  solutions    ^CriSl2rn* 
in  help  you  -  by  downloading  our  new  Executive  Portfolio  on  Digital  Trust.  Visit  www.verisign.com/securitysolutions  The  vaiue  of  Trust'" 


■     PAYMENT  SERVICES     ■     TELECOMMUNICATION  SERVICES     ■ 
I     NETWORK  AND  SECURITY  SERVICES     ■     WEB  IDENTITY  SERVICES     I 

©  2002  VeriSign,  Inc.  All  rights  reserved.  VeriSign.  the  VeriSign  logo,  and  other  trademarks,  service  marks,  and  logos  are 
registered  or  unregistered  trademarks  of  VeriSign  and  its  subsidiaries  in  the  United  States  and  in  foreign  countries. 
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Drawing  more  than  landscapes: 
Thomas  Kinkade. 


I! 


Painter  of  Chutzpah 

Thomas  (Painter  of  Light)  Kinkade,  the  commercially  successful 
landscape  and  slice-of- Americana  artist,  just  had  his  application 
for  tax-exempt  status  for  a  nonprofit  he  established  nixed  by  the 
Internal  Revenue  Service.  The  IRS  ruled  that  a  major  purpose  of 
the  Thomas  Kinkade  Foundation  Charitable  Trust,  ostensibly  set 
up  to  aid  other  charities,  was  to  buy  copies  of  Kinkade's  art  fi-om 
his  publicly  traded  company,  Media  Arts  Group,  thus  constitut- 
ing illegal  personal  gain  to  the  California-based  Kinkade,  44.  His 
trust  just  sued  the  IRS,  saying  it  buys  the  prints  from  Media  Arts 
Group  "for  cost."  —Janet  Novack  and  William  P.  Barrett 

But  Didn't  Dr.  No  Die  in  the  Movie? 

Cleveland's  Case  Western  Reserve  University  and  its  Weatherhead 
School  of  Management,  under  fire  for,  among  other  things,  $37 
million  in  cost  overruns  for  the  new  Frank  Gehry-designed  build- 


ing, ju^t  got  hit  by  yet  another  spitball — from  th^ 
University  of  Pennsylvania's  lofty  Whartoi 
School.  "Unlike  Case  Western's  controversial  ai- 
cfiitectural  marvel,  Wharton's  new  $140  millioiJ 
facility  is  a  form-foUows-flinction  building, 
Wharton  flack  crowed  in  an  e-mail  media  pitchi 
"Each  of  the  building's  48  classrooms  is  equipped 
with  a  space-age  lectern  ...  that  one  prof  said| 
makes  him  feel  like  Dr.  No."  A  miffed  Case  West 
ern  just  sent  the  Wharton  flack  an  invitation  to) 
come  and  take  a  tour.  — Stephane  Fitck, 

More  Bin  Laden  Fallout 

Always  on  the  lookout  for  a  new — and  legal 
point-of-sale  marketing  tool,  some  life  insurn 
ance  agents  are  drooling  over  the  federal  gov-ij 
ernment's  published  formulas  for  compensation 
to  Sept.  1 1  next-of-kin.  The  payouts  average? 
about  25  times  annual  income — much  greater  than  the  three-^ 
to-ten-times  multiple  the  insurance  industry  traditionally  has 
used  in  sales  pitches  to  prospective  customers.  Gushes  one  in-^ 
dustry  newsletter,  "Now,  when  asked,  'How  much  insurance  dO' 
I  need,'  you  can  respond  with  'Let's  see  what  your  family  wouldi 
have  received  if  you  had  died  in  the  Sept.  1 1  attacks.'"     — J.N.^ 

New  Openness  in  Charitable  Fundraising ; 

Upwards  of  a  half-dozen  charities  across  the  country  are  said  to 
raise  money  by  selling  calendars  with  scandalous  photos.  "Nude 
calendars  are  now  the  rage,"  a  New  Jersey  fundraiser  said  at  a  re- 
cent conference  in  Philadelphia  of  the  Alliance  for  Children  & 
Families.  To  make  his  point  vividly,  the  speaker  displayed  the  lat- 
est calendar  of  the  McLaughlin  Foundation,  a  historic  preserva- 
tion group  in  South  Paris,  Me.  Naked  board  members  are  shown 
on  the  cover  behind  a  wheelbarrow,  shovel  and  stepladder.  Cal- 
endar price:  $18.95.  — Matthew  Swibel 


News  reports  say  editor-in-chief  Nick  Will  of  the  Harvard  Business  School  student  newspaper,  the  Harbus,  quit  last  month  after  a 
school  official  reprimanded  him  for  a  published  cartoon  blaming  job  interview  scheduling  problems  on  "incompetent  morons."  Such 
comments  should  be  the  least  of  the  school's  concerns,  given  the  career  paths  of  some  of  its  graduates.  —W.P.B. 
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Ira  B.  Sokolow 
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POST-HARVARD  BUSINESS  SCHOOL  HIGHLIGHT 

misusing  confidential  inlt)iniation  as  Morgiin  Stanley  banker 
at  Shearson  Lehman  Brothers,  leaking  word  of  planned  mergers 
committing  securities  and  tax  traiid  while  Singer  ( x).  chairman 

insider  trading  and  tax  evasion  in  Ivan  Boesky  scandal 

foijiing  documents  to  get  hank  loans  in  .vcw  leisey 
oi  'lestrating  accounting  scam  as  Boston  company  head 
p;.  .   li  nl  ■ill'iah's  fraud-ridden  Bonne\ille  I'aeitk"  Torp. 
conspiring  to  bilk  investors  of  more  than  $17  million 
taking  $6  million  in  kickbacks  as  New  York  money  manager 


CONSEQUENCE 

probation,  1982 
sentenced  to  1  year,  1986 
sentenced  to  4  years,  1989 
sentenced  to  2  months,  1990 
sentenced  \o  1  \ears,  1992 
sentenced  to  33  months,  1996 
senleiKcd  to  13  months,  1 ')')(> 
awaiting  sentencing,  2002 
in  jail  awaiting  sentencing,  2002 
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I  moved  my  money  to  Charles  Schwab  because: 

[THEIR  RECOMMENDATIONS 
AREN'T  SELF-SERVING. 

Schwab's  consultants  don't  have  the  innate  conflict  that  comes  with 


working  on  commission,  which  is  important  when  you're  getting  advice 

that's  going  to  affect  your     ^^f^^  \      savings   and    investments. 

Schwab  isn't  a  traditional    ^Hl^^"  V    brokerage  firm.  The  quality, 

level  of  professionalism     ^^^^^    ^^^^  '^i^d  expertise  have  been 

stellar.  And  that's     ^^^^^^^^^^^^^H    the  bottom  line. 


Steve 

moved  his  money 
to  Charles  Schwab 
111  July  2002. 


his  year,  individual  investors  \Um  IllUVyU  lllbre  than  $30  billion  in  assets  to 

Come  see  why  there's  never  been  a  better  time  for  Charles  Schwab"' 


charles  SCHWAB 


Call 

1-800-335-2264 

Click 

schwab.com 

Visit 

370  locations  nationwide 

,iarles  Schwab  &  Co.,  Inc.  is  proud  to  feature  its  brokerage  clients  in  advertising,  and  their  testimonials  reflect  their  actual  experiences 
Ih  Schwab.  Clients  gave  their  testimonials  before  being  compensated.  Their  comments  are  their  own  and  may  not  be  representative  of 
ler  clients.  Net  new  assets  as  of  the  end  of  September  2002  consist  of  Schwab's  Retail  individual  investor  assets  and  individual  investor 
sets  custodied  at  Schwab  and  managed  by  Independent  Investment  Advisors.  ©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved, 
imber  SIPC/NYSE.  (1102-10823).  ADS24559G. 


Of  course  the  last  50  years 
have  been  a  blur. 
That's  the  whole  point. 
The  50'^  Anniversary  Corvette. 
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Some  of  Sony's 
(vest  customers 
ire  in  Shanghai. 
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China  is  a  huge  competitive  threat  for  Japanese  manufacturers— 
and  also  an  opportunity  .  By  Robyn  Meredith 


REMEMBER  THE  1980S,  WHEN  CORPORATE 
America  thought  it  couldn't  compete  with 
Japan?  It  is  deja  vu  in  Asia,  only  this  time, 
Japan  is  the  underdog,  terrified  and 
demoralized  by  the  lightning-fast  industrial- 
ization of  China. 

However,  as  Japanese  politicians  go  another  round 
in  their  never-ending  brawl  over  whether  to  ftx  Japan's 
dysfunctional  banking  system,  corporate  leaders  and 
economists  are  saying  the  unspeakable:  China  may  be 
Japan  Inc.'s  savior  instead  of  its  downfall. 

Take  Sony.  Already  it  has  10,000  employees  in  six 
factories  in  mainland  China.  In  July  Sony  opened  a 
design  and  engineering  center  in  Shanghai  and  an 
engineering  center  in  nearby  Wuxi.  It  plans  two  more 
factories  in  China.  "Many  Japanese  companies  feel 
that  the  competitiveness  of  Chinese  companies  can 
sometimes  be  taken  as  a  threat,"  says  Sony  President 
Kunitake  Ando.  "We  believe  we  have  great  potential 
in  China." 

By  2008  Sony  expects  its  annual  sales  in  China  to 
reach  $8.5  billion.  That's  a  lot  by  any  reckoning,  but 
here's  why  it  really  matters:  Sony  would  then  be  selling 
more  in  China  than  in  Japan. 

As  goes  Sony,  so  goes  the  rest  of  Japan.  Japanese  for- 
eign investment  in  China  jumped  49%  last  year  to  $4.35 
billion  and  has  continued  at  a  strong  pace  this  year. 

"All  the  Japanese  companies  have  to  consider  how 
China  fits  into  their  plans,"  says  Paul  Calello,  chair- 
man of  Credit  Suisse  First  Boston,  Asia  Pacific. 
"China  has  a  dual  allure:  It  is  a  place  to  make  things 
and  a  place  to  sell  things." 

Because  China  usually  insists  on  local  production 


in  order  to  sell  into  its  markets,  it  offers  another  re- 
minder of  the  1980s,  when  American  import  barriers 
led  the  Japanese  to  initiate  what  has  become  a  fruitful 
foothold  in  auto  and  other  production  in  the  U.S. 

Building  products  in  China  allows  Japanese  com- 
panies to  lower  costs  by  hiring  cheap  Chinese  workers. 
And  now  that  many  urban  Chinese  can  afford  to  buy 
more  than  bare  necessities,  sales  of  consumer  goods 
are  taking  off  in  the  new  market  next  door. 

Profits  from  anywhere — even  a  poor  nation  like 
China — are  just  what  Sony  and  most  other  Japanese 
companies  desperately  need  after  a  decade-long  eco- 
nomic slump  in  Japan.  Sony  earned  a  pathetic  $  11 5 
million  on  sales  of  $56  billion  in  the  fiscal  year  ended 
last  March.  That's  an  average  of  $685  in  profit  gener- 
ated by  each  of  Sony's  168,000  employees. 

Sony's  China  operations  are  a  microcosm  of  its  new 
strategy,  which  Ando  calls  a  "business  model  for  the 
broadband  age."  Sony  now  strives  to  link  together  its 
games,  laptops,  movies  and  mobile  phones  into  an  en- 
tertainment smorgasbord,  accessible  at  home  or  on  the 
go.  Thus,  in  one  of  its  Shanghai  factories,  Sony  makes 
camcorders.  In  the  other,  it  makes  Wega-brand  televi- 
sions. In  nearby  Suzhou  it  makes  circuit  boards,  and 
an  hour's  drive  farther  down  the  highway,  Sony  as- 
sembles its  Vaio  multimedia  notebook  computers.  In 
the  southern  Chinese  city  of  Huizhou,  Sony  makes 
parts  for  DVDs,  Handycams  and  PlayStations.  It  makes 
cen  phones  in  Beijing. 

Sony  produced  the  Academy  Award-winning 
movie  Crouching  Tiger,  Hidden  Dragon  in  China,  where 
production  costs  are  low,  and  it  has  finished  another, 
the  upcoming  Warriors  of  Heaven  and  Earth.  Sony  plans 
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to  make  several  movies  a  year  in  China, 
spending  $100  million  there  in  the  next 
three  years. 

Sony  is  not  the  only  big  Japanese  com- 
pany looking  to  China — and  looking  over 
its  shoulder,  to  history — to  find  a  way  out 
of  a  decade  of  economic  doldrums.  The 
emerging  competition  from  China  could 
force  Japanese  companies  to  take  action. 
After  all,  when  U.S.  companies  feared  they 
couldn't  compete  with  Japan,  they  restruc- 
tured to  cut  costs,  and  those  changes  led  to 
America's  booming  1990s. 

"We  have  to  do  the  same,"  says  Uichiro 
Niwa,  chief  executive  of  Itochu  Corp.,  the 
giant  Japanese  trading  house.  "We  don't 
need  to  be  alraid."  Itochu  has  been  doing 
business  in  Chin^  for  30  years,  and  losing 
money  there  for  n;iich  of  that  time.  Finally, 
80%  of  its  209  conAp.-'n<es  in  China  are 
profitable. 

"I'm  not  thinking  C^hina  is  die  enemy 
to  Japanese  companies  anymore,"  says 
Niwa.  "It  is  quite  a  good  thinj;,  for  us  tl".at 
China  might  be  developing  its  economy 
very  rapidly  in  the  future." 

This  relationship  is  freighted  will,  i 
torical  sensitivity.  Japan  brutally  occupkd 
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Made  in  China:  Sony  Handycam; 

Sony  color  TV;  Vaio  notebook  computer. 


China  in  the  1930s 
and  1940s.  But  after 
the  war  the  two 
economies  have  see- 
sawed. In  the  mid- 
1950s  China's  econ- 
omy was  twice  as 
big  as  Japan's,  ac- 
cording to  Morgan 
Stanley's  chief  econ- 
omist, Andy  Xie. 
Thanks  in  part  to 
the  depredations  of 
China's  Cultural  Revolution,  by  1994 
Japan's  economy  had  grown  to  nearly  nine 
times  the  size  of  China's  with  only  a  tenth 
of  the  population.  Now  that  China's  econ- 
omy is  growing  fast,  "the  tables  have  begun 
to  turn,"  says  Xie. 

Of  course,  imports  from  China — or 
anywhere — have  a  hard  time  reaching 
Japan's  protected  markets.  Japan  imports 
only  8%  of  its  GDP — the  same  as  in  1990, 
according  to  Goldman 
Sachs — suggesting  that  Chi- 
na's increasing  exports  to 
Japan  are  simply  replacing 
goods  Japan  used  to  buy 
from  other  countries. 

Nonetheless,  Japanese 
farmers  howled  when  cheap 
leeks  and  shiitake  mush- 
rooms began  arriving  from 
China,  and  a  trade  skirmish 
broke  out.  Traditional  shop- 
keepers are  looking  on  in 
horror  as  Japanese  con- 
sumers flock  to  Tokyo's  new 
"100  yen"  stores,  where 
mostly  Chinese  goods  sell  for 
less  than  $1. 

At  a  recent  Nikkei  Forum 
in  Tokyo,  a  Taiwanese  semi- 
conductor sage  was  asked 
which  Japanese  companies 
could  survive  the  looming 
competition  from  China. 
The  outsider  dn!  not  assume 
/npan's  defeat.  1  really  have 
1  lot  of  faith  in  tlie  Japanese 
companies,"  said  Morris 
Chang  ot  Taiwan  Semicon- 


Sony  movies:  Academy 
Award-winner  Crouching 
Tiger,  Hidden  Dragon; 
and  the  upcoming 
Warriors  of  Heaven 
and  Earth. 


ductor  Manufacturing  Co.  "In  the  last  t< 
years,  they  have  fallen  behind  in  capital  u 
vestment  and  research  and  development  h\ 
vestment.  But  the  Japanese  companies  ha 
a  way  of  coming  back — they  persevere." 
Japan's  prime  minister,  Junichii] 
Koizumi,  is  embracing  links  between  tl 
two  countries.  "Some  see  the  economic  d 
velopment  of  China  as  a  threat.  I  do  noi 
he  says.  "I  see  the  advancement  of  Japa 
China  economic  relations  not  as  a  hollov] 
ing  out  of  Japanese  industry  but  as  an  oj 
portunity  to  nurture  new  industries  i 
Japan  and  to  develop  their  activities  in 
Chinese  market." 

Sony  and  Itochu  aren't  the  only  on(| 
that  are  embracing  China.  Ajinomoto  Cc 
a  food  products  company,  figures  that  CI 
nese  are  willing  to  buy  its  curry  rice  an 
other  fast  foods  in  convenience  stores  omi 
per  capita  incomes  reach  $1,500  a  yea 
China's  average  is  just  $850,  but  the  nurrl 
ber  is  twice  that  in  thriving  cities.  Aj 
nomoto  has  started  selling  curry  rice  i 
Shanghai  for  $4  a  bowl.  Test-marketin 
showed  Chinese  thought  the  Japanej 
recipe  too  bland,  so  Aj; 
nomoto  spiced  it  up.  Chi( 
Executive  Kunio  Egashir 
sees  a  huge  new  markt 
opening  next  door.  Japai. 
with  just  127  million  peopl» 
is  now  Ajinomoto's  mail 
market  for  fast  foods.  Chr 
na's  relatively  prosperou 
coastal  rim,  with  600  millio 
residents,  dwarfs  the  com 
pany's  home  market. 

"China  could  be  a  sav 
ing  grace  for  Japan  Inc., 
says  Fred  Hu,  managin 
director  for  Goldman  Sach 
in  Hong  Kong. 

Times  have  changec 
When  Sony  transferrer 
Hiroshi  Shoda  to  Beijing 
decade  ago,  half  his  col 
leagues  offered  him  thei 
condolences  over  the  caree 
move. 

Not  these  days.  "Ou 
business  is  growing  ver 
fast,"  Shoda  says.  "No 
everybody  is  saying,  'Yo 
made  a  good  choice.' "      I 
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Wouldn'titbe  great  if  using  a  portable  computer  could  be  as  intuitive  as  writihgrWen, 

now  it  is.  introducing  the  Compaq  Tablet  PC.  It  runs  Microsoft*  Windows*'  XP  Tablet  PC 

Edition,  so  the  Compaq  Tablet  PC  lets  you  jot  down  your  ideas  right  on  the  screen.  But 

lat's  only  part  of  how  this  new  1<ind  of  computer  lets  you  work  in  new  kinds  of  ways. 


HP  recommends  Microsoft*  Windows* 
XP  Professional  for  Mobile  Cornputin^f 


Just  because  you  don't  need  to  use  a  keyboard  with  the  Compaq  Tablet  PC 

doesn't  mean  you  can't.  Simply  connect  the  included  one  and  you're  off  and 

typing.  Now  when  your  work  environment  changes, your  computer  can,  too. 


Even  if  you're  a  Plutonium  1,000,000  K  Club  business  traveler,  you'll  have  to 
come  back  to  the  office  eventually.  When  you  do,  just  set  your  Compaq  Tablet 
PC  in  its  optional  dock  and  you're  good  to  go.  Or  stay,  as  the  situation  requires. 
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Shown  monitor, 
keyboard  and  mouse 
sold  separately. 
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The  Compaq  Tablet  PC. 
Work  the  way  that  works  for  you. 

With  a  1  GHz  processor,  256-768MB  of 

memory  and  up  to  a  60GB  hard  drive,  the 

Compaq  Tablet  PC  does  what  you  need  a 

laptop  to  do.  But  when  it  comes  to  versatility, 

it  does  a  lot  more.  For  a  computer  that  adapts 

to  the  way  you  work  instead  of  the  other 

way  around,  call  1-800-888-8129  or  visit 

www.compaq.com/tabletpc/ad. 

When  it  really  matters,  choose  Compaq. 
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Starting  at  $1,699* 
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COMPAa 


itail  price.  Actual  prices  may  vary.  Shipping,  handling  and  taxes 
t®  and  Windows®  are  U.S.  registered  trademarks  of  Microsoft  C 
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MORTGAGE-BACKEOS 


(jrames 

Dme  banks  have  given  a  shot  to  their  earnings  by  loading  up  on  mortgage 
3curities  with  juicy  yields.  It's  a  risky  way  to  do  business    by  Bernard  condon 


:A^ri 


.  \ 


GREATER  BAY  BANCORP  JUST  RAN  OUT  OF  LUCK.  IT 
had  to  admit  that  its  tactic  of  buying  pools  of  high - 
yield  mortgage-backed  securities  is  dangerous.  If 
interest  rates  should  rise,  profits  from  these  securi- 
ties could  quickly  turn  to  losses.  The  frenzied  buy- 
ing has  left  the  bank  vulnerable:  Its  mortgage- 
ackeds  have  reached  $2.9  billion  and  now  compose  35%  of  its 
ssets,  up  from  10%  two  years  ago.  So  the  bank  announced 
;cendy  that  it  will  pull  back  from  its  purchases.  That  move,  plus 
3me  problem  loans,  led  analysts  to  cut  earnings  estimates  for 
ext  year.  The  stock  dropped  20%  in  two  weeks. 

"You  can  get  so  enticed  by  the  impact  on  earnings  per  share 
lat  you're  not  willing  to  give  them  up,"  explains  Greater  Bay 
Ihief  Financial  Officer  Steven  Smith.  But  all  that's  available 
ow,  he  says,  are  pools  of  loans  at  5%  to  5.5%  rates — yields  too 
leager  to  compensate  for  the  interest  rate  risk. 


At  least  you  can  credit  this  bank  for  taking  a  step  back  and 
owning  up  to  the  risks.  And  risks  there  are  in  interest  rate  games. 
Hedge  fund  Beacon  HiU  Asset  Management  lost  54%  of  its  $733 
million  in  assets  in  two  funds  with  a  risky  bet  in  which  it  bought 
wads  of  mortgage  paper  while  shorting  Treasurys. 

Banks  like  Greater  Bay  played  the  game  for  a  while,  loading 
up  on  mortgage  paper  with  fat  yields  in  order  to  fill  in  the  vac- 
uum of  diminished  commercial  lending.  They  figured  that  soon 
enough  an  economic  recovery  would  restore  earnings  from  their 
usual  lending  activity,  so  they  wouldn't  become  dependent  on 
the  profits  from  mortgage-backeds.  The  recovery  has  not  yet 
arrived.  Now  those  banks  face  a  tough  decision:  Stop  playing 
with  mortgages  and  lose  the  profits,  or  continue  and  court  Bea- 
con Hill's  fate  on  a  piece  of  their  asset  base. 

The  mortgage-backed  securities  bought  by  banks  most  often 
have  been  issued  by  Fannie  Mae  or  Freddie  Mac.  Like  Treasurys, 
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MORTGAGE-BACKEDS 


Mortgage  securities  at  banks  have  risen  55%  in 
two  years.  If  rates  rise  again,  prices  could  fall 
v^harply  as  investors  step  over  each  other  to  sell. 


these  have  virtually  no  credit  risk.  Unlike  Treasurys,  the  mort- 
gage securities  incorporate  a  lopsided  bet  on  interest  rates:  If 
rates  climb,  they  get  hammered;  but  if  rates  fall,  they  don't  rise 
in  value  by  a  corresponding  amount.  That's  because  the  mort- 
gages on  wrhich  they  are  based  can  be  paid  off  by  the  borrower  at 
any  time. 

The  lopsided  interest  rate  bet  is  mathematically  equivalent 
to  a  transaction  in  which  the  buyer  of  the  mortgage  paper  gives 
away  an  option  to  the  homeowner.  The  buyer  of  a  mortgage 
security  from  Fannie  Mae  gets  compensated  for  the  built-in 
option  by  pocketing  a  rich  yield — about  1.5  percentage  points 
more  than  the  yield  on  ten-year  Treasurys.  In  economic  terms 
it's  a  fair  trade:  I  give  you  an  option,  you  give  me  higher  interest 
payments.  But  the  accounting  is  peculiar.  The  holder  of  the 
mortgage  paper  counts  the  whole  yield  as  "income,"  without 


Mortgage  Insecurities 


Banks  have  been  loading  up  on  mortgage  securities  as  a  stopgap  source  of  earnings 
while  waiting  for  the  economy  to  recover  Investors  don't  seem  to  mind,  judging  by 
the  high  P/Es  at  which  some  bank  stocks  trade.  But  the  economy  has  yet  to  turn  and 
these  dicey  securities  are  taking  up  a  bigger  and  bigger  portion  of  bank  assets. 


Bank 


Recent 
price 


Commerce  Bancorp^ 


$45.12 


Fifth  Third  Bancorp 


57.13 


Greater  Bay  Bancorp 


18.23 


Mellon  Financial 


30.17 


U.S.  Bancorp 


22.00 


MORTCAGE-BACKED  SECURITIES 


holdings^ 
($bil) 


growth^ 


as%of 
assets 


P/E 
2003E 


$5.6 


274% 


18.7 


38 


2.9 


259 


8.7 


65 


26.8 


138 


Prices  as  of  Nov,  22.  'Not  related  to  Commerce  Bancshares  of  St.  Louis.  ^As  of  June  30.  ^First-quarter  2001  through 

second-quarter  2002. 

Sources:  Multex  via  FactSet  Research  Systems:  CreditSights:  Portales  Partners;  Federal  Reserve. 

allowing  for  the  value  of  the  option  he  is  giving  away.  In  a  theo- 
retical sense,  it's  analogous  to  the  accounting  for  employee 
options,  which  on  most  corporate  profit-and-loss  statements  are 
treated  :)s  having  no  value. 

Umif  -  •    ■:  'ted  accounting  rules,  banks  holding  mortgage- 


backeds  i 
pay  the  pi!>. 
have  accrued 
their  principa 
precisely  the  wn  •■;. 
happening  now.  \\  ,ili 
owners  are  paying  oif  <. 
moving  or  refinancing. 

Now  what  do  the  banks  <Jv 
have  had  to  buy  more  and  nior. 


rcporled  income.  If  rates  fall,  however,  they 

"Ut  on  the  capital  gain  that  would 

rr  at  a  noncnllable  bond.  They  get 

Mrly  while  rates  are  falling, 

.'.icd  cash.  That's  just  what's 

''''  ''es  at  40-year  lows,  home- 

.T-rate  mortgages  early  by 

lo.-iiv  i!).  il-i.'.'ir  carnints?  They 
the  I'ov/  lo'iver-yieldiiT;;  secu- 


rities to  get  the  same  lift.  Hence  uie  dcdiae  :;i  net  inteie,s'  mar- 


gins— Greater  Bay's  fell  17  basis  points  last  quarter — and  the  b; 
looning  stake  in  the  securities.  Holdings  of  mortgage-backeds  aj 
commercial  banks  have  risen  55%,  or  a  net  $246  billion,  in  the  twe 
years  through  September,  according  to  the  FDIC's  latest  report. 
For  the  moment,  the  risky  mortgage  game  isn't  hurting  bai 
profits.  Indeed,  when  rates  start  to  fall,  mortgage  securities  typi 
cally  go  up  a  bit  in  value  (even  if  not  as  much  as  noncallable  Treaj 
surys  would  go  up).  A  bank  can  put  a  jolt  of  caffeine  in  its  earnj 
ings  by  selling  a  few  of  these  older  securities  at  a  capital  gain 
Mellon  Financial  did  just  that  in  its  September  quarter.  A  U.S 
Bancorp  Piper  Jaffray  report  says  that  unrealized  gains,  thougl 
imlikely  to  be  taken  by  most  banks,  could  be  used  to  boost  thi 
year's  earnings  at  the  ten  biggest  banks  an  average  28%. 

The  danger,  of  course,  is  that  rates  wUl  turn  around  and  gtj 
the  other  way.  Then  the  modest  profits  on  holding  mortgag 
securities  could  turn  into  big  losses.  Thu 

Fannie  drew  much  criticism  last  quarte 

for  taking  advantage  of  a  regulator 
change  to  write  up  $135  billion  of  it 
mortgage  securities.  The  move  boostec 
shareholder  equity  36%  but  the  gain  coul^ 
vanish  if  rates  rise. 

Banks  and  hedge  funds  aren't  the  onl; 

gamblers  in  these  dicey  securities.  Pensioi 

funds  have  jiunped  in,  too.  Mortgage  secu 

rities  in  the  Lehman  Brothers  aggregatt 

index,  against  which  many  funds  judgi 

their  returns,  have  risen  to  35%  from  SO"/ 

in  five  years.  The  value  of  mortgage  securi 

ties  has  doubled  to  $4.5  trillion  since  1994 

The  fear  is  that  if  rates  start  rising  again 

prices  could  fall  sharply  as  investors  ste{ 

over  each  other  to  sell.  Says  Bayard  Clark,  chief  financial  office 

of  $13  billion  (assets)  Commerce  Bancshares  of  St.  Louis,  "It"; 

somewhat  a  game  of  chicken  now." 

David  Hendler,  an  analyst  at  research  boutique  CreditSights 
says  the  investing  public  seems  blissfiilly  unaware  of  what  is  goinj 
on.  Bank  shares,  he  says,  are  trading  as  if  these  mortgage  securi 
ties  weren't  a  big  source  of  earnings  (see  table).  A  case  in  point  i 
Mellon,  whose  holdings  of  mortgage  securities  have  climbed  8  I'M 
in  the  past  two  years  to  $8.7  billion,  or  26%  of  the  bank's  assets 
Under  the  circumstances,  Hendler  says,  the  bank's  shares  are  to( 
richly  priced  at  19  times  2003  estimated  profits. 

Bankers  are  still  making  the  mistake  of  thinking  of  mort 
gage-backeds  as  "high-yield  Treasury  securities  because  the] 
have  no  credit  risk,"  says  James  Bianco  of  Bianco  Research  ii 
Chicago.  "But  over  the  past  20  years  interest  rate  risk  has  burie< 
more  people  than  credit  risL"  i 
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WASN'T   LONG   AGO   THAT 


REATIVITY 


THE  SUPPLY  CHAIN 
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NDUSTRY 


Supply  chain  management  companies  aren't 
known  for  stepping  too  far  outside  the  box. 
But  at  Menio  Worldwide,  we  put  as  much 
emphasis  on  innovation  as  on  reach  and 
reliability.  By  combining  the  most  inventive 
minds  in  the  business  with  leading  technology, 
global  capabilities  and  operational  excellence, 
we're  helping  companies  find  more  intelligent 
ways  to  source  supplies,  manage  inventories 
and  distribute  products  around  the  world. 
We  call  it  perpetual  innovation:  continually 
creating  new-and  often  unique-opportunities 
to  generate  value  from  our  customers'  supply 
chains.  It  leads  to  things  like  better  visibility, 
decreased  cycle  times  and  lower  overall 
cost.  Find  out  what  a  little  creativity  can 
lead  to  for  you.  Visit  menloworldwide.com. 


EANT   MIXING  TWO   KINDS   OF 


LOWERS   IN   THE   LOBBY  VASE 
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HOCKEY  VALUATIONS 


Wily  Coyotes 

How  a  small-time  developer  leveraged  a  poor 
hockey  team  into  a  rich  real  estate  deal. 

BY  KURT  BADENHAUSEN  AND  MICHAEL  K.  OZANIAN 


IT'S  REM.  TOUGH  TO  MAKE  MONEY  OWNING  A  SMALL- 
market  hockey  team.  Not  only  do  ihc  big-market  teams 
earn  more  from  tickets,  corporate  sponsors  and  cable  TV 
fees  than  their  small-market  rivals,  but  hockey  also  has 
by  far  the  smallest  amount  of  wcII.'il'  among  the  major 
sports:  The  National  Hockey  League's  30  teams  shau  only 
12%  of  their  revenues.  By  contrast,  Nation.-l  Football  League 
teams  split  up  74%,  National  Basketball  Association  clubs, 

98      FORBES-   Dcci-mber  23,  2002 


Phoenix  Coyotes: 

The  team  throws 

big  body  checks  on 

the  ice  and  looks  to 

cash  even  bigger 

checks  at  the  bank. 


34%,  and  Major  League  Baseball  teams,  25%. 

So  teams  like  the  Buffalo  Sabres,  Calgary  Flames,  Edmonto 
Oilers,  St.  Louis  Blues  and  Tampa  Bay  Lightning  regularly  los 
money.  Even  the  Detroit  Red  Wings,  which  consistently  contem 
for  the  Stanley  Cup,  are  moneylosers,  in  part  because  they  hav 
the  league's  highest  payroll. 

But  strip-mall  developer  Steven  Ellman  has  figured  out 
way  to  leverage  his  majority  ownership  of  the  Phoenix  Coyote 
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LOS  MGEIES  MNCS/Philip  Anschutz.  Edward  Roski  Jr  ('95) 
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CAMUNENS/Geofse  Gillett  Jr  COl) 
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OEVES/George  Steinbrenner  ('00) 
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SAN  JOSE  SHARKS/Kevin  Compton,  Gregory  Reyes  ('02) 
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NEW  YORK  ISLANDERS/Charles  Wang.  Sanjay  Kumar  ('00) 
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COLUMBUS  BLUE  JACKETS/John  McConnell  ('97) 

150 
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13 
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1         148 

-3 

14 

65 
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ST  LOUIS  BLUES/William  Uurie.  Nancy  Uurie  ('99) 

-18.0 

16 

WASHINGTON  CAPfTALS/Theodore  Leonsis  ('99) 

140 

1 

18 

61 

61 

-25.4 

17  8B1 

MINNESOTA  WILD/Robert  Naegele  Jr  ('97) 

139 

3 

12 

113 

61 

12.1 

18 
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PITTSBURGH  PENGUINS/Mario  Lemieux  (99) 

137 

-8 

11 

29 

59 
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19 
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ATLANTA  THRASHERS/AOL  Time  Warner  ('97) 

1         134 

0 

11 

39 

58 

1          2.9 

20 

Ki 

NASHVHIE  PREDATORS/Craig  Leipold  ('97) 

132 

0 

11 

30 

53 
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21 

2P^    CAROUNAHURRiCANES/PeterKarmanosJrC94) 
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VANCOUVER  CANUCKS/John  McCaw  Jr  ('95) 
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EDMONTON  OILERS/Edmonton  Investors  Group  ('98) 
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37 

43 
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LEAGUE  AVERAGE 

164 

5 

11 

49 

69 
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Revenues  and  operating  income  are  for  2001-02  season.  NA;  Not  applicable.  'Value  of  team  based  on  current  arena  deal  (unless  new  arena  is  pending)  without  deduction  for  debt 
(ottier  than  arena  debt).  ^Current  team  value  compared  with  latest  transaction  price.  'Includes  arena  debt.  'Earnings  before  interest,  taxes  and  depreciation.  ^Value  adjusted  for 
pending  new  arena.  "Sale  to  Mark  Hamister  and  Todd  Berman  pending. 


nto  a  rich  real  estate  deal  never  before  attempted  in  sports. 

Yes,  the  Coyotes  have  been  deep  in  the  red  since  moving  to 
'hoenix  from  Wiimipeg,  Man.  in  1996.  That's  because  the  team 
las  a  terrible  lease  at  America  West  Arena:  Almost  all  of  the  rev- 
nue  from  concessions,  sponsorships  and  nonhockey  events  at 
le  building  go  to  the  Phoenix  Suns  basketball  team  and  the 
luilding's  operator.  Phoenix  Development  Ltd.,  both  of  which 
re  controlled  by  Jerry  Colangelo.  Obstructed  views  at  the  arena, 


designed  for  basketball,  mean  that  more  than  4,000  of  the 
16,000  hockey  seats  have  to  be  sold  at  a  discount  at  every  game. 
But  next  December  the  Coyotes  will  move  into  a  new,  $180 
million,  taxpayer- financed  arena  in  Glendale,  Ariz.,  15  miles  west 
of  Phoenix  right  off  Highway  101.  The  city  wnll  own  the  arena,  but 
the  team  will  get  all  of  the  revenue  from  the  facility  for  the  next  30 
years.  The  team's  rent  wiU  be  among  the  lowest  in  the  league: 
$500,000  a  year  the  first  20  years  and  $1  million  a  year  thereafter. 
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Top  minds  in  counterterrorism.  Former  leaders  of  law 
enforcement  agencies.  Experts  in  organized  crime,  executive 
protection,  workplace  violence  and  foreign  intelligence. 
Distinguished  professionals  with  global  reach  and  strategic 
international  relationships.  And  in  their  midst,  an  army  of 
extraordinary  people  working  hard  to  do  the  right  thing 
every  day.  We  are  diverse  in  background  and  experience, 
yet  brought  together  in  one  respect— a  unifying  culture  of 
excellence.  We  are  the  men  and  women  of  Guardsmark,  the 
premier  private  security  services  firm  that  many  security 
experts  consider  to  be  the  best  firm  in  the  business, 
according  to  Time  magazine.  We  are  about  18,000 
employees  in  more  than  145  offices  serving  400  cities- 
making  us  one  of  the  world's  largest  security  companies. 

We  protect  the  security  and  safety  of  hundreds  of 
thousands,  including  clients,  their  employees,  their  visitors 
and  their  shareholders,  in  a  wide  range  of  industries  and 
settings,  from  corporate  headquarters  and  foundations  to  high- 
technology  facihties  and  manufacturing  plants,  research  and 
development  centers,  banks,  office  buildings  and  hospitals. 

Meet  our  managers— the  people  who  visit  the  facilities  we 
serve  and  respond  to  customer  needs  on  a  daily  basis:  former 
high-ranking  FBI  officials.  Secret  Service  agents,  state  and 
local  police  officers  and  distinguished  military  officers,  as  well 
as  graduates  of  Harvard,  Wharton,  Stanford,  Michigan  State, 
UCLA  and  other  institutions  of  higher  learning.  They  are 
complemented  by  company  veterans  who  have  risen  to  the 
top  through  hard  work,  education  and  a  passion  for  client 


Williatn  A.  Gavin 

Federal  Bureau  of  Investigation, 

Assistant  Director  !\lew  York  Division,  Retired 

Vice  President 


ion 


service.  By  bringing  together  keen  security  expertise  with    |  lecte 
raw  talent  and  real  life  experience,  we  have  created  a  vibraii 
laboratory  for  industry  leadership  and  innovation. 

Excellence  at  the  top  leads  to  excellence  throughout 
Superior  managers  surround  themselves  with  superior 
employees  and  motivate  team  members  to  perform  at  a 
level  that  exceeds  expectations.  By  building  a  culture  that 
embraces  diversity,  a  commitment  to  ethical  conduct  and  a 
strong  work  ethic,  we  create  a  work  envirormient  that  attractst  ill) 
like-minded  people  with  an  honest  desire  to  demonstrate 
the  Guardsmark  excellence.  Through  this  cooperative  team 
culture,  Guardsmark  managers  infuse  our  entire  force  of 
security  professionals  with  the  confidence  of  experience  and 
technical  expertise.  Our  employees  have  access  to  cutting-ed| 
learning  and  development  materials  on  critical  topics  that  r; 
from  biological  terrorism  and  bomb  threats  to  prevention 
of  workplace  violence  incidents.  Whatever  security-related 
problem  our  client  may  face,  we  can  build  a  team  to  tackle  it 

Working  for  Guardsmark  is  not 
a  job— it's  a  career.  Our  mission  is 
simple:  to  recruit  the  best  security 
professionals  in  the  business  and 
then  to  retain,  motivate  and  develop 
our  men  and  women  to  reach  their 
full  potential.  Only  1  in  50  applicants 


Ira  A.  Lipnuut 
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•lected.  Our  selection  process  includes  an  extensive 
jage  application,  a  thorough  employment  and 
^hborhood  reference  review,  a  criminal  background 
:k  and  a  comprehensive  drug  test  that  screens  for  the 

most  commonly  used  illegal  substances,  the  five  most 
imonly  abused  legal  substances,  and  Ecstasy.  Once 
)loved.  all  individuals  are  subject  to  ongoing  random 
ing  to  ensure  a  drug-free  workforce.  Any  risk  manager 
lid  be  impressed  with  the  benefits  of  our  diligence  as 
lonstrated  in  Guardsmark's  workers'  compensation 
)rd:  a  20-year  average  experience  modification  factor 
>5— approximately  half  tlie  industry  average. 

We  encourage  personal  and  professional  growth  by 
ring  a  tuition  reimbursement  plan  and  ongoing  learning 

development  programs.  In  fact,  96%  of  management  hold 
r-year  degrees,  including  24%  with  postgraduate  degrees, 

approximately  30%  of  our  security  officers  have  attended 
ege,  leading  a  major  trade  journal  to  name  us  the  best- 
cated  workforce  in  the  field. 

We  are  the  only  international  or  national  security  firm  to 
r  free  comprehensive  health  insurance  to  100%  of  its  fuU- 
e  security  officers.  Our  uiunatched  benefits  package  also 
udes  a  matching  401(k)  retirement  savings  plan,  paid 
days  and  vacations,  company-paid  fife  insurance,  an 
;oing  wellness  program,  as  well  as  a  variety  of  award  and 
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incentive  programs.  We  are  committed  to  our  employees,  and 
they  are  committed  to  us:  Guardsmark's  employee  turnover 
rate  is  less  than  25%  of  independent  industry  estimates. 
Since  our  founding  in  1963,  we  have  continuously  raised  the 
bar  in  the  security  services  industry,  earning  a  reputation  for 
innovation  and  excellence.  The  quality-assurance  procedures 
in  place  since  the  company's  early  years  have  enabled  us  to 
attain  ISO  9001  registration  at  our  U.S.  headquarters  and 
a  growing  number  of  branch  offices— the  only  security 
services  firm  to  have  accomplished  this  feat.  The  results  of 
our  relentless  dedication  to  excellence  can  be  seen  in  our 
client  retention  rate  of  more  than  92%,  year  after  year. 
Our  superior  standard  of  service  has  propelled  us  to 
an  unmatched  pace  oj"  organic  growth  at  a  compounded 
annual  rate  of  more  than  IZ^Vc  over  the  past  33  years 
without  acquisition. 

\n  this  period  of  uncertainty,  safety  and  security  are 
top  priorities.  At  Guardsmark,  we  understand  that  any  facility 
is  only  as  secure  as  its  most  vulnerable  point.  Each  of  our 
employees  is  that  critical  ingredient  in  securing  some  facility 
somewhere.  Who  that  person  is,  what  that  person  thinks  and 
how  that  person  reacts  may  make  the  difference  between  calm 
and  calamity  in  many  situations.  Years  of  experience  have  proven 
to  us  that  only  by  nurturing  a  culture  of  management  excellence, 
team  diversity  and  ethical  commitment  can  we  attract  the  best 
and  most  responsible  people,  developing  the  highest  potential 
in  each  person  we  employ.  That  is  our  vision.  And  we  believe 
that  is  the  vision  you  want  for  your  security  partner. 


GUARDSIVIARK 

1 0  ROCKEFELLER  PLAZA,  NEW  YORK,  NEW  YORK  1 0020 
800-238-5878    www.guardsmark.com 
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HOCKEY  VALUATIONS 

FORBES  calculates  the  new  arena  has  increased  the  value  of 
the  Coyotes  by  48%  to  $117  million  from  our  $79  million  esti- 
mate last  year — the  lowest  in  the  four  major  pro  sports  leagues." 
The  current  value  still  puts  the  team  near  the  bottom  of  the 
league.  But  the  real  value  of  the  hockey  team  will  be  drawing 
people  to  Westgate,  the  223-acre  site  Ellman  is  developing  adja- 
cent to  the  arena. 

The  blueprint  for  Westgate  includes  1,100  hotel  rooms,  2  mil- 
lion square  feet  of  commercial  office  space,  plus  500,000  square 
feet  of  health  clubs,  movie  theaters  and  other  entertainment  facil- 


Wayne  Gretzky 

(second  from  right): 

Scoring  off  the  ice 

like  he  once  did  on  it. 


ities.  It  will  take  ten  years  to  complete  and  cost  an  estimated  $850 
million.  Also  in  the  works:  a  plan  to  move  football's  Arizona  Car- 
dinals, which  plays  in  Tempe,  to  the  site  as  weU. 

Much  like  casinos  that  make  big  money  from  boxing  fans 
who  gamble  on-site  before  and  after  title  bouts,  Ellman  hopes 
hockey  fans  will  stick  around  and  pump  dollars  into  the  West- 
gate  complex.  Says  Salvatore  Galatioto,  a  managing  director  of 
sports  banking  at  Lehman  Brothers,  "Everybody  understands 
that  if  you  have  a  sports  venue,  you're  going  to  draw  a  lot  of  peo- 
ple. So  everyone  is  trying  to  figure  out  how  you  trap  them." 

Ellman's  cost  basis  for  the  project  is  extremely  low.  He 
bought  the  land  for  $17.6  million,  or  $75,000  an  acre,  from  the 
Holcombs,  a  longtime  Glendale  farming  family.  After  the  pur- 
chase, Ellman  had  the  parcel  rezoned  for  commercial  use.  Its 
value  is  expected  to  double  m  four  years. 

Of  the  $850  million  in  development  costs,  Ellman  and  his 
partners  in  the  project,  who  include  hockey  legend  Wa>Tie  Gret- 
zky (who  owns  14%  of  the  Coyotes)  and  lerry  C.  Moyes,  chief 
executive  of  Swift  Transportarion,  are  on  the  hook  for  only  $100 
million.  The  rest  will  be  financed  by  public  bonds  that  will  be 
serviced  by  sales  taxes  generated  by  Westgate  and  the  new  arena. 

Maricopa  County,  where  Glend.ile  is  based,  has  the  highest 
per  capita  income  in  the  state,  13%  high-.-r  tban  Arizona's  aver- 
age. Says  the  50-year-old  Ellman,  a  grat'i).jte  of  Arizona  State 


University  who  has  lived  in  Phoenix  the  past  30  years,  "W 
[should]  make  $10  million  a  year  in  the  new  venue^and  I'lf 
hoping  that  the  real  estate  investment  returns  30%." 

Not  bad,  considering  Ellman,  who  concedes  he  isn't  a  biJ 
sports  fan,  wasn't  even  looking  to  own  the  Coyotes  or  buili 
Westgate  a  few  years  ago.  Back  in  1997  he  bought  a  dilapidatei 
mall  in  Scottsdale,-  a  suburb  on  the  eastern  border  of  Phoenix 
with  the  idea  of  getting  $350  million  from  the  taxpayers  to  de 
velop  the  property  and  then  flipping  it.  To  get  the  taxpayers  ti 
fund  his  venture,  he  persuaded  Richard  Burke,  who  owned  thi 
Coyotes  at  that  time,  to  agree  to  move  his  team  t< 
Scottsdale  if  a  new  arena  was  part  of  the  deal| 
Burke  and  the  taxpayers  wanted  in,  but  in  th 
end  Ellman  couldn't  get  the  zoning  he  needei 
from  the  city  council  to  build  a  new  mall. 

Ellman  then  hired  former  Arizona  attorne;^ 
general  Grant  Woods  to  shop  his  concept  U\ 
other  cities  in  the  state.  Meanwhile,  Burke  grev 
tired  of  pumping  capital  into  the  moneylosinfl 
Coyotes  and  starting  negotiating  with  Ellman  td 
sell  him  the  team.  Ellman  eventually  hooked  up 
with  Gretzky  to  buy  the  team  from  Burke  in  Feb! 
ruary  2001  for  $127  million.  Ellman  paid  a  rid 
three  times  revenue,  gambling  he  could  pull  ofc 
the  Westgate  project  and  a  new  arena  for  thfl 
Coyotes. 

Moyes  lent  Ellman  the  bulk  of  the  money  tfl 
buy  the  team.  But  it  was  Gretzky's  celebrity  status 
that  persuaded  Glendale  politicians  and  taxpayer:! 
to  go  ahead  with  the  project.  Says  James  Colsoni 
Glendale's  director  of  economic  development 
"Without  Gretzky  this  probably  would  not  have  happened 
Wayne  made  this  an  easy  sale  to  the  entire  community." 

Facing  big  operating  losses  and  a  payroll  of  $37  million  (th«i 
league  average  for  the  2000-01  season  was  $33  million),  Gretzky 
4 1 ,  hockey's  alltime  leading  scorer,  gutted  the  club  after  taking 
control  of  the  team's  day-to-day  operations.  He  traded  high- 
priced  veterans  Keith  Tkachuk  and  Nikolai  Khabibulin  in  favoi 
of  younger,  hungrier  and,  yes,  cheaper  players. 

Last  season  the  team  qualified  for  the  playoffs  with  the 
tenth-best  record  in  the  league,  despite  an  opening  day  payrol 
that  was  just  21st  at  $31  million.  This  year  a  raft  of  injuries  ha; 
the  Coyotes  off  to  a  slow  start,  but  don't  look  for  Gretzky  tc 
change  his  strategy. 

"I  don't  have  the  capacity  to  sign  free  agents  like  some  othei 
teams  have  the  luxury  of  doing,"  says  Gretzky.  "We  have  tc 
spend  more  time  turning  over  rocks  and  finding  young  talent 
and  older  guys  that  have  stumbled  but  still  have  some  upside." 
F.llman's  concept  should  have  a  positive  impact  on  othei 
hockc)  franchises.  Says  Lehman's  Galatioto,  "If  it  works  it  wil 
make  small-  to  mid-market  sports  franchises  in  suburban  areai 
more  attractive." 

Perhaps.  But  there's  only  one  Gretzky.  f 


Additional  reporting  by  Cecily  Fluke  and  Lesley  Kump. 


\ 
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BearingPoint  On 
Business  Empowered. 


In  today's  business  world, 
you  deserve  more  than  just 
consulting.  You  need  your 
business  to  be  empowered  with  the 
right  information.  You  also  need  a 
biKiness  partner  that  will  help  you 
to  align  your  business  and  systems  to 
your  desired  goals.  At  BearingPoint — 


formerly  KPMG  Consulting — 
it's  our  culture  to  deliver  the  right 
solutions  for  our  clients'  businesses. 
It's  the  same  way  we  have  operated 
for  over   100  years.   By  providing 


our  clients  access  to  the 
right  knowledge  and  infor- 
mation that  empowers  their 
employees  to  effectively  run  their 
business  systems.  Because  the  right 
information  brings  knowledge.  And 
knowledge  is  power.  Sharing  it  is 
empowerment. 


BearingPoint 


Formerly  KPMG  Consulting 
Business  and  Systems  Aligned.  Business  Empowered." 


STRATEGY   &   BUSINESS   PROCESS   I   CUSTOMER   RELATIONSHIP   MANAGEMENT  |   SUPPLY  CHAIN   MANAGEMENT  |   ENTERPRISE   SOLUTIONS 
INTEGRATION   SERVICES   I   INFRASTRUCTURE   SOLUTIONS   I   EMERGING   TECHNOLOGIES   I   MANAGED   SERVICES 


©  Copyright  2002,  BearingPoint.  Inc.  All  rights  reserved. 


1-866-BRNGPNT  |  www.bearingpoint.com 


THE  DEAL  THAT  CATAPULTED  DARYL 
A.  Katz  into  the  big  time  wasn't 
supposed  to  happen.  He  was  sitting 
in  a  conference  room  in  July  1997, 
a  little-known  36-year-old  nearing  the  end 
of  a  bidding  war  that  had  dragged  on  for 
months  for  a  struggling  Canadian  phar- 
macy chain  called  Pharma  Plus.  The  lawyer 
for  the  seller,  food  conglomerate  Oshawa 
Group,  entered  the  room  to  tell  Katz  once 
and  for  all  that  he  had  lost  the  auction.  Katz 
(pronounced  "cates")  locked  his  gaze  on 
him  and  asked  for  a  favor:  30  minutes. 

Katz  stepped  out  of  the  room  and 
phoned  a  friend  who  had  joined  a  domi- 
nant shareholder  of  publicly  traded  Osha- 
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wa  Group  in  some  philanthropic  work. 
Could  he  cajole  the  shareholder  to  inter- 
vene and  give  Katz  one  last  chance  to  bid? 
Half  an  hour  later  the  lawyer  told  Katz  that 
circumstances  had  changed.  Pharma  Plus 
could  be  his  if  he  anted  up  another  $3.5 
million.  With  financing  from  Toronto-Do- 
minion Bank  and  McKesson  Corp.,  Katz 
grabbed  the  141 -unit  chain  in  a  $70  mil- 
lion leveraged  buyout  and  more  than  dou- 
bled the  si/0  of  his  company. 

Such  resourceful  moves  have  helped 
turn  Edmonton,  Alta.-based  Katz  Group 
into  the  sever 'h  largest  pharmacy  chain  in 
the  Western  Hemisphere — in  just  a  decade. 
With  1,  ''1  'Vanchise  and  500  corporate 


stores,  Katz's  empire  operates  under  sevei 
separate  banners  from  Vancouver  ti 
Philadelphia  and  brought  in  $4  billion  ij 
systemwide  sales  last  year.  This  year  pri 
vately  owned  Katz  Group  will,  accordin 
to  people  close  to  the  company,  net  at  leas 
$100  million  on  net  revenue  of  $2  billior 
If  Katz  Group  traded  publicly,  it  would  b 
worth  $1.5  billion  at  lagging  industry  mul 
tiples — making  Katz,  who  owns  100%, 
very  rich  guy  at  age  41 . 

"Daryl  sits  up  there  in  Edmontoi 
building  an  amazingly  huge  business  whil 
staying  off  the  radar  screen,"  says  Bren 
Belzberg,  nephew  of  once-feared  corporat 
raider  Sam  Belzberg.  Brent,  who  runs 
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BearingPoint  On 
The  Get  It  Done  Culture. 


Our  clients'  success  drives 


our  own  success.  It's  what 


they  expect  and  deserve.  It's  part 
of  our  company's  foundation  that's 
deeply  rooted  in  getting  the  job  done 
right.  At  BearingPoint — formerly 


KPMG  Consulting,  Inc. — we  help 
our  clients  align  their  business  and 
systems  to  achieve  their  desired  goals. 


With  an  attitude  of  whatever  it  takes 


BearingPoint 


Formerly  KPMQ  Consulting.  Inc. 
Business  and  Systems  Aligned.  Business  Empowered." 


to   help   make   our  clients 
successful.  And  help  them 


navigate  through  the  tough  economic 
times.  Because  the  right  information 
brings  knowledge.  Knowledge  is 
power.  Sharing  it  is  empowerment. 
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SPECIAL  ADVERTISING  SECTION 
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Ricoh  Shows  That  Whafs  Good  for  the 
Environment  Can  Be  Good  for  Business  Too. 

At  Ricoh,  a  simple  environmental  philosophy  pervades  the 
company's  business  ethic:  Since  we  all  share  the  same  planet, 
we're  all  obligated  to  protect  and  preserve  it.  Summed  up 
as  "Our  Earth,  Our  Tomorrow,"  the  concept  is  straightforward  in  its 
logic,  but  how  can  it  be  translated  into  its  sustainable  management? 

The  search  for  an  answer  over  the  last  Copiers  equipped  with  QSU  (Quick  Start  Up) 

half  decade  has  led  the  Ricoh  Group  —  Technology  are  not  only  environnnentally 

one  of  the  world's  leading  suppliers  of  friendly,  but  compared  with  other  models, 

office  automation  equipment  and  sup-  they  start  up  quickly  —  needing  only  10 

plies  —  on  a  revolutionary  path.  While  it  seconds  to  begin  operating  from  the 

is  the  nature  of  business  to  earn  a  profit,  standby  mode.  In  fiscal  2001,  this  overall 


Ricoh  demonstrates  that  environmental 
conservation  and  profitmaking  can  go 
hand  in  hand. 

Energy-Saving  Equipment 

To  cut  electricity  usage,  Ricoh  has  devel- 
oped a  user-friendly  method  that  enables 
photocopy  machines  to  conserve  energy. 


decrease  in  electricity  requirements  by 
Ricoh  Group  products  worldwide  reduced 
carbon  dioxide  emissions  by  more  than 
16,000  tons.  For  its  earlier  efforts,  the 
company  won  a  1999  International  Energy 
Agency  award  for  developing  the  first 
copier  to  achieve  energy  consumption  of 
10  watts  or  less  while  on  standby. 


LEADERSHIP  WITH  A  "GREEN"  AGENDA 

The  Ricoh  Group  has  long  focused  on  helping  businesses  cooperate  and  share 
ideas  so  they  can  all  run  more  efficiently.  Since  1996,  under  the  leadership  of 
President  and  COO  Masamitsu  Sakurai,  this  approach  has  been  applied  toward 
the  environment. 

In  the  past,  says  Sakurai,  the  Ricoh  Group  "went  through  a  passive  stage  with 
regard  to  environmental  management;  we  dealt  with  legulations  and  respond- 
ed to  customers'  needs."  Next  came  a  proactive  ?'age,  he  says,  "in  which  we 
reduced  our  environmental  impact  i.v  olmtariiy  setting  ,  "gher  goals  in  envi- 
ronmental conservation  as  a  global  cmzt    . 

Today  the  Group  is  preparing  to  ent^,  vhat  S.^kurai  calls  the  "responsible 
stage,"  in  which  it  "strives  to  place  enviro: n. m  j|  and  economic  aspects  side  by 
side  and  pays  equal  attention  to  environmental  ■lons'^'vation  and  profitability." 


i\ 


Zero-Waste  to  Landfill 

If  a  product  could  be  manufactun 
no  waste  whatsoever,  there  would' 
loss  of  resources,  energy  or  labor, 
idea  is  not  only  sensible  economically, 
environmentally  as  well.  Such  a  proi 
was  implemented  at  Japan's 
Numazu  plant,  where  "zero-waste  t 
fill"  production  was  achieved  beginnir 
February  1999.  The  plant  was  abli; 
reduce  costs  incurred  by  production  lo! 
and  waste  elimination  by  $500,000  ay 
At  all  the  production  sites,  Ricoh  is  fa 
ing  on  efficiency  and  environmental^ 
servation  through  "The  Five  Rs":  thef 
"rejects"  anything  that  can  bea 
waste;  "returns"  anything  not  used  to 
pliers;  "reuses"  discarded  produ 
"reduces"  waste  by  sorting  the  good.1 
the  bad;  and  "recycles"  what  is  ultin| 
unusable.  By  adopting  these  measij 
Ricoh  has  achieved  "zero-waste  to  lai 
in  all  production  sites. 

The  Ricoh  Group  is  promoting  these 
other  environmental  management  \t 
not  just  for  itself,  but  because  it  wgi 
share  what  it  has  learned  with  otheri 
panies  around  the  globe.  "When  & 
employee  at  every  company  is  involvt 
this  endeavor,"  says  Masamitsu  Sak 
president  and  COO,  "then  we  will 
progress  in  the  global  environment."! 

For  more  information  on  Ricoh's  cof 
vation  programs  around  the  world,  visr 
Web  site  at  www.ricoh.com/ecology/. 
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With  a  series  of  simple  clicking  sounds,  he  can 
teach  a  force  of  200  men  to  hunt,  to  treat  an 
illness,  even  how  to  find  an  appropriate  mate. 

How  well  do  you  share? 


Chief  Obijol's  method  of  disseminating  critical 
information  works  exceedingly  well  to  keep 
his  organization  on  the  same  page.  For  others, 
sharing  documents  and  images  more  effectively 
might  be  a  good  place  to  start. 


nmm 

Image  Communication 


www.ricoh-usa.com  featuring  Alicio'solutions 
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DARYL  KATZ 


$  1 20  million  private  equity  firm  in  Toronto, 
has  helped  Katz  gain  entree  into  the  U.S. 

Katz  is  a  study  in  vivid  contrasts.  Gre- 
garious and  energetic,  he  shuns  publicity 
and  politics.  He  is  a  fast  talker  who  drives 
his  wife's  Mercedes  S600  at  a  slug's  pace. 
His  name  is  on  his  holding  company,  but 
not  on  his  stores,  which  retain  whatever 
name  they  have  always  had.  Katz  is  a  quiet 
family  man  (married,  with  twins)  who 
still  asks  his  dad  for  advice.  But  he  bullies 
those  who  get  in  his  way:  He  recently 
threatened  Edmonton  city  officials  that  if 
they  didn't  change  the  zoning  of  300  acres 
he  wants  to  develop  into  residential  hous- 
ing, he  would  set  up  a  pig  farm.  Said  to 
be  a  committed  philanthropist  who  does- 
n't reveal  his  causes,  he  is  buOding  a  man- 
sion next  to  the  modest  house  of  the 
father-in-law  he  admires. 

He  relies  on  a  simple  formula.  Locate 
distressed  assets  at  fire 
sale  prices,  then  find  al- 
lies to  finance  a  buyout 
and  turn  around  the 
troubled  chain.  Katz 
looks  for  three  things  in 
an  acquisition:  layers  of 
management  that  can 
be  cut,  serial  misman- 
agement and  stores  in  a 
growing  market. 

The  son  of  a  phar- 
macist who  himself 
owned  a  small  group  of 
stores,  Katz  got  a  law  de- 
gree from  University  of  Alberta.  By  1991 
he  was  practicing  franchise  law  and  dab- 
bling in  the  fi-ozen-yogurt  business,  when 
he  read  a  trade  publication  that  ranked 
Medicine  Shoppe  International  a  top  ft-an- 
chisor  of  retail  pharmacies.  Katz  called 
David  Abrahamson,  Medicine  Shoppe's 
chief  executive,  to  see  if  he  could  buy  the 
Canadian  franchise  rights — only  to  find 
out  that  Abrahamson  was  about  to  sell 
those  rights  to  a  Montreal  businessman. 

Katz  acted  quickly,  enlisting  his  father, 
Barry,  and  getting  the  Pi  )vince  of  Alberta's 
venture  capital  unit  to  joir.  him  as  an  equity 
partner  to  lend  credibility  and  heft.  "I 
needed  to  go  in  there  with  sirens  blaring 
because  they  were  going  to  sign  a  deal  witli 
someone  else,"  Kal/  rxplains.  Ho  negoti- 
ated a  deal  in  which  he  would  pay  Medi- 
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By  the  Numbers 
Coming  to  America 


Katz  thinks  his  firm's  future 
lies  south  of  the  49th  parallel. 

^^^^  ystemwide 
sales  in  the 

wA'j      The  total  number  of 
pharmacies  in  America. 

The  share  of  sales  that 
come  from  the  U.S. 

Source:  Katz  Group. 


cine  Shoppe  $300,000  plus  a  share  of  prof- 
its to  get  the  Canadian  rights,  and  later 
bought  out  Alberta's  stake. 

As  he  was  signing  one-store  proprietors 
to  his  Medicine  Shoppe  network,  Katz  real- 
ized there  were  profits  to  be  had  in  the 
paper-shuffling  end  of  reimbursement, 
claims.  So  he  cut  a  deal  with  Express  Scripts, 
the  St.  Louis  pharmacy-benefit  manager,  to 
help  it  enter  the  Canadian  market,  then  got 
Scripts  to  buy  him  out  of  the  contract.  By 
1996  Katz  made  enough  money  from  his 
Medicine  Shoppe  and  Express  Scripts  deals 
to  buy  the  36  Canadian  stores  of  Rexall,  a 
chain  that  got  inventory  fi-om  San  Francisco 
drug  wholesaler  McKesson. 

The  McKesson  connection  proved 
crucial  a  year  later  when  Pharma  Plus  was 
put  on  the  auction  block.  McKesson  had 
just  built  up  its  distribution  machine  in 
Ontario,  and  Pharma  Plus  was  its  biggest 
customer  there.  Since 
the  Katz  Group  was  the 
only  bidder  that  did  not 
have  its  own  distribu- 
tion network,  Katz  rea- 
soned McKesson  might 
back  him.  It  came 
through  with  credit 
support  for  the  deal,  let- 
ting him  borrow  from 
Toronto-Dominion  on 
Pharma  Plus'  inventory 
and  receivables,  and 
partly  on  McKesson's 
balance  sheet,  too. 
The  day  after  the  deal  closed  Katz  had 
about  $60  million  in  debt,  146  unprofitable 
Pharma  Plus  stores — and  nobody  to  run 
them.  He  hired  Norman  Puhl,  who  had 
run  a  rival  chain,  Big  V.  At  Pharma  Plus  he 
cut  costs  and  halved  corporate  staff.  Puhl 
took,  say,  a  5,000-square-foot  store  in  the 
suburbs  of  Toronto  and  moved  it  across 
the  street  to  a  10,000-square-foot  store.  His 
efforts,  says  Katz,  have  doubled  the  chain's 
annual  sales  per  store  to  $3.5  million  in  the 
last  five  years,  and  made  it  profitable. 

Katz  continued  to  tap  U.S.  funding 
when  he  bid  on  Canada's  largest  pharmacy 
chain,  Shoppers  Drug  Mart.  Brent  Belzberg 
introduced  him  to  lames  Lee,  then  vice 
chairman  at  Chase  Manhattan.  "Anyone 
ever  lose  money  on  you,  kid?"  Lee  asked 
Katz  before  arranging  a  syndicate  to  lend 


him  $1.6  billion.  But  Katz,  who  would 
had  to  cede  equity  in  the  deal,  had  secoi 
thoughts.  (Kohlberg  Kravis  Roberts  & 
won  the  bid.)  "I  had  the  money  and  evei 
body  was  pushing  me  to  do  it,"  Katz  n 
calls.  "But  it  was  above  my  price." 

A  better  opportunity  came  along 
1999.  Snyders  Drug  Stores,  a  moneylos: 
chain  of  54  units  in  places  like  Minnesol 
Michigan  and  Wisconsin,  met  Katz's  cril 
rion  of  paying  no  more  than  25%  of  sali 
He  got  it  for  $50  million  and  hired  G 
don  D.  Barker,  the  retired  chief  of 
Payless  Drug  Stores,  to  run  it.  Barker 
built  Snyders  by  refurbishing  stores,  ad 
drive-through  vnndows  and  keeping  ph; 
macies  open  24  hours,  expanding  sami 
store  sales  10%  in  each  of  the  last  two  y« 
He  also  cut  costs  by  exploiting  K; 
Group's  increasing  buying  power. 

Today  the  company  controls  265  ph; 
macies  in  the  lower  48,  thanks  to  last  ye; 
buyout  of  Drug  Emporium.  The  big  b 
pharmacy  discounter  was  buffeted  by  a 
million  flirtation  with  Internet  retailing 
competition  fi-om  Wal-Mart.  When  Barl 
phoned  about  acquiring  the  chain  he  coi 
hear  Katz  typing  on  his  PC  in  his  Edmoi 
ton  office,  checking  the  price  of  Drug  Ei 
porium's  bonds,  then  trading  around 
cents  on  the  dollar.  "We  should  buy 
whole  thing,"  Katz  yelled.  They  ended 
with  77  of  the  best  stores,  about  60%  of 
lot,  and  enough  for  the  bankruptcy  trusi 
to  pay  bondholders  22  cents  on  the  do^ 
in  the  $21  million  buyout  (which  did  n( 
include  an  undisclosed  amount  of  tra 
debt).    Once    again    McKesson    cam 
through,  this  time  with  $40  million  ii 
credit  support. 

No  recent  acquisitions.  Katz  lost  ou 
on  a  bid  in  July  for  the  bankrupt  Phar 
Mor  to  a  group  headed  by  Giant  Eagle 
C\'S.  He's  been  busy  rationalizing  earli 
purchases,  wringing  better  prices  fro: 
suppliers  like  Johnson  &  Johnson  (wb 
products  he  threatened  to  pull)  and  sigl 
ing  new  franchise  deals  with  960  of  th 
1 ,200  members  of  Drug  Trading,  a  Cans 
dian  co-op  he  bought  for  S 14  million 
I  do  nothing  but  keep  buying  indeper 
dents,  I  can  double  my  sales  in  five  years, 
he  says.  His  overworked  executives  hope 
that's  all  he  does.  But  they  know  he  is 
unlikely  to  sit  still  for  long.  F 


Wouldn't  it  be  nice  if  you 
i  send  video  messages  through  your  UMTS  mobile  phone?  For 
iple  to  the  display  on  the  Internet  refrigerator  from  LG. 


home-netv\/ork 


Life's  becoming  even  easier  than  ever  before 

thanks  to  the  intelligent  networking  of  digital  products  from  LG. 

You  can  find  out  how  under:  vuwuu.lge.com 


Digitally  yours 


NVHSTOKS  IN  I'lUM  CRHKK  TIMBHR 
had  every  reason  lo  be  upset  last  month 
when  chief  executive  Richard  Holley 
announced  the  quarterly  dividend 
would  be  cut  to  35  cents  from  57,  slic- 
ing the  yield  to  5.8"/i)  from  9.8%.  Since 
1989  this  Seattle-based  real  estate  in- 
vestment trust  has  returned  an  imprcs- 
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long-cherished 

dividend.  Then  the 

stock  goes  up. 

What  gives? 

BY  PHYLLIS  BERMAN 


sive  average  19%  annually  to  shareholders,  in 
eluding  dividends  and  stock  appreciation. 

But  Holley,  50,  a  former  auditor  for  Gen 
era]  Electric,  had  litde  choice.  With  the  timbe 
market  glutted  by  Canadian  imports — de-i 
spite  a  27%  tariff  imposed  in  May — Plum 
Creek's  log  prices  had  hit  near-record  lows. 
At  $525  per  thousand  board  feet,  Douglas  fir! 


ting  pretty: 

im  Creek  Timber's  Richard  Holtey. 

vlogs,  for  instance,  hadn't  been  so  low  since 
92.  Since  \irtually  all  the  company's  income 
nsists  of  capital  gains  from  timber  sales  to 
:orgia-Pacific  (logs).  Home  Depot  (liim- 
r)  and  Riverwood  International  (pulp- 
od),  the  soft  market  had  taken  a  huge  toU 

Plum  Creek's  abilit}'  to  generate  cash.  Had 
lUey  continued  the  dividend  at  the  old  rate, 
98  milhon  (revenues)  Plum  Creek  would 

e  paid  out  S420  million  in  dividends  over 

last  12  months,  against  S250  million  in 
erating  income,  in  the  sense  of  net  before 
preciation,  interest  and  taxes. 

"Of  course  we  couldn't  keep  paying  out 
are  than  we  took  in,"  he  says,  "but  dropping 
;  dividend  was  the  hardest  business  decision 
a\e  ever  had  to  make."  Says  Steven  Cher- 
ver,  an  analyst  for  Great  Falls,  Mont.-based 
A.  Davidson:  "Here  was  this  company  that 
d  been  paying  out  ever- increasing  dividends 
d  suddenly  had  to  reverse  itself"  Spun  off 
)m  Burlington  Resources  in  1989  as  a  mas- 
■  limited  partnership,  Plum  Creek  became  a 
IT  in  1999  and  last  year  merged  with  the 
nber  operations  of  Georgia-Pacific.  Plum 
eek  now  has  7.8  million  acres  in  19  states. 
s  the  second-largest  private  owner  of  tim- 
r  in  the  country,  after  International  Paper 

So  did  investors  revolt  at  the  dividend 
ws?  Hardly.  The  stock  actually  bounced  up 

I  the  news — from  a  low  (before  the  an- 
)uncement)  of  S18  per  share  on  Oct.  10  to  a 
cent  $24  per  share. 

Why  would  that  happen?  Hidden  behind 
e  cut  was  some  good  news.  Plum  Creek  is 

II  paying  a  handsome  return.  That  5.8%  an- 
lal  yield  is  taxed  only  at  a  capital  gains  rate 

20°'o — a  big  plus  for  investors  in  high-tax 
ites  like  New  York  or  California.  Moreover, 
ost,  analysts  believe  the  timber  industry, 
)vering  near  its  cyclical  low,  will  almost  cer- 
inly  bounce  back  within  the  next  year  or  so, 
suming  housing  demand  remains  strong, 
le  Hancock  Timber  Resource  Group,  a  sub- 
diary  of  the  insurance  company,  notes  that 
iring  the  last  21 -year  period,  the  return  on 
nber  investment  has  averaged  13.3%,  versus 

.6%  for  stocks. 
Over  the  short  term  look  for  Plum  Creek 

keep  more  trees  in  the  ground.  On  aver- 
ie  the  company  harvests  18  million  tons  to 
)  million  tons  of  timber  annually,  or  about 
Vo  of  its  holdings.  But  Holley  will  tweak  that, 

pending  on  prices.  He  figures  his  trees  grow 


7%  a  year  on  average.  So  even  if  Plimi  Creek 
is  forced  to  wait  to  harvest  until  prices  go  up, 
the  return  from  waiting  wUl  be  far  greater 
than  just  the  price  increase  alone. 

While  he  waits  Holley  has  plenty  of  land 
to  sell  off  for  other  uses — about  400,000 
acres,  or  about  5%  of  Plum  Creek's  total 
holdings.  He  estimates  that  parcels  for  devel- 
opment wUl  go  for  anywhere  from  2  to  20 
times  what  it  could  get  from  timberland  val- 
ues alone,  up  to  $24,000  an  acre. 

So  last  year  Holley  hired  Thomas 
Lindquist,  a  seasoned  executive  from  Tram- 
mell  Crow,  the  big  real  estate  company.  "We 
won't  build  houses,"  Lindquist  says.  "What 
we  will  do  is  develop  some  parcels  of  property 
up  to  the  point  others  can  do  so." 

For  example,  the  company  has  subdivided 
land  that  was  once  part  of  the  Cypress  Creek 
Ranch  in  Texas  into  5-acre  parcels;  it  is  getting 
three  times  what  the  timber  itself  would  bring 
and  retaining  the  right  to  harvest  some  tim- 
ber on  a  50,000-acre  parcel  that  landowners 
will  use  for  hunting. 

Plum  Creek  owns  lots  more  of  that  kind 
of  property,  much  of  it  fronting 
lakes  in  Maine,  Wisconsin  and 
Montana;  it  is  one  of  the  largest 
private  owners  of  lakefront  prop 
erty  in  the  nation.  So  with  returns  from 
timber  depressed,  revenues  from  real  estate 
sales  will  increase  to  $90  million  this  year,  up 
from  $83  million  last  year. 

Does  this  mean  Plum  Creek  is  slowly  liq- 
uidating itself?  Hardly.  At  the  same  time  the 
company  has  been  selling,  it's  also  been  adding 
to  its  lan^  holdings.  Last  year's  $3.6  billion 
merger  with  Georgia-Pacific's  timber  opera- 
tions doubled  its  timber  holdings.  "Just  be- 
cause lumber  prices  have  been  depressed,  the 
same  isn't  true  for  timber  land,"  he  explains. 
"We  are  very  conservative.  We  won't  overpay." 
Plum  Creek  has  $270  million  in  cash  and  total 
debt-to-capital  of  40%,  compared  with  54% 
for  International  Paper  and  66%  for  Weyer- 
haeuser. "We're  underleveraged,"  says  HoUey. 

While  land  prices  remain  high,  and  the 
price  for  the  timber  it  produces  low,  Holley 
will  bide  his  time.  When  he  announced  the 
dividend  cut  he  also  announced  that  he  was 
authorizing  $200  million  of  company  capital 
to  buy  up  Plum  Creek's  own  shares,  aU  of  the 
purchases  with  cash  thrown  off  by  the  busi- 
ness, not  borrowed  money.  "The  cheapest 
way  to  own  timber,"  says  HoUey,  "is  [for  us] 
to  buy  Plum  Creek  shares."  F 


It  was  1997  when  Plum  Creek 

learned  that  something  called  the 
bull  trout  would  be  put  on  the 
endangered  species  list.  Uh-oh. 
This  large-mouthed  fish  is  very 
finicky:  The  adult  needs  temper- 
atures lower  than  64  degrees  to 
thrive;  its  eggs  need  an  even 
colder  clime.  Bad  news  for  Plum 
Creek,  since  it's  the  largest 
known  private  owner  of  bull  trout 
habitat. 

So  Chairman  Richard  Holley, 
who  believes  "the  way  to  manage 
regulation  is  to  get  in  front  of  it," 
began  to  negotiate  a  Habitat  Con- 
servation Plan,  or  HCP,  with  the 
U.S.  Fish  &  Wildlife  Service  and 
the  National  Marine  Fisheries 
Service.  An  HCP  gives  a  company 
the  right  to  "violate"  certain  as- 
pects of  the  Endangered  Species 
Act.  This  allows  Plum  Creek  to 


"incidentally  harm"  fish  in  return 
for  taking  steps  that  would  result 
in  a  net  gain  to  the  fish's  habitat 
over  30  years.  Plum  Creek  signed 
the  deal  two  years  ago. 

But  of  course  that  wasn't  the 
end  of  it.  This  year  Trout  Unlimited 
and  the  Pacific  River  Councils 
said  they'd  sue  the  two  govern- 
ment agencies  because  Plum 
Creek's  HCP  was  too  vague.  In  a 
preemptive  strike,  Plum  Creek 
filed  a  suit  of  its  own  in  the  U.S. 
District  Court  of  Idaho,  naming 
both  the  government  agencies 
and  the  environmentalists  as  de- 
fendants, asking  the  court  to  de- 
clare its  plan  valid. 

Now  the  nonprofits  are  de- 
manding that  Plum  Creek  with- 
draw its  lawsuit.  The  argument? 
There's  no  controversy,  since  the 
two  environmental  groups  haven't 
yet  filed  suit.  Stay  tuned— as  the 
bull  trout  joins  the  spotted  owl  as 
one  of  the  most  litigated  species  in 
the  history  of  the  Endangered 
Species  Act.  —P.B. 
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The  260-hp  Acura  TL  Type-S.  Most  cars  simply  get  you  from  here  to  there.  For  those  who  enjoy  every  pie(  *'trii 


pavement  in-between,  there's  the  TL  Type-S.  It  sports  a  robust  260-hp  V-6,  an  aggressively  styled  exterior  and  a 
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er-trimmed  interior.  Add  to  that  the  available  OnStar'®  service,  laser-quick  acceleration  and  handling  so  precise,  it's 
i<;ally  telepathic.  Thank  you,  Mr.  Cartographer,  Call  1-800-TO-Acura  or  visit  acura.com.     vG/X\I^LJHX\ 


MODERN  TIMES 


The  Technophobes 

A  guide  to  assorted  Luddites,  labor  monopolists, 
muddled  intellectuals  and  otherworldly  pietists  who  kept 
resisting  modernity  even  as  it  overwhelmed  them. 


BY  DAN  SELIGMAN 

IT  IS  HARD  TO  RESIST  TECHNOLOGY'S 
endless  landslide,  but  people  keep  trying. 
Why?  One  discerns  four  possible  reasons: 
FIRST  CASE:  The  new  technology 
threatens  the  material  interests  of  some 
groups.  An  esoteric  example,  now  largely 
forgotten,  arose  from  the  sudden  popu- 
larity, early  in  the  last  century,  of  mar- 
garine. Based  on  vegetable  oils,  the  new 
spread  obviously  represented  big  trouble 
for  butter.  The  dairy  industry  responded 
by  attacking  margarine  as  a  threat  to 
healthy  diets — this  was  before  Americans 
had  heard  of  cholesterol — and,  since  the 
new  stuff  looked  like  butter,  as  an  exercise 
in  consumer  fraud.  Allegedly  to  forestall 
fraud,  but  actually  to  make  the  new  com- 
petitor seem  as  weird  as  possible,  dairy 
lobbyists  persuaded  many  state  legisla- 
tures to  outlaw  yellow  margarine,  and  so 
many  a  consumer  had  to  take  home  white 
vegetable  fat  and  add  yellow  food  color- 
ing on  the  kitchen  counter. 

Less  esoteric  and  more  pervasive  were 
wars  against  new  technologies  that  threat- 
ened jobs.  A  typical  union  reaction  was  to 
demand  that  new  work  be  found  for  the 
suddenly  redundant  employees,  even  if  the 
new  work  was  of  no  economic  value.  So 
we  entered  the  era  in  which  newspaper 
publishers  were  stuck  with  typographers 
whose  job  was  to  set  "bogus"  type.  Or 
sometimes  not  even  that.  Thirty  years  ago 
there  was  a  place  in  the  New  York  Times 
building  called  the  Rubber  Room.  The  ref- 
erence, you  will  (possibly)  be  relieved  to 
hear,  was  to  rubbers  of  bridge.  It  seems 
that  members  of  the  prinling-trade  union 
would  report  for  work,  play  bridge  for 
eight  hours,  then  go  home. 

The  Rubber  Room  was  m.uic  possible 
by  two  French  inventors,  Rene  1  ii!;(>iiri'.t 
and  Louis  Moyroud,  who  developed  >i 
machine,  ultimately  called  the  Photon, 
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that  set  characters  electronically  on  film. 
It  eliminated  the  need  for  the  kind  of  arti- 
sans who  had,  for  the  previous  500  years, 
moved  metal  type  around.  Unable  to  get 
financing  in  France,  the  inventors  crossed 
the  Atlantic,  and  soon  had  American 
newspaper  publishers  panting  to  get  in  on 
the  Photon.  The  device  could  spin  out 
type  at  least  four  times  faster  than  the 
Linotype  machine.  It  could  be  operated 
by  inexpensive  clerical  workers  hired  off 
the  street  in  place  of  the  high-paid  mem- 
bers of  the  International  Typographical 


Union.  The  Photon  re 
resented  disaster  for 
ITU,   and   the   unioiH 
New  York  Local  6,  run 
hardball  player  Bertrai 
Powers,  led  a  strike  fro! 
1962  to  1963  that  sh 
down  all  New  York  City 
newspapers  for  114  days 
and  terminated  the  lil 
of  New  York's  Mirm 
The   union   ultimatel 
won  lifetime  emplov  ' 
ment  contracts  for  print 
ers,  many  of  whom  took 
up  bridge. 

SECOND   CASE:    The] 
new      technology      is 
thought  to  be  unhealthyjj 
Here  the  paradigmatic 
examples  were  DDT  and 
other  pesticides,  and  thei 
principal  adversary  was 
Rachel  Carson,  author  of 
the  1962  bestseller  Silent 
Spring.  The  book  inspire 
the  creation  of  the  En 
ronmental     Protectio! 
Agency  and  the  enviro: 
mental  philosophy  of  A 
Gore.  Carson,  a  marin^ 
biologist  by  training,  wrote  with  a  kind  of 
poetic  power  and  scared  the  socks  off 
diousands  of  readers  with  apocalyptic  pas- 
sages like:  "One  of  the  most  sinister  f(?a^ 
tures  of  DDT  and  related  chemicals  is  the 
way  they  are  passed  on  from  one  organism  flf 
to  another  through  all  the  links  of  the 
food  chain.  ...  The  breast-fed  human 
infant  is  receiving  small  but  regular  addi- 
tions to  the  load  of  toxic  chemicals  build- 
ing up  in  his  body.  . . .  There  has  been  no 
such  parallel  situation  in  medical  history. 
No  one  yet  knows  what  the  ultimate 
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consequences  may  be." 

Fortifying  this  dreadful  storyline  was 
the  fact  that  Carson  died  two  years  after  the 
book's  publication — of  breast  cancer.  Many 
environmentalists  think  that  toxic  chemi- 
cals are  an  important  cause  of  breast  cancer. 
DDT  was  banned  in  the  U.S.  in  1972. 

But  today  the  Carson  argument  is 
seriously  suspect.  DDT  has  been  enor- 
mously successful  in  wiping  out  malaria 
in  undeveloped  countries  worldwide — 
no  other  pesticide  does  the  job  as  well — 
and  there  is  no  evidence  that  this  huge 
benefit  has  been  offset  by  increased  can- 
cer rates.  It  is  not  clear  that  DDT  is  car- 
cinogenic to  humans,  and  if  it  is,  the 
effect  is  clearly  weak.  The  World  Health 
Organization  has  found  that  "the  only 
confirmed  cases  of  injury  [from  DDT] 
have  been  the  result  of  massive  acciden- 
tal or  suicidal  ingestion."  An  interesting 
question  is  whether  Rachel  Carson's  pol- 
icy influence  might  actually  have 
increased  the  incidence  of  cancer.  It  now 


of  the  school  was  Paul  Ehrlich  of  Stan- 
ford, a  tireless  pessimist  who  was  end- 
lessly arguing,  just  like  Thomas  Malthus 
(1766-1834),  that  natural  resources  are 
limited  but  there  is  no  natural  limit  to 
human  populations — so  it  is  only  a  ques- 
tion of  time  before  we  have  overcrowd- 
ing, famine  and  pestilence.  In  his  1968 
book  The  Population  Bomb,  Ehrlich  said 
it  was  already  too  late  to  prevent  huge 
worldwide  famines  in  the  1970s.  ("The 
battle  to  feed  all  of  humanity  is  over.  In 
the  1970s  and  1980s  hundreds  of  millions 
of  people  are  going  to  starve  to  death  in 
spite  of  any  crash  programs  embarked 
upon  now.")  Ehrlich  had  an  equation  to 
prove  it:  I  =  PAT.  That  means  the  Impact 
of  growth  can  be  quantified  by  looking  at 
Population  multiplied  by  Affluence  (i.e., 
consumption)  and  multiplied  again  by 
Technology. 

The  grim  Malthusian  argument  that 
growth  means  starvation  climaxed  in  a 
1972  book  by  the  Club  of  Rome,  The 


Paul  Ehrlich's  equation  said 
hundreds  of  millions  would  starve. 


seems  clear,  at  least,  that  the  pesticides 
she  was  concerned  about  had  little  if  any 
effect  on  cancer,  while  restricting  use  of 
pesticides  raises  the  price  and  reduces 
the  consumption  of  fruits  and  vegeta- 
bles— which  are  important  inhibitors  of 
cancer. 

Echoes  of  these  40-year-old  argu- 
ments may  be  picked  up  nowadays  in  the 
worldwide  debate  over  the  safety  and 
legitimacy  of  genetically  modified  foods. 
While  few  would  deny  that  we  need  to 
pursue  research  on  the  long-term  health 
effects  of  such  foods,  the  evidence  thus  far 
plainly  shows  that  the  new  technology 
holds  considerable  promise  of  lowering 
fruit  and  vegetable  costs,  and  thus 
enhancing  human  health. 

THIRD  CASE:  New  technologies  are 
resisted  because  they  are  viewed,  cor- 
rectly, as  fostering  economic  growth,  and 
growth  is  viewed,  incorrectly,  ,is  bad  for 
the  human  species. 

Prominent  on  the  antigrowth  tratk 
was  Lester  Brown,  founder  of  the  World- 
watch  Institute.  Another  famous  member 
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Limits  to  Growth,  spelling  out  the 
timetable  on  which  the  world  would  run 
out  of  this  or  that  essential  raw  material. 
It  sold  12  million  copies  in  37  languages. 
But  it  was  all  involved  nonsense,  and 
Ehrlich  had  the  bad  luck  to  demonstrate 
his  folly  by  making  a  bet  guaranteed  to 
get  extensive  media  coverage.  The  bet  was 
with  economist  Julian  Simon  of  the  Uni- 
versity of  Maryland.  Both  men  agreed 
that  if  Ehrlich's  model  of  the  problem 
was  valid,  then  basic  commodities  would 
be  increasingly  scarce  and  rising  in  price. 
Simon's  data  told  him  that,  on  the  con- 
trary, commodity  prices  were  in  contin- 
ual decline,  and  he  offered  to  bet  $1,000 
that  any  raw  materials  one  picked  would 
decline  in  price  (in  real,  inflation- 
adjusted  terms)  over  a  period  of  at  least  a 
year.  Ehrlich  and  two  of  his  colleagues 
sprang  for  the  deal  and  said  that  a  "bas- 
ket" of  chromium,  nickel,  copper,  tung- 
sten and  tin  would  rise  in  price  over  a 
ten-year  period.  They  lost  ignominiously: 
The  real  price  of  every  one  of  the  metals 
declined  during  the  decade.  Far  worse, 


' 
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from  Ehrlich's  point  of  view  if 
humanity's,  was  the  subsequent  relentl( 
improvement  in  living  standards  worl 
wide.  In  place  of  famine  and  death 
global  population  has  seen  a  stea 
increase  in  per  capita  calorie  consum 
tion  (up  24%  since  1961  and  up  38% 
developing  countries).  Life  expectar 
has  also  grown  steadily,  from  around 
years  in  1900  to  67  in  2000. 

FOURTH  CASE:  The  technology 
said  to  offend  religious  faith.  It  is  alwi 
possible  to  find  a  certain  number  of  env 
ronmentalists  identifying  their  own  po' 
icy  prescriptions  with  God's  will,  or  tc 
find  preachers  in  pulpits  with  stro: 
views  about  our  need  to  embrace  ti 
Kyoto  Protocol  on  global  warming.  Righl 
now  the  religion/technology  nexus  ii 
conspicuously  embodied  in  a  mucW 
hyped  coalition  of  Christian  and  Jewis 
groups  that  is  "linking  fuel  efficiency  t 
morality,"  as  the  New  York  Times  put  i 
and  positing  that  Jesus  would  not  drive 
sport  utility  vehicle. 

And  yet  it  is  possible  to  point  to 
least  one  religious  group  that  has  had! 
fair  amount  of  success  in  resisting  tech  I 
nology.  Not  total  success,  but  definite! : 
above  average.  The  group  in  question  | 
the  Pennsylvania  Dutch — the  Mennoi 
ites  of  Lancaster  County,  and  especi 
the  Amish.  Back  in  1919  the  Amish  mai 
a  fateful  decision  to  turn  their  backs  or 
electricity  and  declined  to  connect  theii 
farms  to  the  power  grid.  They  still  i^ 
without  electricity,  cars  or  flush  toilei 
and  their  principal  farm  equipment  is 
horse-drawn  tractor  with  metal  whe 
They  resist  modernity  because  easy  aco 
to  the  outside  world  could,  in  the  wo 
on  an  Amish  Web  site,  "lead  to  manj 
temptations  and  the  deterioration  a 
church  and  family  life."  i 

The  Amish  and  other  Mennonite 
make  up  a  small  fraction  of  the  popula 
tion,  but  a  sizable  number  of  peopli 
embrace  environmentalism  with  i 
quasireligious  fervor  that  opposes  tech  6Ai 
nological  progress  on  the  theory  that  thi 
good  old  days  of  horse-drawn  sleigh 
were  less  sinful.  Whether  such  believer 
would  be  willing  to  accept  30-year  lif 
spans  as  a  price  for  turning  the  clocl 
back  is  another  matter.  I 
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Fear  &  Greed  By  Joe  Queenan 

Lord  Charles 


FOR  MORE  THAN  A  YEAR  HARVEY  PITT,  THE  UNPOPULAR 
Securities  &  Exchange  Commission  chairman,  fended 
off  critics  clamoring  for  his  resignation.  Despised  by 
Democrats,  viewed  as  a  poHtical  Habiiity  by  many 
Republicans  and  widely  distrusted  by  investors  of  all 
ideological  stripes,  Pitt  seemed  determined  to  gut  it  out  for  as 
long  as  possible. 

But  then,  on  the  eve  of  George  Bush's  midterm  electoral 
sweep,  a  cataclysm  occurred.  When  he  least  expected  it,  just  as 
the  President  who  had  appointed  him  to  his  SEC  post  was  gear- 
ing up  to  smash  the  Democratic  party  to  smithereens, 
Pitt  received  a  disturbing  call 


Insiders  say  phone 

calls  from 

The  Terminator 

were  also 

instrumental  in 

Andrew  Cuomo's 

decision  to  drop  out 

of  the  New  York 

gubernatorial  race. 


from  New  York's  ranking 
Democratic  senator,  Charles 
E.  Schumer. 

Schumer,  a  man  who  had 
admired  the  SEC  chief  so 
much  that  he  once  referred  to 
him  as  "the  Zeus  of  the  field," 
not  only  telephoned  Pitt  and 
told  him  to  resign,  but  relayed 
the  substance  of  the  conversa- 
tion to  the  New  York  Times. 
From  that  moment  on  Pitt 
was  a  goner.  He  had  ignored 
the  catcalls  of  political  rivals, 
the  whispering  campaign  of 
supposed  aUies  and  the  coarse 
epithets  of  the  feckless 
hoi  polloi.  But  once  Chuck 

Schumer  got  on  the  horn,  his  fate  was  sealed.  Like  Napoleon  at 
Waterloo,  like  Cornwallis  at  Yorktown,  like  Hannibal  at  Zama, 
Pitt  knew  that  it  was  time  to  throw  in  the  towel. 

Though  it  may  come  as  a  shock  to  the  public,  this  was  not 
the  first  lime  that  a  surprise  phone  call  from  Chuck  (The  Ter- 
minator) Schumer  had  persuaded  an  entrenched  egomaniac  to 
fall  on  his  sword.  It  is  now  widely  believed  that  the  New  York 
Mets'  volatile  skipper,  Bobby  Valentine,  agreed  to  surrender  the 
helm  last  summer  only  after  Schumer  (who  had  once  labeled 
him  "the  Prometheus  of  the  field")  rang  up. 

"Bobby  could  ignore  the  fans,  the  media  and  even  the  emi- 
nences grises  that  run  the  Mets,"  says  one  source.  "But  once 
Chuck  Schumer  got  on  the  phone  and  told  him  to  fold  his  tent, 
Bobby  V.  took  the  pipe.' 

hisiders  say  that  phone  calls  from  The  Terminator  were  also 
instrumental  in  Andrew  Cuomo's  decision  to  drop  out  of  the 
New  York  gubernatorial  race.  Fox's  decision  to  cancel  Ally 
McBcal  and  Rosie  O'Donneli's  decision  to 
step  down  as  editor  of  Rosie  magazine. 
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"Rosie  could  have  survivedf 
the  declining  ad  pages,  the  cat- 
astrophic drop  in  circulation 
and  the  fact  that  just  about 
everybody  in  America  hated 
her,"  says  a  sapient  magazine 
industry  observer.  "But  after 
she  got  that  midnight  phone 
call  from  Chuck,  who  had 
once  referred  to  her  as  'thi 
Narcissus  and  Goldmund 
the  field,'  Rosie  knew  it  wal 
time  to  call  it  a  day." 

It  is  not  entirely  clear  what  makes  a  phone  call  from  Chucli 
Schumer  such  an  apocalyptic  event  in  a  public  figure's  life.  Gen- 
erally uncharismatic,  he  is  not  as  weO  known  to  the  Americai ; 
public  as  many  other  Democrats,  nor  is  he  an  especially  cogeni 
public  speaker.  Now  that  the  Democrats  have  been  routed,  he  is 
actually  in  danger  of  playing  second  fiddle  in  the  Senate  to  his 
upstart  colleague,  Hillary  Clinton.  Yet  those  who  have  received 
witching-hour  phone  calls  from  Schumer  in  the  past  invariabl); 
cite  his  hypnotic  powers  of  persuasion. 

"You  don't  mind  if  everybody,  including  your  wife,  children 
and  mother,  curses  the  very  day  you  were  born,"  says  a  Silicon 
Valley  chief  executive  who  immediately  emptied  his  desk  after 
receiving  a  call  from  Schumer.  "It's  more  a  case  of,  well,  if 
Chuck  Schumer  doesn't  like  you  anymore,  what's  the  point  in 
living?  Chuck  Schumer  likes  everybody." 

"It's  very  hard  to  get  a  call  from  a  guy  who  once  described 
you  as  'a  Poseidon  of  the  field'  and  then  be  told  that  it's  time  to 
pack  it  in,"  adds  a  Navy  Department  honcho  who  recently 
resigned  his  post.  "The  thing  is,  once  Chuck  tells  you  that  he 
doesn't  think  you're  Poseidon  anymore,  you  stop  feeling 
Poseidon." 

In  the  days  and  weeks  to  come,  Schumer  has  a  number  o 
important  phone  interviews  scheduled.  AOL  Time  Warner's 
Steve  Case  ("a  Polyphemus")  will  soon  be  getting  a  call  from 
The  Terminator,  as  will  Michael  Eisner  ("an  Apollo"),  Tom 
Daschle  ("an  Achilles")  and  Terry  McAuliffe  ("Titus  Androni- 
cus,  Samson  Agonistes  and  Orpheus,  all  rolled  into  one").  On« 
can  only  hope  that  Schumer  will  also  find  time  in  his  bus) 
schedule  to  tell  Don  Chaney  to  step  down  as  head  coach  of  the 
New  York  Knicks,  Madonna  to  retire  from  the  motion  pictuK  j 
industry  and  Saddam  Hussein  to  relinquish  his  position  as  pres- 
ident of  Iraq.  While  he's  at  it,  he  might  put  in  a  phone  call  to  A) 
Gore  and  tell  him  to  go  away  for  good.  That  one  he  could 
charge  to  the  taxpayers.  W 


Joe  Queenan  writes  a  bimonthly  column  for  GQ.  His  latest  book  is  My  Goodness:  A  Cynic'i 
Shorl-Uved  Search  tor  Sainthood.  Visit  his  home  page  at  www.forbes.com/queenan. 
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MASERATI 


UNITED  STATES 

Arizona 

Scottsdale  Maserati 
Scottsdale,  AZ 
480.990.9000 

California 

The  Auto  Gallery 
Woodland  Hills,  CA 
818.884.4411 

Maserati  of  Beverly  Hills 
Beverly  Hills,  CA 
310.275.4400 

Maserati  of  Orange  County 
Costa  Mesa,  CA 
714.662.7600 

Maserati  of  San  Francisco 
Mill  Valley,  CA 
415.380.9700 

Colorado 

Maserati  of  Denver 
Englewood,  CO 
303.730.7340 

Connecticut 

Miller  Motorcars 
Gieenwich,  CT 
203.629.3890 

Florida 

The  Collection 
Coral  Gables,  FL 
305.444.5555 


Maserati  of  Central  Florida 
Orlando,  FL 
407.667.4300 

Shelton  Maserati 
Fort  Lauderdale,  FL 
954.493.5211 

Georgia 

Maserati  of  Atlanta 
Roswell,  GA 
678.802.5000 

Illinois 

Continental  Autosports 
Hinsdale,  IL 
630.655.3535 

Lake  Forest  Sports  Cars 
Lake  Forest,  IL 
847295.6560 

Massachusetts 

Maserati  of  New  England 
West  Newton,  MA 
617559.0123 

Michigan 

Cauley  Maserati 
West  Bloomfield,  Ml 
248.538.9600 

New  York 

Maserati  of  Long  Island 
Glen  Cove,  NY 
'16.671.7575 


Wide  World  of  Cars 
Spring  Valley,  NY 
845.425.2600 

North  Carolina 

Foreign  Cars  Italia 
Greensboro,  NC 
336.294.0200 

Ohio 

Midwestern  Auto  Group 
Dublin,  OH 
614.889.2571 

Oregon 

Ron  Tonkin  Gran  Turismo 
Portland,  OR 
503.255.7560 

Pennsylvania 

Algar  Maserati  of 
Philadelphia 
Rosemont,  PA 
610.5271100 

Texas 

Barrett  Motors 
San  Antonio,  TX 
210.341.2800 

Maserati  of  Dallas 
Richardson,  TX 
972.470.9410 

Maserati  of  Houston 
Houston,  TX 
713.772.3868 


Utah 

Steve  Harris  Imports 
Salt  Lake  City,  UT 
801.521.0340 

Virginia 

Maserati  of  Washington 
Sterling,  VA 
703.478.3606 

Washington 

Maserati  of  Seattle 
Seattle,  WA 
206.329.7070 

CANADA 

British  Columbia 

Brian  Jessel  Maserati 
Vancouver,  BC 
604.215.8778 

Ontario 

Maserati  of  Ontario 
Toronto,  ON 
416.749.5325 

Quebec 

Maserati  of  Quebec 
Montreal,  PQ 
514.337.7274 
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77ii5  tii'o-seater  cabriolet  with  a  power  top 
cofers  0-60r}ipli  in  4.9  seconds. 


4.2  LITERS  I  V8  ENGINE  |  390  BHP  |  330  LB-FT  TORQUE 
UYEAR/50, 000-MILE  LIMITED  WARRANTY  |  24-HOUR  ROADSIDE  ASSISTANCE 
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BEDAT  &  C°  N  V 

Automatic. 
Two  Time  Zones. 


BEDAT  &  C°  HAS  CREATED  THE  A.O.S.C 
QUALITY  LABEL  IN  ORDER  TO  GUARANTEE  THE 
SWISS  QUALITY  OF  ITS  COMPONENTS  AND  THE 
HIGH     MANUFACTURING     STANDARD     OF     ITS 

TIMEPIECES.    Information   or   Catalogs   at 
1-877-BEDATCO  (2332826)  •  www.bedat.com 
Available  at  select  retailers 

BEDAT  &  C°  Geneve  and  Swiss  A.O.S.C  are  kecistered 

TRADEMARKS  OF  BEDAT  &  C°  SA,  GENEVA,  SWITZERLAND 
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Years 
i  &  Ideas 

This  magazine  was  created  the  same  year  as  the 
Bolshevik  revolution — and  has  outlived  that 
experiment  by  nearly  a  dozen  years.  Then,  as  now, 
the  world  was  in  turmoil.  Yet  today  the  new  ties  that 
bind  nations  are  based  not  on  coercion — a  lashing 
together  of  explosive  ethnic  mixes  like  Danzig  and 
Yugoslavia — but  on  enlightened  and  mutual  self- 
interest,  promising  greater  stability  and  prosperity. 
Former  Soviet  republics  and  Eastern  bloc  countries 
are  the  newest  members  of  NATO;  Russia  is  now  an 
American  ally  in  the  war  against  terrorism.  China's 
Communist  Party,  reaching  out  to  entrepreneurs,  is 

i    .  capitalist  in  all  but  name. 

I  In  this  special  issue  of  FORBES,  we  celebrate  two 

forces  that  are  bringing  the  world  closer  together: 
innovation  and  capitalism.  These  recognize  no 
boundaries;  great  ideas  migrate  across  borders, 
despite  all  attempts  to  stop  them.  Beginning  on  page 
124  we  list  our  choices  for  the  85  most  consequential 
innovations  since  1917.  Following  are  five  essays  on 
•  capitalism  and  invention,  and  then  profiles  of  15 
outstanding  innovators  of  today.  — Tom  Post 
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'hat  are  the  greatest  break 
throughs  of  the  last  four  score 
and  five  years?  A  collection  of 
people,  products,  services  and 
companies  that  have  changed 
our  lives  in  a  profound  way.  This  is  not  a  list  of 
the  greatest  business  minds — that's  why  you  won't 
find  Bill  Gates  on  it.  It  is  not  a  roster  of  the 
deserving  (Gandhi)  or  the  powerfial  (Stalin)  or  the 
biggest  empke  builders  (Kaiser).  It  is  a  history  of 
lightbulbs  that  went  off  and  changed  the  world. 
The  transistor  gave  rise  to  a  trillion -dollar  piece  of 
the  economy  and  a  potent  deflationary  force.  The 
pill  altered  human  behavior;  the  polio  vaccine 
and  protease  inhibitors  altered  life  spans;  the 
discount  brokerage  changed  our  capital  markets. 
What  will  the  next  85  years  bring?  We  give  some 
early  hints  in  the  profiles 
that  begin  on  page  274. 


BY  DAVID  ARMSTRONG.  MONTE  BURKE 

EMILY  LAMBERT,  NATHAN  VARDI,  ROB  WHERRY 
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Forbes 


Can't  find  your  favorite  invention  on  the  list?  Get  involved  and  tell  us  online.  For  a  list  of  also-rans 
(did  you  know  that  the  fax  machine  was  invented  in  1843?).  visit  us  at  www.forbes.com/85th. 
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Arthur  Dempster 


1917 

Sneakers 

When  U.S.  Rubber  introduced 
Keds,  the  first  mass-marketed 
rubber-soled  sneaker,  the  com- 
pany used  the  reigning  color 
scheme  for  men's  leather  shoes: 
black  soles  and  brown  canvas 
uppers.  Keds  remained  a  big 
seller  until  the  late  1960s,  when 
sneakers  got  a  face-lift  from  Uni- 
versity of  Oregon  track  coach  Bill 
Bowerman,  whose  waffle-soled 
running  shoe  would  form  the 
foundation  of  Nike  and  trigger  an 
explosion  in  the  athletic  shoe 
business. 


1918 

Mass  Spectrometer 


University  of  Chicago  professor  Arthur  Dempster  (1886-1950)  revolution- 
ized chemical  analysis  with  an  instrument  that  measures  the  weight  of  iso- 
topes and  detects  chemicals  present  in  minute  quantities.  The  Toronto-born 
inventor  also  discovered  uranium  235,  the  fissOe  version  of  the  heavy  metal 
atom.  He  later  worked  on  the  Manhattan  Project. 
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1921 

Tetraethyl 
Lead 


To  make  a  gasoline  engine  efficient 
you  need  a  high  compression  ratio — 
but  that  leads  to  a  kind  ol  niislning 
called  "knocking"  that  sabotages 
power.  Holed  up  in  a  lab  in  Dayton, 
Ohio,  Thomas  Midgley  (1889-1944) 
spent  five  years  searching  tor  a  fuel 
adtlilive  to  stop  the  knocking.  Lead 
did  it,  imlil  lecent  alternatives  made 
it  feasible  to  phase  out  this  pollutant. 
Midgley's  other  great  creation,  the 
nonllammable  refrigerant  freon,  is 
now  going  the  way  of  leaded  gas. 
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1923 


Multiplane  Camera 

With  his  brother  Roy,  Walt  Disney  (1901-19(->6)  turned  a  small  animated  cartoon 
shop  into  an  entertainment  epic,  first  with  silent  Mickey  Mouse  strips,  next  with 
feature  films  (Fantasia,  Cinderella,  Peter  Pan),  then  with  theme  parks,  his  play- 
grounds of  fantasy.  Though  Disney  will  always  be  remembered  for  characters  like 
Goof)'  and  Donald  Duck,  his  biggest  contribution  to  filmmaking  was  developing 
the  multiplane  camera.  Traditional  animation  stacked  cells  on  top  of  each  other, 
giving  little  sense  of  depth.  The  multiplane  camera  got  around  that  by  placing  each 
cell  at  a  different  level,  allowing  elements  of  a  scene  to  move  independendy,  giving 
them  more  realistic  dimension.  Moviegoers  first  experienced  the  magic  with  Snow 
White  and  the  Seven  Dwarfs  in  1937. 


1923 

Business  Management 

Long  before  Steven  Covey  and  Tom  Peters,  Alfred  P.  Sloan  (1875- 
196(i)  created  modern  corporate  managenient  as  he  rescued  an 
ailing  General  Motins  and  made  it  the  most  powerful  corpora- 
tion in  the  world.  I  le  reinveiTted  gcwernance  with  an  independent 
board  of  directors  and  executive  and  finance  committees — a  bal- 
ance o'i  power  that  has  slipped  lately.  He  decentralized  decision- 
makini;  tor  divisions  that  met  financial  benchmarks,  a  stvle 
widelv  imitated. 
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Alfred  P.  Sloan 
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Can  your  software  help  keep  your  business  up  and  running  no  nnatter  what? 
Ours  can. 

Your  company's  infrastructure  is  for  too  Important  to  risk.  That's  why  our  full  range  of  business  continuity  solutions  ensures  you're 
able  to  handle  anything.  BrightStor"  storage  solutions  provide  the  most  comprehensive  data  backup  and  recovery.  eTrust'"  security 
solutions  provide  total  protection  for  your  entire  enterprise,  not  just  pieces.  And  Unicenter'^  infrastructure  software  keeps  your  whole 
business  up  and  running  24x7  As  your  business  grows  and  becomes  more  complex,  you  need  software  solutions  you  can  rely  on. 
You  may  still  not  know  what's  coming.  But  you  will  know  you're  prepared.  ca.com/continuity 


Business  Continuity  Solutions 


Computer  Associates"' 


D  2002  Computer  Associates  International,  Inc.  (CA).  All  nghls  reserved 
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At  Sun  Life  Financial,  our  mission  is  to  provide  lifetime 
financial  security.  We  believe  in  building  enduring  customer 
relationships  through  the  provision  of  innovative  financial 
solutions  that  evolve  with  our  clients'  needs  throughout 
the  course  of  their  lives. 

To  accomplish  this,  we  will  focus  on  our  vision  to  be  an 
international  leader  -  a  financial  services  organization  whose 
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snows  us  wnere 


operational  excellence  is  second  to  none.  We  intend  to  attair 
that  leadership  position  through  strategic  growth  in  Nort 
America  and  internationally,  with  innovative  products  am 
services  that  fill  distinct  market  needs,  and  by  building 
shareholder  value  through  a  strategic  business  model  thai 
balances  protection  and  wealth  management  for  optimun 
long-term  performance. 


«  Sun  Uff  Aiiuranct  Company  of  Canada.  2002  All  rights  restrt/ed 


Our  values  demand  mat  we  establish  realistic  expectations 
apply  innovative  thinking,  sound  business  planning  and  dis- 
ined  management  to  help  us  meet  targets,  achieve  goals 
I  continuously  build  shareholder  value. 
'  We  relentlessly  seek  excellence  in  the  products  we  develop, 
'services  we  provide,  the  people  we  employ  and  the  work 
"  they  do.  And  we  focus  intensely  on  our  customers,  large 


and  small,  and  continuously  work  from  their  perspective. 

We  commit  to  clarity  and  transparency.  We  operate  to 
exceptional  standards  of  business  ethics,  constantly  upholding  and 
protecting  our  long-standing  reputation  for  corporate  integrity. 

The  Sun  Life  Financial  group  of  companies.  Building 
shareholder  value  wherever  we  live,  work  and  do  business. 
By  pursuing  our  vision.  And  applying  our  values. 


CUSTOMER       FOCUS       •      SHAREHOLDER       VALUE 


sit  us  at  www.sunlife.com 
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innovations 


1924 

Frozen  Food 


Until  Clarence  Birdseye  (1886-1956)  came  around,  cooking  and  cryogenics  had 
little  in  common.  A  college  dropout  who  worked  as  a  naturalist  for  the  U.S.  gov-' 
ernment,  Birdseye  noticed  how  natives  in  Labrador  froze  fresh  fish  to  preserve  its 
taste.  Experimenting  with  other  foods,  Birdseye  perfected  the  freezing  process  in 
the  U.S.  and,  in  1924,  opened  a  frozen  seafood  company  in  New  York  City.  By 
1934  Birdseye's  frozen  meats  and  vegetables  filled  grocers'  coolers  around  the 
country,  turning  lima  beans  and  peas  into  enemies  for  millions  of  kids. 


1924 

Mutual  Fund 

Founded  by  L.  Sherman  Adams,  Charles 
H.  Learoyd  and  Ashton  L.  Carr,  Massa- 
chusetts Investors  Trust  became  the 
world's  first  open-ended  investment 
fund,  with  $50,000  in  capital.  Using  bro- 
kerage channels  to  market  shares  to  the 
public,  the  trust  expanded  its  assets  to 
$14  million  in  five  years.  The  fund  lost 
83%  following  the  stock  market  crash  of 
1929,  but  the  organization  survived  and 
introduced  a  second  fund  in  1934.  Today 
$6. 1  trillion  is  invested  in  mutual  funds. 


1925 

Bell  Telephone  Laboratories 


Building  blocks 
of  genius:  HQ 
of  Bell  Labs. 


Pulled  out  of  retirement  for  his 
second  stint  as  president  of  AT&T, 
Theodore  Newton  Vail  (1845- 
1920)  combined  the  engineering 
departments  of  AT&T  and  West- 
ern Electric.  The  result:  a  research 
juggernaut  that  has  earned  six 
Nobel  Prizes,  nine  U.S.  Medals  of 
Science,  six  Medals  of  Technol- 
ogy and  other  awards.  Among  its 
achievements:  the  transistor,  the 
touch-tone  telephone,  data  net- 
working, digital  transmission  and 
switching,  optical  communica- 
tions and  the  digital  signal 
processor.  Today  Bell  Labs  sur- 
vives in  shrunken  form  as  part  of 
Lucent  Technologies,  which  was 
spun  off  from  AT&T  in  1996. 


1926 

Rocket  Engine 

Inspired  as  a  child  by  H.G.  Wells'  'War 
of  the  Worlds,  Clark  University  physicist 
Robert  Hutchings  Goddard  (1882- 
1945)  spent  most  of  his  professional  life 
developing  mathematical  theories  on 
combustible  propellants  and  theorizing 
that  rocket  engines  could  produce  suf- 
ficient thrust  to  make  space  flight  a 
reality.  He  put  them  to  use  in  1926, 
launching  the  first  rocket  from  a  field 
near  Auburn,  Mass.  Favoring  a  nose- 
mounted  engine  that  burned  liquid 
fuel,  his  10-foot  projectOe  went  only  41 
feet  into  the  air.  A  small  flight  for  the 
capsule,  a  first  giant  step  in  rocketry. 

Space  cadet:  Work  by  Robert 
Goddard  helped  launch  NASA. 
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'jM  PCCW 


The  strongest  connections  in  life  are  invisible. 


PCCW:  seamlessly  connecting  you  to  a  better  world. 

Life  is  all  about  connections^  And  no  6ne  understarids  this  better  tlian  PCCW.  Because  every  day  we  bring  people 
together,  enriching  lives  through  our  world-class  IT  &  telecomrhtinications  solutions.  Better  connections  create  better 
understanding.  And  that  nriakes  a  better  world>;;:  www.pccw.com 
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■    From  the  back  office  to  the  front,  business  software  that  gets 
employees  to  share  data  so  you  can  get  to  your  timeshare. 


'hat's  the  world  coming  to?  Well,  try  greater  productivity.  More 
>ntinuity.  And.  with  data  entered  just  once,  less  errors.  All  because 
jr  products  are  linked  together.  One  scenario:  integrate  SalesLogix 
ith  MAS  90,  and  your  sales  force,  in  tune  with  the  warehouse, 
ecomes  a  force  in  sales.To  learn  more,  call  1-866-308-BEST  or 
isit  www.bestsoftware.com. 


software 

insights  for  the  hfe  of  vour  business' 


innovations 


1927 

Television 

At  age  15,  Philo  Taylor  Farnsworth 
(1906-1971)  presented  his  high 
school  chemistry  teacher  with  a 
design  for  electronically  transmitting 
images  over  long  distances.  Four  years 
later  he  developed  a  cathode  ray  tube 
for  image  making:  a  vacuum  tube  in 
which  electrons  illuminate  a  phos- 
phor. In  1927  he  transmitted  the  first 
all-electronic  image,  a  horizontal  line. 
Farnsworth  spent  his  later  years 
working  on  missile  guidance  systems 
and  nuclear  fusion,  but  his  first 
invention  had  the  bigger  impact  on 
the  world. 

Philo  Farnsworth  gave  up  work  on  the  idiot 
box  for  more  important  work— missiles. 


Alexander  Fleming 


1928 

Penicillin 


After  working  in  field  hospitals  during  World  War  I,  Alexander  Fleming  (1881- 
1955)  struggled  to  find  a  cure  for  the  infections  that  killed  more  soldiers  than  bul-| 
lets  did.  He  came  up  empty — until  one  day,  cleaning  up  his  cluttered  lab  and  siftingJ 
through  old  petri  dishes,  he  discovered  that  a  mold  killed  staph  bacteria.  Penicillin 
landed  him  a  Nobel  Prize  in  1945. 


Synthetic  Rubber 

Belgian-born  Julius  Nieuwland  (1878- 
1936)  was  a  man  of  the  cloth — and  a  man 
of  artificial  fabric.  In  1929  the  Notre  Dame 
and  Catholic  University  graduate  discov- 
ered that  acetylene  could  be  polymerized 
into  an  elastic  substance.  Two  years  later 
DuPont,  which  funded  his  research,  mar- 
keted the  material  as  neoprene,  a  synthetic 
rubber  still  favored  for  cable  insulation,  wet 
suits  and  beverage  coolers. 
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1 998,  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind  taste  test 
more  than  40  vodkas. They  avt/arded  points  based  on  smoothness,  nose, 
d  most  importantly,  taste.  Of  all  the  vodkas.  Grey  Goose®  Vodka 
lerged  victorious,  receiving  96  points  out  of  a  possible  1 00. 

•unded  in  1 98 1 ,  the  Beverage  Testing  Institute  conducts  tests  in 
ipecially  designed  lab  that  minimizes  external  factors  and 
iximlzes  panelists'  concentration. The  Institute  selects 
dges  based  on  their  expertise,  and  its  tasting  and 
oring  procedures  are  widely  praised  as 
e  best  in  the  industry.  


re   Vodka 

Country 

I     GREY  GOOSE  VODKA 

FRANCE 

Canadian  Iceberg  Vodka 

Canada 

Stolichnaya  Gold  Vodka 

Russia 

Staraya  Moskva  Premium 

Russia 

Van  Hoo  Vodka 

Belgium 

Stolichnaya  Vodka 

Russia 

1      Tanqueray  Sterling  Vodka 

England 

1      Rain  1995  Harvest  Vodka 

USA 

Kete!  One  Vodka 

Holland 

Wyborowa  Vodka 

Poland 

Kremlyovskaya  Vodka 

Russia 

1      Finlandia  Vodka  of  Finland 

Finland 

i      Alps  French  Vodka 

France 

{      Skyy  Vodka 

USA 

(      Original  Polish  Vodka 

Poland 

!      Glenmore  Special 

USA 

Fleischmann's  Royal  Vodka 

USA 

Mr.  Boston  Vodka 

USA 

)      Pole  Star  Vodka 

Poland 

)      Luksusov^a  Potato  Vodka 

Poland 

)      Absolut  Vodka 

Sweden 

)      Cardinal  Vodka 

Holland 

)      Barton  Vodka 

USA 

Barciw^^^^^K 

USA 

Ami^^^^^^HL. . 

Bxazil 

JKA' 


PBfSilGlflUS 
WOfiiJ  SPIfillS 
CHAMPIONSHIPS 


»      Belvedere 
I      Schenley 
'      Mr.  Bostonls 

t        THIS  REPRESENTS  A 
KiHCE:  (BTI)  BEVERAGE  TESl... 

WW.  g  reygoosevod  ka'.ci 


.nd  a  gift  of  Grey  Goose®  call  1-877-SPIRITS  or  visit  www.877splrits.com.  Void  where  prohibite 


INIRODIICIieN 


Starting  at  $25,900  MSRP.  Including  the  peace  of  mind  of  No  Charge  Scheduled  Maintenance! 

MSRP  of  $32,495  lor  model  shown.  Taxes,  insurance,  title,  registration  lees  a.irl  optional  equipment  extra.  "No  Charge  Scheduled  Maintenance  for  3  years  or  36,000  miles, 
whichever  comes  first.  See  your  dealer  tor  specific  terms  and  conditions.  £'  21)J:'  SAAB  CARS  USA,  INC. 


Neat, 


functional 

And  that's  just  the  cup  holder. 


and  fast. 


Imagine  what  the  rest  of  the  all  new  Saab  9-3  Sport  Sedan  is  like.  Whether  it's 
the  rush  of  the  turbo  power  or  the  almost  instinctive  response  of  the  handling, 
you  certainly  won't  need  a  cup  of  coffee  to  wake  you  up  anymore.The  9-3  Sport 
Sedan  has  been  designed  to  ensure  sheer  driving  exhilaration  while  providing 
the  ultimate  in  safety.  From  the  way  it  looks  to  the  way  it  performs,  and  even 
to  the  way  it  holds  your  drink.  1  800  SAAB  USA  or  wwv<^.saabusa.com 


The  all  new  Saab 
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Sport  Sedan. 
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1930 

Jet  Engine 

As  a  cadet  in  the  Royal  Air  Force,  Sir  Frank  Whittle  (1907-1996)  wrote  a  thesis  that 
radically  changed  the  fliture  of  aircraft  design.  Whittle  predicted  that  a  system  of 
turbines  and  compressed  air  that  burned  vaporized  fuel  would  make  propellered 
craft  obsolete.  He  patented  the  system  in  1930  but  spent  another  decade  getting  the 
turbine  off  the  ground.  In  a  1941  test  flight  the  world's  first  jet  reached  370  miles 
per  hour,  far  faster  than  propped  planes. 


1933 

Wallboard 


One  of  the  cleverest  ideas  in  home  build- 
ing since  the  invention  of  bricks  was 
unveiled  in  1933 — preformed  plaster 
walls.  Thus  was  ended  the  huge  cost  of 
lath-and-plaster  crews  that  used  to  finish 
the  insides  of  buildings.  This  mixture  of 
recycled  paper  and  the  cheap  mineral 
gypsum  is  cheap,  to  boot:  Industry  insid- 
ers say  this  is  the  only  business  where  you 
can  sandwich  dirt  between  two  layers  of 
garbage  and  get  money  for  it.  Inventor 
U.S.  Gypsum  has  lots  of  imitators  now 
but  still  owns  the  popular  moniker  for 
the  product,  Sheetrock. 


1933 

Frequency 
Modulation 

Forget  Howard  Stern.  The  real  force  be- 
hind modern  radio  is  Edwin  Howard 
Armstrong  (1890-1954).  By  1913  he  fig- 
ured out  how  to  amplify  radio  signals 
with  a  feedback  loop.  During  WWl  he 
improved  reception  and  made  tuning  in 
signals  easier  with  the  superheterodyne 
circuit,  a  component  that  transforms 
high-frequency  waves  into  intermediate- 
frequency  waves.  His  biggest  hit  in  com- 
munications came  with  his  radical  no- 
tion that  radio  signals  should  transmit 
data  by  variations  not  in  amplitude  but 
in  frequency.  By  this  scheme  he  elimi- 
nated much  of  the  static  that  plagued 
traditional  AM  broadcasts.  The  broad- 
cast industry,  heavily  invested  in  AM, 
tried  to  stop  him,  but  FM  eventually  won 
the  day.  It's  also  the  electronic  format  for 
TV  and  space  communication. 

High-wire  act:  Armstrong  built  his  first 
radio  tower  while  in  college. 
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WHY  YOU  WON'T  SEE  NYL  ON  NYSE,  NASDAQ 
OR  ANY  OTHER  STOCK  EXCHANGE  FOR  THAT  MATTER. 


You  won't  see  New  York  Life  listed  on  a  stock  exchange  because  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not 
stockholders.  Rather  than  focusing  on  guarterly  results,  we  care  about  the  long  term. 
After  you  buy  a  New  York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades. 
But  when  you  do,  we'll  be  there.  To  us,  our  policyholders  are  really  buying  a  promise  - 
that  we'll  be  here  to  pay  a  claim,  fund  your  retirement,  or  pay  for  nursing  home  costs. 
That's  why  New  York  Life  focuses  on  what  really  matters  in  the  long  term:  financial 
strength  and  integrity.  You  can  trust  that  we'll  keep  our  promises  to  you,  just  as  we  have 
for  over  155  years. 


The  Company  Ko«  Keep.' 

WWW.NEWY0RKLIFE.COM/MUTUALITY 


innovations 


1934 

Value  Investing 

For  most  ot  human  history,  investing 
has  had  a  large  emotional  streak.  Not 
long  after  the  bottom  of  the  Great 
Crash,  Benjamin  Graham  (1894-1976) 
and  David  L  Dodd  (1895-1988),  both 
Columbia  University  professors,  pub- 
lished Security  Analysis,  which  created 
for  the  first  time  a  rational  basis  for 
evaluating  stocks  and  bonds.  The 
book  has  served  as  a  bible  for  investors 
ever  since;  the  most  famous  disciple  of 
Graham  and  Dodd  analysis  is  Warren 
Buffett. 


1934 

Nylon 

A  personnel  shortage  during  WWI  left  Tarkio  CoUege  imdergraduate  Wallace  Hume 
Carothers  (1896-1937)  in  charge  of  the  school's  chemistry  department.  He  later 
earned  a  professorship  at  Harvard,  then  a  research  job  at  DuPont.  There  he  created 
the  first  synthetic  fiber.  Carothers  didn't  live  to  see  nylon's  success  as  a  classy  sub- 
stitute for  silk  stockings  and  as  a  multipurposed  industrial  material.  A  depressive, 
he  committed  suicide  in  April  1937. 


19  - 

United  Auto  Workers 

Under  Walter  Reuther  (1907-1970)  the  United  Auto  Workers  union 
abandoned  Teamsters- like  militanc)'  for  collective  bargaining.  Perhaps 
he  had  learned  his  lesson  in  the  Soviet  Union,  where  he  worked  briefl\ 
in  a  car  factory  after  losing  his  job  at  Ford  Motor  during  the  Depres- 
sion. Back  in  the  States,  Reuther  survived  beatings  and  an  assassination 
attempt.  His  UAW  helped  establish  benefits  now  standard  in  employee 
compensation,  including  cost-of-living  increases,  employer-paid  health 
plans,  tuition-refund  programs,  life  insurance  and  profit  sharing. 
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YOU  MAY  THINK  OUR  POLICIES  ARE  WRITTEN  ON  PAPER. 
TO  US,  THEY'RE  WRITTEN  IN  STONE. 


■■^c. 


To  us,  a  New  York  Life  policy  is  a  promise  that  we  take  very  seriously.  That's  why  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not  stockholders. 
Rather  than  focusing  on  quarterly  results,  we  care  about  the  long  term.  After  you  buy  a  New 
York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades.  But  when  you  do,  we'll  be 
there.  To  us,  our  policyholders  are  really  buying  a  promise  -  that  we'll  be  here  to  pay  a  claim, 
fund  your  retirement,  or  pay  for  nursing  home  costs.  That's  why  New  York  Life  focuses  on  what 
really  matters  in  the  long  term:  financial  strength  and  integrity.  You  can  trust  that  we'll  keep 
our  promises  to  you,  just  as  we  have  for  over  155  years. 


The  Company   You  Keep."' 

WWW.NEWY0RKLIFE.COM/MUTUALITY 


One  curtain  fell 


Old  Masters, 

Impressionists, 

and  Moderns: 

French  Masterworks 

from  the  State 

Pushkin  Museum, 

Moscow 


The  Museum  of  Fine  Arts,  Houston 

Houston,  Texas 

December  1 5,  2002  -  March  9,  2003 

(888)  SEE-MFAH  www.mfah.org 

High  Museum  of  Art 

Atlanta,  Georgia 

April  5  -June  29,  2003 

(404)  733-4400  www.high.org 

Los  Angeles  County  Museum  of  Art 

Los  Angeles,  California 
July  27 -October  13,2003 
(323)  857-6000  www.lacma.org 


O  200i  Pliihp  Morris  Management  Corp.   Left  to  right:  Paul  Cezanne,  Pierror  and  Harlequin.  1 888,  The  State  Pushkin  Museum  of  Fine  Arts,  Moscow.  Pablo  Picasso,  Harlequin  and 
his  Companion  i  The  Sallimbanques),  1901 ,  o  2002  Estate  of  Pablo  Picasso/Artists  Rights  Society  (ARS),  New  York.  Vincent  van  Gogh,  Portrait  of  Doctor  Rey.  1 889,  The  State 
Pushkin  Museum  of  Fine  Arts,  Moscow.  Henri  Matisse,  Go  tfnh  (detail),! 91 2.  ©  2002  Succession  H.  Matisse,  Paris/Artists  Rights  Society  (ARS),  New  York. 


Now,  another  rises 


From  Russia,  the  greatest  collection  of 
French  masterpieces  you've  never  seen 

The  curtain  goes  up  on  a  landmark  exhibition  of  legendary  paintings  from  the  Paris 
art  scene  —  by  Cezanne,  Picasso,  van  Gogh,  Matisse  and  more.  For  the  first  time,  these 
Russian  treasures  are  here  in  America  in  Old  Masters,  Impressionists,  arid  Moderns: 
French  Masterworks  from  the  State  Pushkin  Museum,  Moscow. 

The  arts  speak  in  a  universal  language,  inspiring  us  to  envision  new  possibilities  and  reach 
ever  higher.  In  this  spirit,  the  people  of  Philip  Morris  are  proud  to  support  this  exhibition 
and  the  groundbreaking  cultural  partnership  between  the  Museum  of  Fine  Arts,  Houston 
and  Russia's  State  Pushkin  Museum  that  made  it  possible. 


Supported  by  Philip  Morris  Companies  Inc. 


KRAFT  FOODS  INC.        PHILIP  MORRIS  U.S.A. 
www.philipmorris.com 


nnovations 


1937 

Pulse-Code  Modulation 

Alec  H.  Reeves  (1902-1971)  laid  the  foundation  for  the  digital  age. 
Working  as  an  engineer  at  International  Telephone  &  Telegraph, 
Reeves  developed  a  communication  system  that  could  transform 
voice  signals  into  electronic  pulses — abstractly,  ones  and  zeros — 
send  them  along  standard  phone  Hnes  and  reconstruct  them  into 
an  analog  signal  at  the  receiving  end.  The  system  enabled  signals 
to  travel  long  distances  without  distortion.  Decades  later,  PCM 
became  the  basis  for  fiber  optics,  CD  players,  cell  phones,  Internet 
telephony  and  satellite  communications. 


1937 

Blood  Bank 

Building  on  the  idea  of  the  "blood 
depots"  set  up  for  wounded  soldiers  in 
WWI,  Budapest-born  physician 
Bernard  Fantus  (1874-1940)  created 
the  first  blood  bank  at  Cook  County 
Hospital  in  Chicago.  Thanks  to  break- 
throughs in  anticoagulants  that  allow 
blood  to  be  stored  for  weeks,  his  idea 
spread  quickly  to  cities  like  New  York, 
San  Francisco  and  Miami,  saving 
countless  lives  by  providing  for  imme- 
diate supplies  of  blood. 


k 
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1938 

Xerography 


Tedium,  not  toner,  was  the  mother  of  this  invention.  Working  as  a  patent  lawyer  in 
New  York,  Chester  Floyd  Carlson  (1906-1968)  grew  tired  of  making  copies  of 
patent  applications  and  law  textbooks.  In  1934  he  began  work  on  a  machine  that 
could  transfer  an  image  produced  on  a  photoconductive  plate  with  exposed  light 
to  a  plain  sheet  of  paper.  He  succeeded  four  years  later.  In  1946  he  struck  a  deal 
with  Haloid  Co.,  which  introduced  the  first  commercial  copying  machine.  They 
called  it  xerography:  ".\eros"  for  dry,  "graphos"  for  picture.  Haloid  became  Haloid 
Xerox  before  dropping  the  first  part  of  its  name. 


» 


f 
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innovations 


Smooth  operator: 
the  1948  Buick 
Roadmaster 


1939 

Automatic  Transmission 


A  clackety  transmission  on  an  old  Pierce-Arrow  sent  Earl  Thompson  on  a  30-year  quest  to  smooth  things  out.  His  answer:  the 
Hydra-Matic,  the  first  mass-marketed  automatic  transmission.  Installed  in  1940  Oldsmobiles,  the  new  transmissions  attracted 
25,000  orders  in  their  first  year.  The  U.S.  military  liked  them,  too:  They  were  put  into  light  tanks  used  during  World  War  II. 


1939 

Helicopter 


Thanks  to  his  obsession  with  vertical  flight,  Igor  I.  Sikorsky  (1889-1972)  forever 
changed  the  face  of  warfare,  rescue  and  travel.  Born  in  Russia,  Sikorsky  fled  to  the 
U.S.  after  the  Bolshevik  Revolution.  Soon  after,  he  started  the  Sikorsky  Aero  Engi- 
neering Corp.  (now  part  of  United  Technologies),  where  he  developed  the 
amphibious  airplane  and  the  boat  plane,  both  of  which  opened  air  travel  to  South 
America.  In  1931  he  patented  the  now-familiar  design  ^or  the  helicopter:  one  main 
rotor  overhead  and  one  vertical  tail  rotor,  a  design  breakthrough  that  gave  the 
whirlybird  its  unique  maneuverability.  In  September  1939  he  built  the  first  practi- 
cal helicopter,  the  VS-300. 


Igor  I.  Sikorsky 


1940 

Radar 

When  Scottish  physicist  Sir  Robert 
Watson-Watt  (1892-1973)  joined  the 
National  Physical  Lab  in  1935,  he 
worked  on  early  radar  technology. 
Using  shortwave  radio,  he  figured  out 
how  to  reflect  electromagnetic  waves 
off  distant  objects,  then  amplify  the 
waves  so  they  could  be  analyzed  by  a 
signal  processor.  Result:  the  first  practi- 
cal radar  system — and  all  modern 
forms  of  navigation. 


FORBES-   December  23,  2002      145 


h 
ilsi 


•Based  on  2002  EPA  Large  Car  Segment  equipped  with  a  V6  engine. 


■ 


DM 

theorem:  precision  handling  multiplied  by  awesome  power 
als  unbeatable  performance.  The  proof:  300M  — the  most 
/erful  sports  sedan  in  its  class*  with  a  High  Output  250  hp 
Jngine,  four-wheel  ABS,  traction  control,  and  a  performance- 
3d  suspension.  Call  1.800. CHRYSLER  or  visit  chrysler.com. 


Drive  =  Love 


innovations 


1942 

Electronic  Digital 
Computer 

After  "an  evening  of  scotch  and  lOOmph  car 
rides"  Iowa  State  College  physicist  John  V.  Atana- 
soff  (1903-1995)  drew  the  idea  for  the  first  com- 
puter on  the  back  of  a  napkin.  His  work  resulted 
in  several  important  ideas  still  used  today:  regen- 
erative memory,  binary  arithmetic  and  combin- 
ing certain  logic  gates  to  make  an  electronic 
adder.  He  finished  his  700-pound,  desk-size  con- 
traption in  1942.  Though  the  underpinnings  of 
his  work  were  incorporated  into  the  ENIAC  com- 
puter, Atanasoff  received  little  credit  until  a 
patent  case  acknowledged  his  work  in  1973. 


-^ 


1  MAS 

Nuclear  Power 


Over  fou''  r.v, 
dropped  two  r.^ 
killing  more  thau  .... 


\u^ust  the  U.S. 
'  ^  on  Japan, 

■•^\e.  The 


explosions  ended  VVc:        ■        •  and 
ushered  in  the  nuclear  agf.  .n        '  he 
world's  first  nuclear  reactcv  .     n 
online  at  Shippingport,  Pa.,  svip  i 
power  to  the  Pittsburgh  area.  1- 
hopes  for  a  proliferation  in  niu 
power  in  the  U.S.  dissipated  after  a 
1979  fiasco  at  Three  Mile  Island. 


1947 

Cellular  Phone 


while  at  Bell  Labs,  D.H.  Ring  dreamed  up  a  mobile  telephone  service  that  used 
low-power  transmitters  sprinkled  throughout  targeted  calling  areas.  The  FCC| 
stymied  the  idea  by  limiting  the  number  of  radio-spectrum  frequencies  for| 
mobile  telephone  service;  it  didn't  reconsider  its  position  until  1968. 
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PATEK  PHILIPPE 

GENEVE 

Begin  yhixx.gw,j;L,tf^tiotL 


You    never 

actually    own    a    Patek    Philippe 

You    merely 

look    after    it    for    the    next   generation. 


Annual   Calendar 
by   Patek   Philippe 


For  information:  Patek  Philippe,  Dept.  904,  One  Roclcefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  218  1240.    www.patek.com 
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A  bevy  of  brainiacs:  transistor 
inventors  Bardeen,  Shockley 
and  Brattain  at  Bell  Labs 


Transistor 


No  innovation  in  the  last  85  years  has  had  a  greater  impact  than  the  transistor. 
Working  for  WUliam  B.  Shockley  at  Bell  Labs,  John  Bardeen  and  Walter  H.  Brat- 
tain noticed  that  when  electrical  signals  were  applied  to  contacts  on  a  germanium 
crystal,  the  output  was  greater  than  the  input.  Their  discovery  revolutionized  elec- 
tronics by  replacing  vacuum  tubes  and  mechanical  relays,  and  opened  the  door 
for  future  breakthroughs  in  semiconductors  and  microchips.  Its  three  inventors 
received  a  Nobel  Prize  for  Physics  in  1956. 


I  m4  / 

Microwave  Oven 

Raytheon  engineer  Percy  L.  Spencer 
(1894-1970)  brought  kitchens  into  the 
space  age.  In  1945,  while  standing  in 
front  of  an  active  magnetron  tube,  the 
heart  of  shortwave  radar  systems,  a 
chocolate  bar  in  his  pocket  began  to 
melt.  He  struck  gold  after  placing  ker- 
nels of  corn  on  the  tube  and  watching 
them  pop.  Two  years  later:  "Radarange," 
the  world's  first  microwave  oven; 
Raytheon  came  out  with  a  commercial 
model  in  1967. 


1947 

Instant  Photos 

Tinkering  with  light  polarization, 
Edwin  Herbert  Land  (1909-1991)  was 
able  to  reduce  the  glare  in  products 
like  glasses,  lamps  and  military  gog- 
gles. He  changed  the  world  of  photog- 
raphy after  his  daughter  asked  why  she 
couldn't  see  her  picture  immediately 
after  he  had  taken  it.  By  fiddling  with 
nonpolarizing  filters.  Land  came  up 
with  a  camera  system  ihat  developed 
snapshots  in  seconds.  The  Polaroid 
camera  allowed  professional  photog- 
raphers to  check  their  work;  less  seri- 
ous shutterbugs  simply  go.. immediate 
gratification.  Though  the  .ho  process 
remains  popular  with  professionals, 
nearly  everyone  else  has  abandoned  it. 
Perhaps  former  Ford  chief  Jacquc; 
Nasser  can  put  it  back  in  focus. 
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For  information;  Patrjk  Philjj^^ijSepi,  1004,  One' l^6:«;j<efellor  Pl.i^a,  New  York,  New  York  10020.  Id:  (212)  218  1240.    www.patck.com 


Suzhou  Industrial  Pan 


With  entrance  into  the  Chinese  market  now  a  firm  goal  for  many 
overseas  businesses,  the  question  for  some  time  has  been  not  when 
to  enter  the  fray,  but  where.  China's  original  five  special  economic 
zones  offer  favourable  tax  rates  and  excellent  locations  throughout 
the  mainland.  The  latest  zone  to  join  the  list  however  offers  even 
more,  including  independent  decision-making  power  that  goes 
beyond  any  other  area  in  China. 

Suzhou  Industrial  Park  (SIP),  on  the  outskirts  of  the  ancient  city  of 
Suzhou,  is  an  exceptional  base  for  Chinese  operations.  Effectively  a 
city  in  its  own  right,  SIP  is  just  70km  from  Shanghai,  placing  it  right 
in  the  centre  of  the  Yangtze  Delta  transportation  hub  and  yet  offering 
substantial  savings  on  setting  up  in  Shanghai  itself 

From  the  twentieth  floor  of  the  SIP  central  offices,  at  the  centre  of 
the  development,  it  is  possible  to  see  farmland  on  the  horizon.  The 
whole  area  was  once  agricultural  land.  But  look  closer  in  and  the 
sheer  scale  of  the  park  becomes  apparent  Phase  One  of  construction 
began  in  1994,  was  completed  four  years  !a:er,  and  consists  of  12 
square  km  of  lots.  Phases  Two  and  Three  are  still  underway  and 
extend  the  total  area  to  70  square  km,  across  Lake  .'ingji  and  towards 
the  entrance  of  the  Huning  expret-  way  whicli  connects  Shanghai 
and  Jiangsu  Province.  By  the  time  >''  completion,  SIP  will  lie  just 
half  an  hour  away  by  road  from  Shangiu 

Governmental  support  has  been  one  of  the  a  to  SIP's  success.  In 
1994,  the  park  was  born,  from  an  agreemeni     vned  by  both  China 


A  prime  location  f[ 
foreign  companii 
looking  to  establii 
a  base  in  China. 


and  Singapore  ministers.  This  high-level  involvement  has  coi 
and  has  meant  that  SIP  has  always  enjoyed  preferential  com 
For  example,  companies  setting  up  in  the  area  benefit  from 
one  stop  approval  status  of  the  park.  Working  through  tb 
authorities,  newcomers  can  organise  business  license  applicatio 
approval,  documentation,  utilities  applications,  custom  clean 
and  so  on,  without  having  to  apply  to  separate  agencies.  Fu 
more,  SIP,  unique  amongst  Special  Economic  Zones,  is  authorii 
approve  investment  projects  of  unlimited  size.  Elsewhere  in  ( 
approval  authority  is  limited  to  US$  30  million. 

Favourable  conditions   have  made  doing  business  in  Sf 
attractive  prospect.  Financial  statistics  have  also  kept  the  n 
the  top  of  incoming  companies  wish-lists.  GDP  has  g: 
average  of  48%  annually  since  1994,  and  stands  at  over  RMB  25 
for  2002.  So  far,  the  site  has  attracted  a  total  investment  oi 
US$16  billion.  Around  935  foreign  enterprises  have  bases 
park,  of  which,  43  are  listed  in  the  Fortune  500,  including  Siei 
Group,  Samsung  Electric,  Nabisco  Corporation,  Black  &  Dj 
Group  and  Glaxo-Wellcome  Inc..  Many  of  these  compani( 
already  achieving  profits. 

Beyond  the  pure  figures,  however,  Suzhou  Industrial  P; 
offers  world-class  infrastructure.  One  of  the  benefits  of  bull 
city  from  scratch  has  been  the  opportunity  to  provide  utilities  S 
gas,  electricity  and  water  supplies,  as  well  as  sewage  treatmei 
telecommunications   that  exactly  match  the   needs  of  ino 
companies.  Urban  construction  planning  has  also  ensured  that^ 
streetlights,   green   areas,   and  housing   are   combined  to  | 
maximum  benefit  to  new  residents.  SIP  is  also  home  to  a  V 
range   of  educational   establishments,   including   kindergai 
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ADVERTISEMENT 


^nd  middle  schools  and  even  a  vocational  school  that  helps 
newly-qualified  workers  into  the  system.  Medical  care,  in  the 

a  range  of  clinics,  foreign-run  hospitals  and  first-aid  centres 
teace  of  mind  to  employees,  residents  and  their  families  alike, 
facilities  also  abound,  with  recreation  centres  and  sports 
i  scattered  across  the  area.  Large  green  areas  have  also  been 
ly  since  the  start  of  construction.  Dedicated  green  land  is  kept 
2%  as  standard  and  total  green  space  accounts  for  close  to 
i\mg  the  park  a  natural  atmosphere,  despite  the  industrial 
)f  commerce  here. 

ntemational  companies  interested  in  investing  in  the  area, 
rment  standards  are  frequently  expressed  as  a  priority.  SIP 
i  from  its  Singapore  connection,  drawing  on  high  quality 
ds  that  the  city  state  has  brought  to  the  region.  The  park's 
)ment  management  team  has  a  high  Singaporean  presence, 
ound  a  thousand  of  the  parks  trainee  management  have 
d  training  in  Singaporean  government  departments.  Learning 
le  experiences  of  an  economically-developed  country  has 
i  that  SIP  has  always  been  ahead  of  the  competition  when  it 
to  managing  the  growth  of  one  of  China's  most  exciting 
lent  opportunities. 


na  Suzhou  Industrial  Park  Administration  Commi 


Iress  :  No.  2,  Su  Hua  Road,  Suzhou  Industrial  Park, 

Suzhou,  People's  Republic  of  China 
tcode:  215021 
)site   :  www.sipac.gov.cn 

:  86-512-62881160 

:  86-512-62881899 
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1947 

Tupperware 


Earl  Silas  Tupper  (1907-1983)  honed  his  sales  skills  early,  peddling  his  family's  pro- 
duce door-to-door  at  age  10.  After  working  as  an  engineer  at  DuPont,  he  left  to 
start  Tupper  Plastics  Co.  in  1938.  Tupper  developed  a  method  for  purifying  black 
polyethylene  slag  into  a  tough,  nongreasy  plastic.  Soon,  Tupperware  foUowed — 
plastic  dishes,  bowls  and  cups  that  can  be  sealed  with  airtight,  waterproof  lids.  But 
his  real  innovation  would  come  later:  amassing  an  army  of  housewives  to  function 
as  a  multilevel  sales  organization.  By  the  mid-1950s  Tupperware  parties  were  all 
the  rage,  and  a  new  form  of  sales  was  born. 


1949 

Magnetic  Core 
Memory 

While  working  at  Harvard  Computa 
tion  Laboratory,  Shanghai-born  physi- 
cist An  Wang  (1920-1990)  created  the 
"pulse  transfer  controlling  device,"  the 
first  method  of  storing  information  on 
a  computer  without  large  magnetic 
drums.  His  real  breakthrough  came  by 
using  electricity  to  manipulate  the  po- 
larity of  thousands  of  tiny  donut-shaped 
magnets  made  of  ferrite.  Modified  by 
MIT  scientist  Jay  Forrester,  magnetic  core 
memory  became  the  basis  for  all  high- 
speed computer  memory,  lasting  until 
microchips  displaced  it.  Wang  sold  his 
patent  to  IBM  for  $400,000  to  concen- 
trate on  Wang  Laboratories,  which  be- 
came the  first  to  manufacture  desktop 
digital  calculators  and  minicomputers. 
Wang  was  a  sizzling  growth  company 
but  collapsed  after  Wang's  death. 


1948 

LP 


Peter  Carl  Goldmark  (1906-1977)  loved  music.  But  the  Budapest-born 
cellist  and  pianist  hated  the  short  playing  time  of  his  78rpm  records.  By'j 
slowing  down  the  speed  to  33-l/3rpm  and  using  vinyl  instead  of  shellac  to 
press  the  disc,  Goldmark  was  able  to  add  grooves  and  double  the  playing 
time.  The  LP,  or  long  player,  energized  the  music  industry,  allowing  classi- 
cal movements  to  be  played  in  their  entirety  and  eventually  giving  Iron 
Butterfly  an  excuse  to  record  "In-A-Gadda-Da-Vida." 
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.:Cv<:  Toyota  Motor  Sales,  U.S.A.,  Inc. 


Maximum  ROI.  Minimum  lOU 


Deli    Enterprise 


Dell  PowerEdge'  Servers  use  lr)teP  Xeor)'  Processors 


The  power  of  Dell  flexible  solutions. 


What  does  Dell  bring  to  your  enterprise?  Just  what  you'd  expect:  A  legendary  focus  on  you,  the  customer,  that's  as 
relentless  as  our  focus  on  driving  down  costs. 
With  Dell  you  get: 

•  Enterprise  Solutions  on  your  terms.  No  proprietary  systems,  no  endless  consulting  fees.  Just  powerful,  cost 
effective,  industry-standard  technology  like  Dell  PowerEdge'"  Servers  with  Intel"  Xeon"*  Processors. 

•  Solutions  that  are  easier  to  manage.  From  SAN  and  server  consolidation  to  Unix  migration,  we  collate  flexible 
systems  that  are  easier  to  afford,  year  after  year. 

•  Enterprise  services.  Dell  has  an  expanded  range  of  services  to  help  you  simplify  the  design  and  management  of 
your  IT  infrastructure. 


i 


.--  For  nearly  20  years,  we've  revolutionized  the  way  the  world  buys  and  manages  technology. 

«  ^  V         Now  find  out  how  Dell's  direct  approach  can  revolutionize  your  enterprise.  To  learn  more 

^'\  about  the  Dell  ROI  test,  visit  www.dell.com/ROI1  or  call  us  toll-free  at  1-877- 436 -DELL. 


Enterprise  solutions  that  can  cut  costs  today  and  tomorrow.  Easy  as 


D^LL 


Call  1-877- 436 -DELL  or  visit  www.dell.com/ROI1 


e  In^e]  logo  and  Xeon  are  irademafks  or  registered  trademarks  ol  Intel  Corporation  or  its  subsidiaries  in  trie  United  States  and  other  countries.  Dell   il,>j  Dell  logo  and  PoviierEdge  are  registered  trademarks  of  the 
nputer  Corporation.  ©2002  Dell  Computer  Corporalion,  All  rights  reserved. 


1950 

Diners  Club  Card 


Frank  McNamara  loved  the  interest  he  made  lending  money  to  small  businesses.  In 
1950  he  targeted  consumers  with  Diners  Card,  the  nation's  first  credit  card.  Today 
Americans  maintain  a  collective  balance  of  more  than  $700  billion  in  plastic  debt. 


1951 

The  Pill 


Drug  companies  weren't  interested 
when  Katherine  McCormick  and 
Margaret  Sanger  proposed  a  pill  to 
prevent  pregnancy.  So  the  partners  re- 
lied on  McCormick's  wealth  (she  was 
an  heir  to  the  International  Harvester 
fortune)  to  fund  a  research  team  led 
by  biologist  Gregory  Pincus.  Pincus 
developed  a  progesterone  pill  that  pre- 
vented ovulation.  The  FDA  approved 
it  in  I960;  two  years  later  1.2  million 
women  were  on  the  pill,  giving  rise  to 
Flower  Power  and  the  women's  lib 
movement.  Today  the  pQl  remains  the 
preferred  choice  of  birth  control  for 
16  million  American  women. 


1951 

Levittown 


After  World  War  II,  William  Jaird  Levitt 
(1907-1994)  signaled  the  explosion  of  mid- 
dle-class suburbia  with  Levittown,  a  mas- 
sive development  on  Long  Island,  N.Y.: 
17,500  two-bedroom  Cape  Cod  homes  on 
seven  square  miles.  He  lured  families  out  of 
the  city  with  modern  kitchens,  televisions 
and  affordable  prices.  (The  first  800-square- 
foot  houses  sold  f<  r  $7,000;  no  money 
down  for  veterans.)  Levitt  took  advantaue 
of  assembly-line  construction:  one  basic 
floor  plan,  prefabricate  J.  parts  ano 
crews  that  moved  from  house  to  house  t(  < 
perform  specific  tasks.  Addition.ii 
Levittowns-  and  sprawl  created  by  little 
boxes  on  the  hillside — were  built  in  Penn- 
sylvania, New  Jersey  and  Florida. 


158      F   O   R   B   E   S  •   December  23, 2002 


r  customers 

bam  the  dreams  of  giants 
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COMPANIES  ^ 

rO  WORK  FOR? 


■  ••     • 


They  dream  of  a  world  without  disease.  They  dream 
of  a  wireless  world  where  information  flows  effortlesslyi 
Where  cutting-edge  electronics  work  flawlessly.  These 
are  not  the  dreams  of  the  timid.  They  are  the  dreams 
of  giant?   And  Agilent  is  providing  technologies  to  help 
make  tliem  a  reality  faster  than  ever.  Here's  to  the 
dreamers.  And  the  world  they  see  with  their  eyes  closed. 

Agilent  Technologies 

dreams  made  real 


Introducing  the  vvireless  Pocket  PC  Phone  Edition  from 
T-Mobile  ;r?  a  PDA,  a  phone  and  much  more.  So  you  can 
surf  [h:  ,:b  or  make  calls  or  use  pocket  versions  of 
Microscfi  '  r         Outlook  wherever  you  go.  All 

because  we  h.  -       ^^ '      '^SM/GPRS  network. 

See  for  yoursei*  1-800-TMOBILE. 


J^  Jk, 


le 


® 


I: 


Yeah,  instant 
gratification 
is  cool, 


isn't  it? 


T-Mobile  is  a  registered  trademark  of  Deutscni;  Telei.i/ 


F.>LiT\  7,,iiook,  Windows,  and  Word  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporal 


innovations 


1952 

The  Conglomerate 

Seeking  protection  from  the  business 
cycles  of  the  textile  industry,  Royal  Lit- 
tle considered  diversifying  into  nonre- 
lated  businesses  in  the  1920s.  But  it 
wasn't  until  the  early  1950s  that  the  ail- 
ing textile  business  made  the  idea  a  ne- 
cessity. Little's  Textron  would  go  on  to 
acquire  70  companies,  including  Bell 
Aircraft  and  golf  cart  maker  E-Z-Go, 
becoming  a  template  for  modern  con- 
glomerates like  GE,  ITT  and  Tyco.  The 
form  survives,  despite  a  crash  in  con- 
glomerate stocks  in  the  1970s  and  the 
recent  travails  of  Tyco. 


1952 

Holiday  Inn 


Fed  up  with  rundown  motels  he  encountered  on  family  road  trips,  Kemmons  Wil- 
son (b.l9I3)  quit  his  job  selling  popcorn  in  cinemas  to  build  the  first  Holiday  Inn, 
named  after  the  1946  film  starring  Bing  Crosby  and  Fred  Astaire,  in  Memphis.  He  ad- 
vertised single  rooms  for  $4,  doubles  for  $6,  and  later  added  TVs,  air-conditioning  and 
free  ice.  Expanding  nationally  on  the  backs  of  franchisees,  Wilson's  idea  caught  fire 
with  the  public;  travelers  always  knew  what  to  expect.  Today  Six  Continents  Hotels 
operates  more  than  1,000  Holiday  Inns  in  70  countries. 


1952 

Thorazine 


For  years  French  surgeon  Henri  Laborit  (1914-1995)  searched  for  a  way  to  re- 
duce shock  suffered  after  anesthesia.  Solution:  administering  Thorazine  be- 
fore operations.  Later  he  convinced  a  colleague's  brother-in-law,  a  psychiatrist, 
to  try  it  on  his  mentally  ill  patients.  Result:  Those  who  had  barely  moved  in 
years  made  contact  wi\h  people.  The  drug  works  to  block  the  dopamine  that 
causes  schizophrenia  and  makes  il  ]■(  .sible  for  patients  to  function  outside  a 
mental  hospital.  The  drug  was  FDA  app  -•  ^m  1952.  Over  the  next  few  decades 
this  and  other  drugs  like  it  emptied  thous,.:ids  of  beds  in  state  insane  asylums. 


Miracle  drug  with  limits:  Nothing  saved  McMurphy. 
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How  can  you  identify  your  best 
(and  worst)  suppliers? 

View  your  total  spend  across 
business  lines  and  geographies? 

And  make  sure  your  contracts 
get  you  the  best  price? 


SAS'  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  vi^ho's  buying 
what  in  your  company... and  from  which  suppliers. 
So  you  can  consolidate  spending,  cut  your  costs  and 
maximize  profits.  To  find  out  how  leading  companies 
are  reaping  the  rewards  of  SAS  supplier  intelligence 
software,  call  1  866  270  5724  toll  free  or  visit 
www.sas.com/supplier 


The  Power  to  Know.. 
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1954 

Fortran 


John  W.  Backus  (b.l924)  led  a  group 
of  IBM  engineers  who  developed  the 
first  high-level  computer  program- 
ming language.  Replacing  the  abstract 
gibberish  of  assembler  language  with 
the  words  of  English  and  the  familiar 
symbols  of  algebra,  Fortran  became  a 
lingua  franca  in  the  physical  sciences 
and  served  as  the  foundation  for 
nearly  every  programming  code  since. 


.rre  =:-%.0_DP,  utzero 
\  :,  398942280444_DP, 
_  0  398942280385_DP, 
==  2"e2433121679_DP, 
=  _29.8213557807_DP 
=  _3.8052E-8_DP, 
=  -0.151679116635_E 


1955 

Fast  Food 

Though  he  had  a  nice  business  selling  commercial  milkshake  machines,  Ray  Kroc  (1902- 
1984)  figured  he'd  make  more  money  flipping  burgers.  In  1955  he  opened  his  first 
McDonald's  in  Des  Plaines,  111.  The  Golden  Arches  changed  the  American  landscape, 
doing  to  restaurants  what  Kemmons  Wilson  did  to  hotels:  making  them  predictable.  The 
franchise  concept  caught  on,  and  Kroc  went  national  v«th  just  a  dollop  of  capital. 


1954 

Polio  Vaccine 


In  1952  Jonas  Salk  (1914-1995)  and  Albert  Sabin  (1906- 
1993)  raced  to  come  up  with  a  vaccine  for  poliomyelitis — a 
virus  that  causes  inflammation  of  nerve  cells  in  the  spinal 
cord,  which  can  cause  paralysis,  atrophy  of  the  skeletal  mus- 
cles and  death.  That  year  polio  infected  52,000  Americans, 
some  3,000  of  whom  would  later  die  of  it.  An  influenza 
expert,  Salk  leveraged  his  relationship  with  D.  Basil  O'Con- 
nor, president  of  the  National  Foundation,  to  develop  a 
dead-virus  vaccine,  an  approach  that  left  just  enough  of  the 
virus  to  generate  the  antibodies  needed  to  fight  the  disease. 
Salk  tested  his  injected  vaccine  on  himself  and  his  family 
and  announced  his  findings  on  CBS  radio  in  March  1953. 
Vaccinations  began  a  year  later;  paralytic  polio  cases  fell 
from  13.9  per  100,000  in  1954  to  0.5  in  1961.  Salk  was  cele- 
brated as  a  hero  and  later  worked  on  developing  a  vaccine 
for  HIV. 

Sabin  was  convinced  that  a  live  oral  vaccine  was  the  better 
answer.  Field  tests  began  in  1957.  In  June  1961  the  American 
Medical  Association  swung  its  support  to  the  Sabin  vaccine. 
Between  1962  and  1964  more  than  100  million  Americans 
were  inoculated  on  "Sabin  Simdays,"  and  by  the  mid-1960s 
his  easy-to-administer  vaccine— not  Salk's — became  the  pre- 
ferred one.  The  disease  has  been  all  but  eradicated. 
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Customer  Intelligence  |  Enterprise  Intelligence  |  Intelligence  Architecture 


How  do  you  get  daily  updates 
on  your  business  health? 


Help  departments  set 
well-defined  objectives? 

And  respond  quickly  to 
changing  market  conditions? 


SAS'  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  your 
enterprise — one  that  brings  together  Finance,  HR 
and  other  business  units  to  meet  strategic  goals. 
So  you  can  keep  stakeholders  happy,  employees 
productive  and  competitors  on  the  defensive.  To 
fmd  out  how  leading  companies  are  reaping  the 
rewards  of  SAS  enterprise  intelligence,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 


The  Power  toKnow^ 
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innovations 


Nothing  floppy  about  the  IBM 
305  RAMAC,  the  first  disk-drive. 


1956 

Disk  Drive 

Using  the  first  hard  drive,  the  II 
305    RAMAC    (Random    Acce 
Method  of  Accounting  and  Coj 
trol)  system  wouldn't  exactly  1 
on   a   desktop.   Developed 
Reynold  B.  Johnson  at  IBM,  tt 
machine  was  made  of  50  spinj 
ning   24-inch   magnetic   dislj 
stacked  on  top  of  one  another;^ 
read/write  mechanism  floated 
between  the  disks,  allowing  fori 
far  quicker  way  of  accessing  dat 
than  from  huge  reels  of  tap| 
The  refrigerator-size  machir 
blew   'em   away   at   the    195^ 
World's  Fair  in  Brussels,  where  i 
answered  history  questions  in  teij 
languages. 


1956 

Containerized 
Shipping 

Trucking  magnate  Malcolm  McLean 
(1913-2001)  tired  of  the  slow  speed  of 
transporting  cargo  across  country  and 
overseas.  Adapting  a  truck-trailer  design 
to  railcars  and  ship  cargo  holds  allowed 
quick  loading.  The  first  containerized 
cargo  ship  set  sail  from  New  Jersey  Ln 
1956 — ^spawning  a  new  industry  that  set 
a  precedent  for  the  likes  of  FedEx. 


1956 

Fiber  Optics 

Growing  up  in  India, 
Narinder  Kapany's  teacher 
told  him  light  only  travels 
in  a  straight  line.  He  took 
it  as  a  personal  challenge. 
In  1956,  shortly  after  writ- 
ing a  paper  on  the  subject, 
Kapany  coined  the  term 
"fiber  optics"  to  describe 
his  bundle  of  flexible  glass 
rods  coated  with  a  reflec- 
tive material  that  could 
transmit  an  image  from 
one  end  to  the  other  with 
no  distortion  and  mini- 
mal loss  of  light.  Later, 
lasers  were  added  to  these 
"optical  wave-guides," 
allowing  digital  informa- 
tion to  be  sent  over  fiber 
faster  than  copper  wires, 
but  it  would  take  decades 
for  high-speed  fiber 
Ciimmunicatior  s  to  take 
hold. 
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How  can  you  increase 
customer  profitability? 
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most  valuable  customers? 

And  get  greater  ROI  from 
your  marketing  campaigns?. 
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1958 

Implantable 
Pacemaker 

Wilson  Greatbatch  (b.  1919)  wasn't 
paying  attention  when  he  loaded  thj 
wrong  resistor  into  equipment  th; 
monitored  heart  sounds.  But  hi 
quickly  noticed  the  device  gave  off 
pulse  that  mimicked  a  heartbeat.  After  |  < 
honing  the  design,  he  built  50  pace- 
makers in  a  barn  out  back  of  his 
house.  Eventually  it  was  tested  in  a  dog 
and  in  humans.  And  the  beat  goes  on. 


n't 
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1956 

Ampex  VRX-IOOO 


Picture  this  on  top  of  your  TV: 
the  predecessor  to  the  VCR. 


When  Charles  Paulson  Ginsburg  (1920-1992)  started  working  at  Ampex  in 
1952,  videotape  recorders  operated  at  impractically  high  speeds;  tape  ran  over 
stationary  recording  heads  at  240  inches  per  second,  necessitating  huge  quan- 
tities of  tape.  Ginsburg's  machine,  the  Ampex  VRX-IOOO  (later  called  the  Mark 
iv),  rotated  recording  heads  at  high  speeds,  allowing  the  machines  to  run  tape 
at  a  much  slower  speed.  CBS  was  the  first  to  use  the  technology,  broadcasting  a 
delayed  videotaped  program.  Tape-delayed,  edited  broadcasts  became  standard 
fare  on  television.  Ginsburg's  innovation  would  underpin  future  analog  audio 
and  videotape  machines. 


--«s«;. 


1958 

Laser 

Three  people  claim  to  have 
invented  laser — light  amplifica- 
tion by  stimulated  emission  of 
radiation — but  Gordon  Gould 
wound  up  with  the  patent.  The 
intense  beams  of  Uglit  were  first 
used  for  cutting  and  boring 
metals  and  other  materials.  In 
1964  Kumar  Patcl  of  Bell  Labs 
invented  the  dioxide  laser,  which 
ultimately  permitted  surgeons 
to  perform  highly  intricate 
surgery  using  photons  instead  ol 
scalpels. 
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1959 

Three-Point  Seat  Belt 

After  working  on  pilot  ejection  seats  for  Saab  Aircraft,  Swedish  engineer  Nils  Bohlin 
(1920-2002)  moved  on  to  Volvo  as  its  head  of  safety  engineering.  There  he  realized ' 
tiiat  driver  injuries  could  be  reduced  by  using  a  seat  belt  diat  kept  both  the  lower  body 
and  the  upper  torso  in  place;  he  introduced  it  14  years  before  air  bags.  But  just  de- 
signing the  device  wasn't  enough — Bohlin  spent  years  calling  on  automakers  and 
governments  around  the  world  to  make  his  seat  belt  a  standard.  Today  the  U.S.  De- 
partment of  Transportation  says  the  device  saves  12,000  lives  a  year  in  this  country. 


I 


1959 

Integrated  Circuit 

Two  competitors  share  credit  for  the  k( 
innovation  of  the  information  age.  Elec- 
trical engineers  Robert  Noyce  (1927 
1990)  of  Fairchild  Corp.,  and  Jack 
Kilby  (b.  1923)  of  Texas  Instruments, 
aware  of  each  other's  work,  figured  o 
how  to  shrink  the  discrete  components^ 
of  a  computer  circuit  board  onto  a 
of  silicon  (Noyce)  and  germaniu 
(KOby).  This  dramatically  increased 
computer's  power  while  reducing  its 
cost  Their  employers  eventually  agreed 
to  share  their  patents,  but  Fairchild  was| 
the  first  to  make  its  chips  commerciaU; 
available.  The  IC  remains  the  buUdini 
block  of  the  electronic  age. 


Jack  Kilby 


I  A. 


1961 

Pa 


t^oers 

Du"v,  '  ;*  distinguished  career  at  Procter  & 
Gair  :ills  (1896-1997)  created 


tasty  t. 

Hines  cake ,  ' 

his  biggest  su 

charged  with  iw 

Mills  assigned  a  gi. 

up  with  an  absorbci  . 

that  didn't  leak.  The  cii 

to  the  $17  billion  disposal 

Housewives  had  fewer  loads  of  laund 

do — and  environmentalists  had  somci 

new  to  cry  about. 

172      H    O    R    B    H    S   ■    December  23,2002 


.mut  butter,  Duncan 

'        Hato  chips.  But 

.  'b.en  lie  was 

;"  inducts. 

hers  to  come 

sable  diaper 

at  gave  birth 

..'per  indust: 


1 

Jt 

;i.' 

1 

^^^KT 

fl 

i 

^^B^' 

^   i 


J^^^^^^^^^^^^^^^^^HPHJr^ 

o 

ro 
o 
o 

s 

c 

'^dSBBH 

en 
O 

in 

I 
O 

m 

r- 

s 

' 

NOT    THE    USUAL. 

Four  Seasons 

innovations 


1962 

Modem 


Without  it  there's  no  Internet.  Origi- 
nally designed  to  help  transfer  data  for 
North  American  air  defense  in  the 
1950s,  the  modulator-demodulator 
allowed  computers  to  communicate 
by  translating  data  into  analog  signals 
so  they  could  be  sent  via  phone  line. 
AT&T's  first  commercial  design,  the 
Bell  103,  came  out  40  years  ago  and 
communicated  at  300  bits  per  second. 
Today's  typical  cable  modem  works  at 
about  a  million  bits  per  second. 


1962 

Point-of- 
Sales  Data 

Former  J.C.  Penney  man- 
agement trainee  Sam  Wal- 
ton (1918-1992)  opened  his 
first  Wal-Mart  in  Rogers, 
Ark.  Four  decades  later  the 
retailer  has  sales  of  $238  bil- 
lion and  4,300  stores.  He  . 
married  a  genius  for  effi- 
cient distribution  and 
inventory  with  point-of- 
sales  databases.  In  the  mid- 
1980s  Wal-Mart  began  shar- 
ing store-by-store  sales  info 
with  vendors  so  they  could 
tweak  product  lines — and 
let  Wal-Mart  leverage  better 
prices  from  its  biggest  sup- 
pliers. If  Walton  were  alive 
today,  he'd  be  the  richest 
man  in  the  world. 


1962 

Telstar  I 

It  accounts  for  the  fact  you 
can  call  your  cousin  in  Vil- 
nius, Lithuania  and  she  can 
watch  the  Super  Bowl.  The 
first  commercial  commu- 
nications satellite  was 
designed  by  Bell  Labs'  John 
R.  Pierce  (1910-2002),  cost 
$3.5  million  to  launch  and 
was  used  to  broadcast  tele- 
vision signals  from  Europe 
to  the  U.S.  as  well  as 
transatlantic  telephone 
calls.  Pierce  left  Bell  in 
1971  to  teach  at  Stanford 
and  pen  science  fiction 
under  the  pen  name  J.) 
Coupling,  though  he  rarely 
receives  credit  for  his 
biggest  contribution  to  the 
language:  coining  the  word 
"transistor." 
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NOT    THE    USUAL 


Four  Seasons 


:imw':' 


The  Stylistic"  ST40 00  Tablet  PC  Is  Here. 


Don't 

expect  our 

Tablet  PC  to  be 

like   all   the   rest. 

It's   not  some  OEM 

clone.    Or    a    PDA    on 

steroids.    Or    a    stripped 

down    notebook.   Instead,    it's 

powered    by    the    latest    Intel' 

processor.     Runs     any     Windows 

application.  Thrives  with    or  without   a 

keyboard    and    slips    effortlessly    into    our     ^i 

optional  Tablet  Dock  for  instant  desktop  duty. 

It's  thin,    it's    light,    it's   flat.    In    other   words,    it's 

everything   12  years  of  industry-defining  experience 

said  it  could  be:   The  most  natural,  mobile,  productive 

and  thoroughly  thought  out  PC  the  world  has  ever  seen. 


^1 


■■'■mwtm!iaim'i-'':i> 


The  Stylistic®  ST4000  is  powered  by  an  Ultra  Low  Voltagi 
Mobile  Intel® Pentium"*  III  Processor  800MHz  -  M  whici 
supports  Enhanced  Intel®  SpeedStep® Technology. 


ic  IS  a  (egistGted  iradeniark  ot  Fujitsu  PC  Corporation  Intel,  the  Intel  Inside  logo.  Pentium  and  Intel  SpeedStep  are  trademarks  or 
ntries.  Microsoft  and  Windows  are  registered  trademarks  o(  Microsoft  Corporation  ©  2002  Fojitsu  PC  Coiporation  All  ngtils  reserv. 


12  YEARS. 


^ 


12  YEARS  OF  DESIGNING, 

TESTING  AND 

IMPLEMENTING  PEN 

COMPUTING  PRODUCTS. 

OUR  TABLET  PC  IS  HERE. 


12  YEARS  AWAY  FROM 
ORDINARY 


W 

■ 

1^ 

cP 

f 

FUJITSU 

THE     POSSIBILITIES     ARE     INFINITE 

r. 

Learn  how  ourTablet  PCs  can  give  your  company  a  competitive  edge. 

Call  us  today  at  1-877-372-3473  or  visit  www.fujitsupc.com/12years 

Fujitsu  recommends  Microsoft®  Windows®  XP  Professional  for  Mobile  Computing. 

nnovations 


1964 

Mainframe 
Family 

IBM's  System/360  prod- 
uct line  was  the  first 
that  consisted  of  a  fam- 
ily of  commercial  com- 
puters using  a  common 
program  language,  so 
that  customers  moving 
up  the  scale  in  com- 
puter power  could  take 
their  software  with 
them.  The  creator  of 
the  360  line,  Gene  M. 
Amdahl,  left  Big  Blue  to 
create  a  mainframe 
competitor  in  1970.  He 
later  went  on  to  found 
three  additional  com- 
puter companies. 


A  powerful  V6,  aHo\  wheels,  power  driver's  seat  and  the  exclusive  Personal  Safety  System™  sta\ 


1965 

Consumerism 


Long  before  he  became  a  presidential  election  spoiler,  Ralph  Nader  was  Amer- 
ica's chief  corporate  scold.  His  Unsafe  at  Any  Spe^tf  targeted  GM's  Chevy  Cor- 
vair.  The  book  influenced  Congress  to  pass  the  National  Traffic  and  Motor 
Vehicle  Safety  Act  in  1966.  Perhaps  more  important^  it  provided  a  template 
for  "activists"  looking  to  target  corporations  for  a  variety  of  ills — real  or  per- 
ceived— and  bolstered  the  market  for  plaintiff  lawyers. 


1968 

Mouse 


To  a  packed  house  at  a  computer  con- 
ference in  San  Francisco,  Stanford 
Research  Institute's  Douglas  Engelbart 
made  a  dramatic  presentation  that 
included  first-time  demonstrations  of 
onscreen  "windows,"  teleconferencing 
and  a  wooden  stylus  device  he  called  a 
"mouse."  Engelbart  didn't  see  much 
value  in  the  peripheral,  and  neither  did 
Stanford  Research,  which  owned 
the  patent  and 
later  licensed  it  to 
companies  like 
Apple  Computer 
for  a  $45,000 
one-time  fee.  Two 
decades  later, 
Engelbart's  in- 
vention was  the 
PC  standard. 


the^new  2003  Ford  Taurus  SEL  Surprised^  Well,  if  you  haven't  looked  at  a  Taurus  lately,  look  again. 


nnovations 


1969 


Charge-Coupled  Device 

It  took  Bell  Labs  researchers  George  Smith  and  Willard  Boyle 
only  an  hour  to  sketch  out  the  idea  for  a  light-sensitive  circuit 
that  could  record  images.  The  end  result,  which  lets  machines 
store  and  transmit  video  without  resorting  to  videotape,  was 
first  used  in  video  cameras;  by  1975  Bell  produced  a  broad- 
cast-quality camera.  The  devices  have  since  been  inserted  into 
fax  machines  and  telescopes. 


What  a  sight: 
Boyleand  Smith. 

A. 


1969 

Automated  Teller 
Machine 

Bankers  talked  about  automated  cash  dis- 
pensers for  years,  but  Donald  Wetzel,  a 
former  minor  league  baseball  player  and 
IBM  salesman,  gets  credit  for  the  first 
working  model.  The  vice  president  of 
product  planning  at  Docutel,  then  an 
automated  baggage-handling  equipment 
maker,  installed  the  first  ATM  at  a  Long 
Island  branch  of  Chemical  Bank.  The  first 
machines  were  offline,  but  today  some  1 . 1 
million  units  are  linked  together  across 
the  globe.  Wetzel  left  Docutel  to  start  his 
own  companies  that  sold  banking  equip- 
ment like  vault  doors. 


1969 

The  Internet 

Who  knew  that  the  military- indus- 
trial complex  would  become  the 
midwife  for  Web  porn?  Designed 
to  let  scientists  working  for  the 
U.S.  military  communicate  via 
computer,  the  Arpanet  started 
small,  connecting  terminals  at 
Stanford  and  UCLA.  The  National 
Science  Foundation  later  took  the 
technology  and  created  a  network 
that  could  handle  greater  traffic;  it 
still  helps  support  the  Internet 
today.  As  it  became  less  military 
and  more  commercial,  tlie  Arpanet 
morphcd  into  the  Internet. 


1970 

Compact  Disc 

Physicist  and  audiophile  James  T.  ■ 
Russell  (b.  1931)  was  desperate  to 
improve  the  sound  of  his  worn  vinyl 
records.  As  a  scientist  at  a  Battelle 
Memorial  Institute  lab  in  Richland, 
Wash.,  he  came  up  with  the  notion  of 
digitizing  the  music  and  recording  it 
with  flashes  of  light  on  a  photosensi- 
tive platter.  A  computer  could  then 
read  the  music  without  making  phys- 
ical contact — or  creating  wear  and 
tear.  The  first  CDs  were  the  size  of 
phonograph  records,  but  Russell  con- 
tinued to  develop  the  CD-ROM  (read- 
only memory)  technology,  which  is 
now  ubiquitous  not  only  for  music 
discs  but  for  DVDs  and  computer  pro- 
grams, as  well.  Last  year  3  billion 
blank  discs  were  sold. 
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LvoBy< 

ie  Nation's  First  Suburb 


Open  for  Business 


NYorKC«tV 


H^ss^vJ 


Nassau  County 
xecutive  Thomas  R. 
Dzzi  and  Nobel  prize 
:ipient  Dr.  James  D. 
on,  who  discovered 
DNA,  discuss 
lytotechnology  and 
nomic  development 
•sues  at  Cold  Spring 
Harbor  Laboratory,  a 
nal  genetic  research 
er  (Nassau  County). 


Nassau  County  means  business.  Aggressive  efforts  to  bring  new 
^  businesses  to  the  nation's  first  suburb  have  been  spearheaded  by  the 
newly  elected  county  executive,  Thonnas  R.  Suozzi.  "Nassau  County  is  no 
longer  just  a  bedroonn  community  of  New  York  City,"  says  Suozzi.  "With  1.3 
million  people  in  a  county  larger  than  16  states,  we  are  a  thriving,  exciting 
region  actively  seeking  new  businesses  to  locate  here." 

Rich  in  history  that  dates  back  more  than  350  years,  large  and  snnall.  Right  next  door  to  New  York  City,  its 
Nassau  County  also  earned  the  distinction  of  property  values  are  rising  faster  than  anywhere  in 
becoming  the  nation's  first  suburb.  In  1 947,  William  the  country,  and  it  has  one  of  the  most  educated  work- 
Levitt  built  "Levittown,"  an  affordable  housing  devel-  forces  to  be  found.  "We  have  a  vision  and  a  process 
opment  for  returning  World  War  II  veterans  in  the  for  business  development  that  is  in  harmony  with 
heart  of  Nassau  County.  "Today  Nassau  County  has  the  environment  and  supportive  of  the  unparalleled 
its  own  economic  engine,"  says  Suozzi.  quality  of  suburban  life  our  residents  enjoy,"  says 
Nassau  County  has  grown  into  a  suburban  center  Suozzi.  "Nassau  County  is  once  again  becoming  a 
with  incredible  opportunities  for  businesses,  both  national  model  for  suburban  'smart  growth.'" 


connect  aircraftAShips, 
ateilltes  and  peoplexi^ 


Nassau  County  is  a  colorful  community  with  a  rich  history  of  achievement.  Northrop  Grumman 

is  proud  to  be  a  part  of  that  history.  Together  with  many  talented  people,  we've  helped  Americ, 

win  wars,  put  men  on  the  moon,  and  assured  the  superiority  of  this  nation's  defense  forces. 


ii 


After  72  years,  we  feel  more  connected  than  ever  to  this  rare  and  special  place. 


www.  north  ropgrumman.corti 

©2002  Norlhfxjp  Grumman  Corporation   ' ; 


MORTHROP  CRUMMAhl    Defining   the   future 


/'  ' 


ADVERTISEMENT  3 


n  Past  to  Present, 

au'County  Has 

)t  to  Boast  About 

u  County's  history  is  filled  with  the 
f  that  dreams  are  made  of."  Some  of 
ountry's  greatest  industrial  legends, 
Tiade  their  fortunes  just  after  the  turn 
J  century,  called  Nassau  County  their 
;.  Tycoons  such  as  J. P.  Morgan, 
m  Vanderbilt,  F.W.  Woolworth  and 
;l  Guggenheim  built  their  homes  of 
dor  along  Nassau  County's  north 
J,  which  was  later  to  be  coined  "the 
Coast."  The  most  lavish  parties  ever 
3n  about  in  the  pages  of  American  lit- 
re —  galas  described  in  F.  Scott 
erald's  The  Great  Gatsby  —  were 
red  by  the  grand  affairs  held  in  the 
jions  of  Sands  Point  and  Kings  Point, 
the  turn  of  the  century,  President 
dore  Roosevelt  chose  Oyster  Bay,  on 
au  County's  north  shore,  as  the  site 
s  summer  White  House  at  Sagamore 
n  1927,  Charles  Lindbergh  astound- 
he  world  when  he  took  off  from 
au  County's  Roosevelt  Field  runway 
e  Spirit  of  St.  Louis,  making  the  first 
nonstop  transatlantic  flight  to  Paris. 
sports,  Nassau  County  lays  claim  to 
g  hometown  to  one  of  the  most  suc- 
ful  professional  sports  franchises  of 
80s  —  the  New  York  Islanders  hockey 
The  team  dominated  the  hockey 
e,  winning  a  record  four  Stanley  Cup 
npionships  during  that  decade.  Now 
r  new  management,  the  team  is 
) set  for  success. 

day,  Nassau  County  is  still  boasting, 
lost  of  the  2002  U.S.  Open  this  past 
5  at  Bethpage  State  Park  Golf  Course, 
sau  County  drew  more  than  300,000 
:tators  for  this  world-famous  event.  It 
;ntly  was  announced  that  the  Open 
lid  return  to  Bethpage  in  2009.  Nassau 
nty  IS  also  the  site  of  the  third  and 
;t  grueling  leg  of  horse  racing's  Triple 
/vn,  the  Belmont  Stakes. 


Sagamore  Hill  in  Oyster  Bay  was  the  home  of  Theodore  Roosevelt,  26th  president  of 
the  U.S.,  from  1886  until  his  death  in  1919.  From  1902  to  1908,  his  Summer  White  House 
was  the  focus  of  international  attention. 


Innovation  and  Leadership  - 
Central  to  the  Spirit  of  Nassau  County 


The  success  of  any  municipality  largely  depends  on  its 
leadership.  Tom  Suozzi,  elected  at  39  years  old  to 
become  Nassau  County's  youngest  county  executive, 
has  brought  a  new  energy  and  vision  to  his  role.  Suozzi, 
the  former  eight-year  mayor  of  Glen  Cove,  is  a  CPA  and 
lawyer,  and  he  has  a  distinguished  record  of  accom- 
plishment on  financial  management,  environmental  pro- 
tection and'business  development. 

During  his  four  terms  as  Glen  Ccve  mayor  from  1 994-2001 ,  Suozzi,  a  graduate  of 
Boston  College  and  Fordham  Law  School,  used  businesslike  systems  to  success- 
fully balance  each  city  budget.  He  turned  a  multimillion-dollar  deficit  into  a  surplus 
and  gave  Glen  Cove  its  highest  bond  rating  since  the  1970s  —  all  without  raising 
taxes  for  seven  consecutive  years. 

A  recognized  environmentalist,  Suozzi  is  the  recipient  of  many  awards  for  his 
efforts.  In  1997,  he  was  the  only  elected  official  to  be  awarded  the  U.S.  Environ- 
mental Protection  Agency  Region  2  Environmental  Award.  In  1998,  under  his  watch, 
Glen  Cove  was  designated  as  one  of  13  original  U.S.  communities  to  be  a  Brown- 
fields  Showcase  Community,  a  national  model  for  environmental  and  economic 
development. 

Suozzi's  work  to  revitalize  the  city's  downtown  earned  statewide  recognition,  the  New 
York  Conference  of  Mayors'  Main  Street  Award  and  its  Labor  Management  Award. 

As  county  executive,  Suozzi  already  has  presented  a  road  map  for  economic 
development.  He  has  consolidated  every  economic  development  tool  and  incen- 
tive under  the  direction  of  one  person,  Deputy  County  Executive  Peter  Sylver.  The 
message  is  simple:  Nassau  County  is  open  for  business. 


ADVERTISEMENT  4 

Nassau  County  has  been  home  to  more 
than  its  share  of  celebrities.  Jerry  Seinfeld, 
Ray  Romano,  Eddie  Murphy  and  Billy  Crys- 
tal are  native  sons.  Entertainers  Billy  Joel 
and  Alan  King  still  live  along  the  county's 
Gold  Coast,  and  this  past  February,  the  entire 
countn/  celebrated  with  Nassau  County  as 
one  of  its  own,  Sarah  Hughes,  enthralled  the 
world  with  her  breathtaking  Olympic  gold 
medal  performance  in  Salt  Lake  City. 

A  Strong,  Diversified  Economy 

Under  Suozzi's  leadership,  one  of  the  main 
objectives  of  Nassau  County's  current 
administration  is  to  foster  a  supportive 
environment  in  which  high-tech  and  highly 
skilled  industries  can  thrive.  The  dynamic 
environment  of  Nassau  County  applauds 
creativity,  rewards  achievement  and  wel- 
comes diversity. 

Long  Island  has  long  been  associated 
with  highly  skilled  industn/.  Beginning  with 
the  advent  of  World  War  II  and  through  the 


Tiger  Woods  tees  off  at  the  2002  U.S.  Open  at  Bethpage  State  Park  Golf  Course  in 
Nassau  County. 


m 


Long  Island.  Loaded 


ithfim. 


early  '90s,  aerospace  played  the  dominant 
role,  led  by  Grumman  Aircraft  Engineer- 
ing. Today  Northrop-Grumman  no  longer 
focuses  on  manufacturing  on  Long  Island, 
but  its  defense  soft- 
ware and  engineering 
division  employs  2,000 
people,  and  the  com- 
pany has  expansion 
plans  to  bring  that 
number  up  to  3,500. 
The  military  spends 
$6  billion  annually  on 
defense  contracts  in 
Nassau  County. 


There's  no  way  lo  (it  every  IhiiHj  lliere  is  to  do  on  Long  Island  into  one 
ad.  one  ear  —  or  one  lifetime.  Bui  you  can  try.  And  we  can  help.  Call 
l-877-FlJN-()N-LI.  ext.  597.  for  a  free.  95-page  'IVavel  CUiide.    -^ ' 
Or  go  to  ww\dunonli.com. 


MT. 


lom  /suiVD 


CONVINTION  4  VISITORS  KURIAU 
AND  SrORTS  COMMISSION 


Nassau  County  is  fortunate  to  have  Si  \^_ 
many  resources  at  its  disposal,  and  it  is  wi  losp 
positioned  to  take  advantage  of  boafS™ 
emerging  and  growing  industries.  In  recer 
years,  companies  such  as  Cablevision,  Pi 
Corporation,  KeySpan,  Weight  Watchei 
International,  1-800-FLOWERS,  Comvei 
Technology,  OSI  Pharmaceuticals,  Canor 
USA  and  Cold  Spring  Harbor  Laboratory 
have  been  at  the  forefront  of  their  respective 
industries.  Cold  Spring  Harbor  Laboratory 
is  internationally  recognized  for  excellence 
in  research  and  educational  activities  or 
genetics,  cancer,  the  human  brain  and  bioin 
formatics.  Companies  like  these  have  beer. 


Nassau  County's  Six  High-Tech  Targets 

There  are  six  categories  of  high-tech  and  highly  skilled  indus- 
tries that  currently  have  a  strong  base  in  Nassau  County  and 
that  the  Suozzi  administration  is  encouraging  to  expand: 

1)  biotechnology  (pharmaceuticals  and  research  laboratories) 

2)  software  development  (general  and  specialized  software) 

3)  high-tech  firms  (telecommunications,  equipment  providers) 

4)  highly  skilled  professionals  and  service  providers  (law 
firms,  accounting  firms) 

5)  banking/finance  (commercial  banks  and  financial 
services  firms) 

6)  health  care  (hospitals  and  home  health  agencies). 


ADVERTISEMENT   5 


irth  Shore  -  Long  Island  Jewish  Health  System 

itting  New  Standards  in  Healthcare 


Michael  J.  Dowling, 
President  &  CEO,  Nortli  ^     ^^';. 

Shore-LIJ  Health  System  ^^//g^  ^„     ^ 

All  Hospitals  Are  Created  Equal  A  Commitment  to  Nursing 

jrth  Shore  University  Hospital  in  Manhasset,  N.Y.,  was  rated     It's  no  coincidence  that  while  the  nationwide  nursing  vacancy  ranges 
\e  No.  1  nnetropolitan-area  hospital  in  a  survey  published  ear-     from  10%  to  12%,  only  5%  to  6%  of  nursing  jobs  are  unfilled  at 


r  this  year  in  AARP's  Modern 

'atunty  nnagazine. 

e  North  Shore-Long  Island 

wish  (LIJ)  Health  System  is 

e  No.  1  employer  in  Nassau 
ounty. 

orth  Shore  University  Hospital 
|nd  LIJ  Medical  Center  in  New 
yde  Park,  N.Y,  are  the  only  two 
ospitals  in  New  York  to  be  rec- 
gnized  for  nursing  excellence, 
lorth  Shore  University  Hospital 
>  routinely  recognized  by  US. 
lews  &  World  Report  as  having 
•ne  of  the  nation's  best  cardiol- 
)gy  programs. 

Schneider  Children's  Hospital, 
)n  the  campus  of   LIJ,   was 
lamed  this  year  as  the  best  chil- 
Jren's  hospital  in  New  York  by  C/i/W  magazine, 
rhe  North  Shore-LIJ  Research  Institute,  ranked  among  the  top  25 
Deneficiaries  of  grants  from  the  National  Institutes  of  Health,  is 
/vorld-renowned  for  its  disease-oriented  research. 

Drth  Shore-LIJ  Health 

^stem  —  An  Employer  of  Choice 


The  latest  in  flat-panel  digital  imaging  technology 

provides  physicians  at  Long  Island  Jewish  Medical 

Center  and  North  Shore  University  Hospital  with  X-ray 

images  of  the  heart,  which  provide  a  road  map 

for  treating  blockages  in  the  arteries. 


North  Shore-LIJ. 

Results  speak  for  themselves.  LIJ 
and  North  Shore  University  Hospital 
are  the  only  two  hospitals  in  New 
York  to  earn  the  prestigious  honor  of 
Magnet  Recognition  for  Excellence 
in  Nursing  Service.  Magnet  recogni- 
tion, comparable  to  the  Olympic  gold 
medal,  is  the  highest  honor  in  the 
nursing  profession. 

North  Shore-LIJ  Is  Rated 
Tops  in  Cardiac! 

North  Shore-LIJ  has  a  well-deserved 
reputation  in  heart  surgery.  A  recent 
state  report  showed  that  LIJ  had  the 
best  rate  of  successful  coronary  artery 
bypass  surgeries  in  the  New  York  met- 
ropolitan area.  And  North  Shore  Univer- 
sity Hospital's  cardiac  program,  already  recognized  as  one  of  the  nation's 
best,  got  even  stronger  this  year  with  the  addition  of  Dr.  Alan  R.  Hart- 
man,  ranked  as  the  New  York  metropolitan  area's  top  cardiac  surgeon. 

Innovative  Research 

The  North  Shore-LIJ  Health  System  has  internationally  recognized 

researchers  who  translate  laboratory  discoveries  into  practical  and 

Na'ssau  Count/ 's  No.  1  employer.  North  Shore-LIJ  is  committed  to  effective  treatments  for  patients  in  such  areas  as  oncology  and  cell 

workforce.  To  offer  opportunities  for  personal  and  professional  biology,  genomics  and  human  genetics,  neuroscience,  immunolo- 

)wtti  among  its  32,000  employees,  North  Shore-LIJ  established  a  gy  and  inflammation,  and  psychiatry. 

orporate  university"  known  as  the  Center  for  Learning  and  innova- 

T  —  the  largest  of  its  kind  in  the  healthcare  industn/.  To  launch  this  Paving  the  Way  for  the  Future 

rning  initiative,  the  health  system  joined  forces  with  GE  Medical  The  North  Shore-LIJ  Health  System  continues  to  build  for  the 

stems  and  Harvard  University  School  of  Public  Health  —  two  orgs-  future.  Over  the  next  few  years,  the  health  system  will  be  invest- 

ations  that  provide  the  best  of  the  corporate  sector  and  academia.  ing  well  over  $600  million  in  extensive  modernization  and  expan- 

"An  investment  in  our  employees  leads  to  better  patient  care,"  sion  projects,  including  upgrades  to  its  high-quality  community 

ys  Michael  Dowling,  president  and  CEO  of  the  North  Shore-LIJ  hospitals  in  Glen  Cove,  Plainview,  Syosset  and  Valley  Stream,  N.Y. 

ealth  System,  which  includes  18  hospitals  on  Long  Island,  As  Dowling  says,  "The  goal  is  to  ensure  that  North  Shore-LIJ  pro- 

ueens  and  Staten  Island  —  the  largest  integrated  healthcare  net-  vides  its  patients  with  the  most  advanced,  comprehensive  and 

ork  in  the  Northeast.  innovative  medical  care  available  in  the  region." 

For  more  information,  visit  www.northshorelij.com. 


Cold  Spring  Harbor 
Laboratory 

Established  in  1890,  Cold  Spring 
Harbor  Laboratory  is  a  private,  non- 
profit basic  research  and  educational 
institution.  Under  the  leadership  of 
Dr.  Bruce  Stillman,  some  260  scien- 
tists conduct  groundbreaking  research 
in  cancer,  neurobiology,  plant  genet- 
ics and  bioinformatics.  The  laborato- 
n/  is  recognized  internationally  for  its 
educational  activities,  which  include 
an  extensive  program  of  scientific 
meetings  and  courses  and  its  Ph.D.- 
granting  Watson  School  of  Biological 
Sciences.  For  more  information,  visit 
www.cshl.edu  or  call  516-367-8486. 


Robert  B.  Catell 

Chairman  &  CEO 

KeySpan 

Nassau  County  is  a  great  place  to 
live,  work  and  play.  At  KeySpan,  our 
Foundation  works  with  a  host  of 
community  partners  every  day  to 
ensure  Nassau  County  stays  that  way. 

KeySpan,  energizing  Nassau. 

f  - 

\     KTfSRAN 

■    Pounddtion 
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able  to  successfully  lure 
talent  from  Manhattan 
and  other  cities  to  Nassau 
County.  It  is  this  talent 
pool  that  continues  to  sup- 
port industry,  housing  and 
sales  in  the  county.  Corpo- 
rate giants,  as  well  as 
smaller  family-owned  busi- 
nesses, have  been  attract- 
ed to  Nassau  County  for  all 
that  it  has  to  offer. 

A  network  of  govern- 
ment agencies  and  ser- 
vices has  taken  a  proac- 
tive role  in  supporting 
economic  business  devel- 
opment. The  county's 
Industrial  Development 
Agency  (IDA)  is  one  such 
agency.  The  IDA  has  pro- 
vided long-term  business 

solutions  to  a  wide  range      Argentine  sail  training  vessel  Libertad  docks  in 

of    companies    and    has      Hempstead  Harbor  on  the  coast  of  Glen  Cove's  Morgarl 

,  Park  for  the  America's  Sail  '98.  \ 

helped  hundreds  of  com-  j : 

panies  finance  building,  expansion,  reno-  cial  tax  incentives  to  further  lower  tl 
vations,  relocation  and  capital  equipment  cost  of  doing  business, 
projects  through  the  issuance  of  industri- 
al revenue  bonds  at  lower  interest  rates  Location,  Location, 
than  conventional  financing.  The  IDA  also  Location 
helps  companies  take  advantage  of  spe-  Nassau  County  couldn't  be  better  poi 


\ 


An  Ideal  Climate  for  Thriving  Businesses 

•  Of  the  20  largest  metropolitan  areas  in  the  U.S.,  Long  Island  ranks  No.  1  in  retail 
sales. 

•  Despite  the  stock  market's  volatility,  the  median  closing  price  on  houses  in 
Nassau  County  was  $330,000  in  June  2002,  up  21  %  from  June  2001 . 

•  The  average  annual  income  in  Nassau  County  is  $73,000. 

•  Nassau  County  has  the  No.  1  percentage  of  households  in  the  nation  with 
income  of  more  than  $1 50,000. 

•  Nassau  County  is  home  to  40  companies  with  annual  revenues  of  more  than 
$100  million. 

•  Diversity  of  home  prices  in  Nassau  County  accommodates  even/  need,  from  top 
executives  to  entry-level  employees. 

•  Eight  four-year  colleges  and  universities  in  Nassau  County,  along  with  the  best 
public  schools  in  the  nation,  have  provided  Nassau  County  with  an  exceptionally 
well-educated  workforce. 


I 


w 
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a  —  just  a  stone's  throw  from  Man- 
in  (30  nninutes  to  nnidtown)  or  the 
late  resort  of  the  Hamptons  — 
;au  County  offers  the  convenience  of 
;  proximity  to  the  most  exciting  city  in 
vorld,  with  the  open  space  and  seren- 
f  the  suburbs.  The  county's  trans- 
ition network,  the  most  extensive  and 
se  in  the  nation,  makes  life  simpler  for 
Sidents,  with  easy  access  to  railroads, 
ind  truck  roadways,  buses,  airports 
even  ferries.  Government  invest- 
ts  in  the  county's  various  modes  of 
portation  have  resulted  in  reduced 
;l  times,  increased  safety  and  cleaner 
he  Long  Island  Railroad,  the  nation's 
!St  commuter  railroad  system,  has 
B  than  735  daily  trains  and  easy  con- 
ions  to  New  York  City  and  its  sub- 
s.  The  county  also  enjoys  close  prox- 
/  to  four  airports  for  domestic  and 
national  flights  as  well  as  corporate 
tion.  A  county  on  the  move  needs 
t  transportation,  and  Nassau  County 
ides  It. 

Vealth  of  Lifestyle 
portunities 

dents  of  Nassau  County  take  pride  in 
enviable  quality  of  life.  One  of  the  recur- 
themes  in  Nassau  County  is  "Choice," 
erything  from  housing  and  shopping  to 
ral  and  recreational  alternatives. 


More  to  Boast  About 

urveys  consistently  rate  Nassau 
"ounty  among  the  top  10  places  to 
ive  in  America.  Nassau  County; 

Has  been  rated  the  fifth-healthiest 

place  in  the  world 

Has  the  lowest  crime  rate  of  any 

community  of  more  than  1  million 

people  in  the  U.S. 

Has  the  lowest  crime  rate  in  New 

York  State 
•  Is  ranked  10th  in  the  U.S.  among 

the  wealthiest  metropolitan  areas. 


In  Nassau  County,  homes  range  from 
attractively  priced  rental  apartments  and 
condominium  town  houses,  to  extraordi- 
nary executive  estates  with  matching  prices. 
Living  in  Nassau  County  has  proved  to  be  a 
smart  investment,  as  the  county  ranks  in  the 
top  1  %  nationally  in  home  price  appreci- 
ation. Neighborhoods  vary  to  meet  the 


diverse  needs  of  individuals,  couples  and 
families.  Within  Nassau  County,  there  are 
New  England-style  hamlets  and  water- 
front villages,  communities  of  small  Cape 
Cods  and  streets  lined  with  larger  Victori- 
an homes,  classic  housing  developments 
and  new  luxury  gated  communities  with 
every  amenity,  modest  split-levels  and 


!' 


AMERICANA   IMANHASSET 

PERSONAL  SHOPPING 

With  access  to  our  entire  collection 
of  fine  shops,  we  are  the  ultimate 
resource  for  your  fashion  &  gift 
needs,  both  personal  &  corporate. 
It's  easy,  efficient  &  free,  and  we 
can  assist  you  near  or  far!  Contact 
us  in  person,  by  phone  or  online. 


OUR  STORES 

Louis  Vuitton 

Hermes 

Saivatore  Ferragamo 

Giorgio  Armani 

Barneys  New  York 

Ralph  Lauren 

Donna  Karan 

London  Jewelers 

Tiffany  &  Co. 

Prada 

Fend! 

Escada 

St.  John 

9          Hirshleifer's 

Burberry 

Christofle 

Chanel 

Thomas  Pink 

Kate  Spade 

Wallach  Jewelers 

Brooks  Brothers 

Oilily 

Loro  Piana 

The  Athlete's  Foot 

Ann  Taylor 

.„  .     Coach 

Little  Eric 

Cache           ;^i^: 

^^^F^Dana  Buchman 

The  Shoe  Box 

Gap 

"  OUR  SPA 

Banana  Republic 

Gap  Kids 

Estee  Lauder  Spa 

Williams-Sonoma 

Baby  Cap 

OUR  RESTAURANTS 

Origins      si^t^ 

Dani  Fine  Lingerie 

Millie's  Restaurant 

Talbots       IsSip.' 

MaxMara 

Payard 

the  evolution  continues. 


Manhasset,  Long  Island  NY  •  800.818.6767  •  amerjcanamanhasset.com 


With  34  branches  and 

39  ATM  locations 

in  Nassau  County, 

North  Fork  Bank  is 

out  there 

servicing  you... 

Where's  Your  Banker? 


For  the  branch  nearest  you  call  our 

Telephone  Express  Banking 

Center  at  877-694-9111, 

or  visit  our  website  at 
www.northforkbank.com 


t  =  J 


Member   FDIC 


Long  Island  Power 
Authority  (LIPA) 

LIPA,  Long  Island's  electric  connpa- 
ny,  supports  the  economic  growth 
of  Long  Island  by  developing  busi- 
ness solutions  and  offering  incen- 
tives to  attract  new  business  while 
keeping  existing  businesses  moving 
forward.  Our  programs  help  compa- 
nies increase  profitability  through 
efficient  energy  management.  We 
offer  rate  incentives  for  relocation 
and  Empire  Zone  projects,  cash 
incentives/rebates  on  energy-efficient 
technologies,  building  design  and 
engineering  support  and  help  in 
obtaining  economic  development 
funds.  For  more  information,  call  LIPA 
at  1-800-528-2005  or  visit  our  Web 
site  at  lipower.org/ecodev.Nassau. 


LIPA 

www.  lipower.  org 
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Jones  Beach,  a  2,413-acre  state  park,  is  popular  for  sand  and  surf,  as  well  as  othe 
sports  and  entertainment  programs. 


Gold  Coast  estates. 

From  any  neighborhood,  there  are 
nearby  shopping  opportunities  offering  a 
range  of  options,  from  malls  and  upscale 
boutiques  to  prestigious  national  retailers 
and  local  mom-and-pop  stores.  For  even 
the  most  sophisticated  shoppers,  there's 
no  need  to  go  to  Manhattan.  Americana 
Manhasset,  the  most  upscale  shopping 
center  on  Nassau  County's  north  shore, 
boasts  a  collection  of  internationally 
renowned  shops  to  rival  those  on  Madi- 
son Avenue  or  Rodeo  Drive,  including  Sal- 
vatore  Ferragamo,  Hermes,  Giorgio 
Armani,  Tiffany,  Hirshleifer's  and  its 
newest  restaurant,  Payard. 

Culture  and  recreation  are  also  priorities 
in  Nassau  County,  with  countless  oppor- 


tunities to  recharge,  relax  and  renew 
body,  mind  and  soul.  As  a  county 
rounded  by  water,  Nassau  has  miles 
pnstine  beaches  along  Long  Island  So> 
and  the  Atlantic  Ocean,  including  wc 
famous  Jones  Beach.  More  than  4,1 
acres  of  parks  and  preserves  are  open 
the  public  for  hiking,  biking,  bird-watch 
or  simple  relaxation.  The  county  also 
tures  more  than  50  private  and  1 1  pu 
golf  courses,  including  Bethpage,  the 
public  golf  course  to  host  the  U.S.  Of 
numerous   boat-launching   ramps 
marinas;  and  the  Nassau  Coliseur 
Expo,   with  a   16,000-seat  arena 
60,000-square-foot  exposition  and  c 
ference  center.  In  recent  years,  Nas 
County  has  evolved  into  a  subur 


Business  Support: 

An  Important  Theme  in  Nassau  County 

•  More  than  $1 .5  billion  in  Nassau  County  IDA  financing  has  been  delivered  since  1 979. 

•  The  Nassau  County  IDA  has  created  or  retained  more  than  68,000  jobs. 

•  During  its  first  three  years  of  operation,  the  county's  award-winning  Operation 
Downtown  pumped  more  than  $5  million  into  local  communities  to  help 
improve  and  revitalize  "main  street"  shopping  areas. 


Is'your  office  environment  supportive  of  working  mothers? 
Ours  is. 

For  a  third  year,  Computer  Associates  has  been  named  one  of  the  "100  Best  Companies  For  Working  Mothers"  by  Working  Mother  magazine. 
But  this  time  it's  on  even  greater  honor,  we've  been  recognized  as  one  of  the  top  ten.  Maybe  it's  because  of  our  subsidized  child 
development  program.  Or  our  adoption  assistance  program,  which  helps  employees  through  the  process  of  adopting  a  child.  Or  any  of 
the  other  family-friendly  policies  and  programs  we  offer.  These  are  just  a  few  of  the  many  ways  we  recognize  and  appreciate  the  most 
important  port  of  our  Company —  our  people.  Because  without  them,  we  wouldn't  be  here  at  oil.  ca.com/workingmother 


COMPANIES 


Top  10  Environment  for  Working  Mothers    C3  )  Computer  Associates^' 


t>  2002  Computer  Associates  International.  Inc.  (CA)  All  rights  reserved. 
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Nassau  County:  Home  to  Top  Schools 

•  In  a  nationwide  survey  of  top  public  high  schools,  two  Nassau  County  schools 
ranked  among  the  top  10  (Jericho,  No.  2;  Manhasset,  No,  7),  based  on  the 
nunnber  of  students  taking  college-level  advanced  placement  courses.  Among 
the  top  230  schools,  18  were  in  Nassau  County. 

•  Nassau  County  students  received  61  prestigious  2002  Intel  Science  Awards  from 
among  300  presented  nationwide. 

•  In  the  2002  Siemens-Westinghouse  Competition  in  math,  science  and  technol- 
ogy, 35  Nassau  County  students  were  semifinalists,  more  than  from  any  other 
county  in  the  U.S. 

•  Four  out  of  five  Nassau  County  high  school  graduates  pursue  higher  education, 
one  of  the  highest  rates  nationally. 


cultural  center.  Its  2,200-seat  Tilles 
Center  for  the  Performing  Arts  attracts 
world-renowned  artists  in  music,  dance 
and  theater  and  is  home  to  the  Long 
Island  Philharmonic.  Celebrated  pop 
entertainers  also  appear  year-round  at 
Westbury  Music  Fair  and  seasonally  at 
the  outdoor  Jones  Beach  Amphitheater. 
There  is  no  shortage  of  historic  sites 
and  attractions.  A  taste  of  colonial  days 


can  be  experienced  at  the  Old  Bethpage 
Village  Restoration,  a  working  19th-century 
farm  community.  History  also  comes 
alive  at  Sagamore  Hill,  Teddy  Roosevelt's 
summer  White  House  that  is  now  a 
museum,  and  at  the  newly  reopened 
Cradle  of  Aviation  Museum.  History  con- 
tinues to  be  made  in  Nassau  County. 
Under  the  direction  of  Dr.  James  Watson, 
winner  of  the  Nobel  prize  for  the  discov- 


ery of  DNA,  research  programs  at 
world-famous  Cold  Spring  Harbor  U 
ratory  lead  the  way  in  grouhdbreal 
cancer  research. 

For  visitors  to  Nassau  County,  therej  i( 
numerous  places  to  stay,  including 
county's  premier  hotel,  the  Garden 
Hotel.  Located  in  the  heart  of  Nassau  Coqlti 
it  offers  its  guests  a  world-class  exfjsi 
ence.  Alexander  Turney  Stewart  built 
hotel  in  1874.  He  bought  7,000  acre? 
Long  Island  and  developed  the  comn- 
ty  of  Garden  City.  The  Garden  City  Mr 
destroyed  by  fire  in  1895,  has  been  re- 
and  renovated  several  times.  Featuring 
luxury  guest  rooms,  16  meeting  rooms 
two  new  restaurants,  the  hotel  comb 
Old  World  charm  with  high-tech  busin 
services  for  its  guests.  Past  visitors  f' ' 
included  Charles  Lindbergh  on  the  r 
before  his  world-famous  flight,  John 
Jackie  Kennedy  and  Prime  Minister  Marc 
Thatcher.  More  recently,  Michael  Jack'. 


Adelphij^  number  one, 
nil  then  some. 


Business  Long  Island  has  ch^en  Hoe^^^^pny  as  ns  lop  picK  in 
the  education  industry  based  on  organiHMpiwth  and  community 
outreach.  Adelphi  University  has  set  trends  in  education  since  1863.  With 
small  classes,  attentive  faculty,  and  a  beautiful  campus.  Adelphi  is  proud 
to  be  one  of  Nassau  County's  most  prestigious  institutions. 


Find  out  for  yoursell.  C^  I -800-ADEIPI41  «<sit  www.adclphi.edu  or  visA  our  campus  today. 


ADELPHI 

UNIVERSITY 

GARDEN  CTTY  •  HAUPPAUGE  •  MANI  tAl  Tt  N 


HOFSIKA  UNIVERSn 

Thinking  of  an  M.B.A.? 

Looking  to  expand  your 
career  possmujties? 

The  Hofstra  M.B.A. 

•  Accounting 

•  Business  Computer  Information  Systems 

•  Finance 

•  International  Business 

•  Management 

•  Marketing 

•  Taxation 

For  further  information  contact: 

Office  of  Graduate  Admissions 

1-866-GRADHOF 

or  E-mail  humba@hofstra.edu 


Hofstra  Universi 

FRANK  G.  ZAI^  SCHOOL  OF  BUS 
Hempstead.  NY  1 1549 


<P     Fully  accredited  bv  AACSB  International. 
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/  Clinton  and  Sarah  Ferguson  (the  former  Duchess  of  York)  have 
en  the  Garden  City  Hotel  during  their  Long  Island  stays. 

ellent  Health  Care: 

gn  of  a  County  That  Cares 

3ssau  County,  caring  and  innovation  converge  at  some  of 
/vorld's  finest  community  and  teaching  hospitals,  public 
:h  facilities,  centers  for  biomedical  research,  nursing  homes, 
»ice  and  home  care  services.  Patients,  doctors  and  scientists 


assau  County's  Six  Priorities 
or  Economic  Development 

»s  part  of  his  mission  for  Nassau  County,  County  Executive 
iuozzi  has  set  six  priorities  for  economic  development: 

Attraction  of  highly  skilled,  high-tech  industries 

The  cleanup  and  reuse  of  abandoned  environmentally 

impaired  properties  for  beneficial  and  productive  use 

(brownfields  redevelopment) 

Downtown  revitalization 

Expansion  of  the  workforce  and  senior  housing 

Preservation  of  open  space 

Sports,  entertainment  and  tourism. 


We  Build  Futures 


N 


ew  York  Institute  of  Technology  puts  your  success 
first,  with,  technology-infused  professional 
programs  that  give  you  a  competitive  edge. 

NYIT  offers  small  classes 
with  hands-on  learning. 
Professors  who  are  respected 
professionals  in  their  fields. 
Flexible  day,  evening  and  weekend 
schedules  at  Long  Island  and 
Manhattan  campuses.  Online 
courses.  And  much  more. 

A  future-focused  education 
from  NYIT  will  give  you  an 
advantage  you  won't  find 
anywhere  else.  Don't  wait-take 
your  first  step  to  success. 


Visit  www.nylt.edu  or  call  1.800.345.NYIT  —  today. 


NYinr 


New  York  Institute  of  Technology 


Long  Island  University 


Vlakiiig  the  American 
Ircain  a  reality. 

lor  three  quarters  of  a  century, 
lonj:  Island  University  has 
pr«>\  iJed  access  to  the  American 
Jrcam  through  excellence  in 
|his;her  eJucalion.  We  have  opened 
jour  doors  to  students  from  all 
hvalks  of  life,  empowering  them  to 
""re  their  dreams. 

We  are  dedicated  to  pro\iding        , 
access  to  quality  education  that 
■uirtures  enlightened 
understanding,  a  genuine 
tolerance,  a  clear  respect  for 
pluralism  and  an  abiding 
appreciation  of  that  which  is 
heautiful  in  life. 


lo\i;lsivNT> 


Access  and  Hxcellencc 
l-tWO-LlL'.PLAN  •  wwvv.liu.edu 
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Send  your  employees  to  our  high-qualify, 
time-efficient  Special  Programs  for  Business  ^' 
and  watch  your  company  grow.  Our  cost- 
effective  Programs  help  improve  business  by 
training  your  people  to  become  better 
employees,  managers  and  team  members. 
For  more  information,  call  516-572-7487 
or  e-mail  spboff@ncc.edu. 


NASSAU 

COMMUNITY  COILEGE 


www.ncc.edu 
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The  Garden  City  Hotel  is  a  world-class  facility  offering  outstanding  service,  distinctive 
accommodations  and  easy  proximity  to  New  York  City. 


come  to  Nassau  County  institutions  from 
all  over  the  world  to  gain  the  benefits  of 
the  experience,  state-of-the-art  technol- 
ogy and  diagnostic  experts  available. 

Nassau  County  has  more  than  a  dozen 
hospitals,  including  the  North  Shore  Uni- 
versity Medical  Center,  rated  the  best 
health  care  institution  in  the  country  in 
AARP's  Modern  Maturity  maqazme.  Nassau 
is  also  home  to  New  York's  only  specialty- 
designated  cardiovascular  center  and  sev- 
eral level  1  regional  trauma  centers. 


Education:  The  Key  to  Success 

Excellence  in  education  is  a  dominant  theme 
in  Nassau  County.  Commitment  to  educa- 
tion begins  with  the  earliest  educational 
experiences  in  the  county's  56  indepen- 
dently run  public 
school  districts,  right 
through  to  the 
county's  institu- 
tions of  higher 
education.  Through- 
out all  the  diverse 


communities  of  Nassau  County,  a 
tinuing  commitment  to  excellence  ' 
education  prepares  students  to  becon 
part  of  the  best-educated  workforce 
America.  ' 

In  recent  years,  more  Long  Isia' 
employers  have  worked  with  loc 
school  districts  to  bridge  the  gi 
between  the  classroom  and  the  wot 
place,  giving  students  a  broader  vie 
and  understanding  of  career  option 
Today  most  of  Nassau  County's  pub 
school  districts  have  business  advise 
boards.  This  partnership  continu 
between  the  business  commun 
and  Nassau  County's  higher  educati 
institutions. 

Nassau  County  is  home  to  eig' 
four-year  colleges  and  universities, 
degree-granting  technical  institute  a 
Nassau  Community  College,  the  largt 
two-year  college  in  New  York  State, 
addition,  the  U.S.  Merchant  Man 


A  County  for  Growth  and  Opportunity 

Nassau  County,  in  creating  a  dynamic  environment  in  a  sub- 
urban metropolis,  has  positioned  itself  as  the  ideal  location 
for  both  businesses  and  families  to  thrive  and  grow.  To  attract 
new  businesses,  Nassau  County  continues  to  help  compa- 
nies and  nonprofit  organizations.  Financial  incentives  include: 

•  Low-cost  bond  financing  for  almost  any  commercial 
enterprise 

•  Property  tax  abatements  for  high-tech,  highly  skilled 
businesses 

•  Sales-tax  exemptions  on  materials  purchased 

•  Commercial  revitalization  loans  for  economic  develop- 
ment projects 

•  Reduced  energy  rates  for  high-tech,  highly  skilled,  envi- 
ronmentally friendly  companies 

•  Other  kindn  of  lov./-r.r,st  financing. 


The  Solaire 

America's  first  environmentally 
responsible  residential  tower. 
Under  construction  in  Manhattan, 


/\lbanese  Development  Corporation  is  a  recognized  owner 
and  developer  of  premier  residential  and  commercial  properti 
in  the  New  York  area.  Our  mission  is  to  create  environmental! 
responsible  buildings  of  quality  and  architectural  merit  that 
retain  value  and  enhance  the  communities  in  which  they 
are  located. 

Call  our  Executive  \^ce  President,  Russell  Matthews,  and  let  us 
turn  your  vision  into  something  to  build  on. 


A 


Al.BANESE 

/^A\  Development  Corporation 


Since  1949 


1050  Franklin  Avenue,  Garden  City,  New  York  11530 
Tel.  (516)  746-6000  •  www.albanesedev.com 


'i 


ADVERTISEMENT   13 


ardeti  City 

xording  to  Tom  Suozzi,  "Downtowns 
where  communities  are  built.  They  are 
jr  county's  lifeblood. "  The  quintessential 
iccess  story  is  Garden  City,  a  commu- 
ty  that  has  become  a  model  for  com- 
unity  improvement  projects,  neigh- 
jrhood  energy  and  commitment  to 
vitalization  efforts.  Once  known  as  the 
fth  Avenue  of  Long  Island,  Garden  City 
is  recently  experienced  a  renaissance, 
anks  to  beautification  projects,  mar- 
king and  the  revitalization  effort,  spear- 
jaded  by  the  Albanese  Development 
orporation  and  Castagna  Realty  Co. 
ic  ,  which  has  turned  Franklin  Avenue 
to  a  "mini  Wall  Street"  financial  ser- 
ces  center.  With  Saks  Fifth  Avenue 
id  Lord  &  Taylor  as  anchors,  revitaliza- 
on  efforts  also  have  lured  new  retailers, 
ommitment  and  vision  have  yielded  a 
/ell-planned  community  that  is  once 
gam  blooming. 


Academy  and  Webb  Institute  of 
Naval  Architecture  are  located  in 
Nassau  County,  as  well  as  three  dif- 
ferent branches  of  the  State  Univer- 
sity of  New  York  system.  Proximity  to 
Marihattan's  cultural  enrichment, 
along  with  the  attraction  of  an  educa- 
tional campus  set  in  the  suburbs,  pro- 
vides a  unique  educational  asset  to 
these  students. 

The  county's  unique  environment 
combines  abundant  resources,  open- 
ended  business  opportunities,  a  wealth 
of  lifestyle  options  and  leisure  at  its 
best.  With  its  close  proximity  to  New 
York  City,  along  with  an  excellent  infra- 
structure, education  system  and  health 
care  facilities,  Nassau  County  has 
unparalleled  advantages.  Nassau 
County  has  always  been  a  great  place 
to  live,  but  today  America's  first  suburb 
is  a  model  of  growth  and  opportunity 
for  the  future.  M 


Nassau  County's 
Forbes  500s  Companies 

Cablevision  NY  Group 

New  York  Community  Bancorp 

Roslyn  Bancorp 

Weight  Watchers  International 


For  more  information 

on  Nassau  County,  contact: 

Thomas  R.  Suozzi 

Nassau  County  Executive 

1  West  St. 

Mineola,  N.Y  11501 

Phone:  516-571-3131 

Fax:  516-571-3136 

E-mail:  tsuozzi@mail.co.nassau,ny.us 

Web:  www.nassaucountynydevel- 

opment.org  and 

www.co.nassau.ny.us 


CASTAGNA  REALTY  CO.,  INC. 

Dedicated  to  Quality  and  Community 

Celebrating  80  Years 
of  Commercial  and  Residential 

Real  Estate  Development, 

including  our  flagship  project, 

Americana  Manhasset. 


Manhasset,  Long  Island,   NY   •   516  627  6700 


THE 

LONG  ISLAND  HOTEL 

■  THAT  PAYS  ^ 

INTEREST  AND  DIVIDENDS. 


GARDEN  cny 

HOTEb 

LONG  ISLAND'S  LEADING  HOTEL 
S/hce  IS74 


Important  business  conferences  require  partners 
and  venues  that  support  your  corporate  strategy. 

That's  why  we  take  extraordinary  interest  in 
you  with  an  uncompromising  commitment 
to  personal  service. 

The  result  —  an  event  that  exceeds  your  expeaations. 
And  isn't  that  the  sort  of  dividend  every  wise 
investment  should  yield? 


Garden  City,  Long  Island,  New  York 
1.800.547.0400  www.gardencityhotel.cor 


ACCESS  TO  LABOR 

BUILD-TO-SUITS 

CREATIViTY' 

DISPOSITIONS 

EXIT  STRATEGIES 

FINANCIAL  ANALYSIS 

GLOBAL  BUSINESS  PRACTICES 

HEADQUARTERS  RELOCATION 

INDUSTRIAL  EXPERTISE  ' 

JOINT  VENTURE 

KNOWLEDGE  OF  MARKETS 

LEASE  STRUCTURING  AND  NEGOTIATION 

MARKET  RESEARCH 

NATIONAL  PURCHASING  POWER 

OWNER'S  REPRESENTATION 

PROPERTY  OPERATIONS 

QUALITATIVE  ISSUES 

RENEWAL  OPTIONS 

SPACE  EXPANSION 

TAX  IMPLICATIONS 

UTILITY  ISSUES 

VALUE  ENHANCEMENT 

WORKOUTS 

X-ACTING  STANDARDS 

YEARLY  LEASE  REVIEWS 

ZONING  CONSIDERATIONS 


More  than  just  relocating  your  business,  at  Insignia/ESG  we  help  move  it  forward.   We  examine  your 

long-term  strategies,  grasp  your  corporate  culture  and  devise  real  estate  plans  with  positive  bottom-line  impact. 

i'.aW  1-888-707-3908  or  visit  us  at  www.insigniaesg.com.   It's  more  than  just  a  leap  of  faith. 


Insignia 


Vision  is  our  most  important  property. 

MERCIAL         REAL         ESTATE         SERVICES 


200  Pork  Avenue  •    New  York,  NY  10166  •  212.984.8000 
6800  lendio  TurrnpiU   •  Syossel,  NY  1  1  791   ■    516.364.6943 


970 

[elational  Database 


ford-trained  mathematician  Edgar  F.  (Ted)  Codd  developed  the  concept  of 
;  relational  database  while  working  as  an  IBM  researcher  in  1970.  Earlier  com- 
iter  databases  had  fields  of  data  arranged  in  a  rigid  way;  Codd's  notion  was 
kat  disparate  data  sets  could  be  combined  by  linking  fields  they  have  in  com- 
kon  (say,  a  customer  number).  Codd  clashed  with  his  bosses  at  IBM,  who  were 
ashing  a  more  primitive  system.  But  the  relational  database  is  now  standard — 
id  the  basis  for  Larrv  Ellison's  Oracle  fortune. 


Innovations 
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Andrew  Grove 

1971 

Microprocessor 

After  helping  to  develop  the  integrated 
circuit  at  Fairchild,  Robert  Noyce  {seep. 
172)  went  on  to  cofound  chipmaker 
Intel.  There  a  team  led  by  Marcian 
(Ted)  Hoff  (b.  1937)  took  the  next  step 
in  miniaturizing  computers  by  putting 
an  entire  central  processing  unit  on  one 
chip.  The  original,  designed  for  Japan- 
ese calculator  company  Busicom,  could 
perform  60,000  operations  per  second, 
the  same  processing  power  as  the  30- 
ton  Eniac  computer  built  two  decades 
earlier.  Give  Intel  credit  for  designing 
the  chip  and  having  the  foresight  to  buy 
the  rights  (for  everything  but  the  calcu- 
lator chips)  back  for  $60,000. 


11971 

answering 
lachine 

/aldemar  Poulsen  patented  the  ancestor  of 
;he  answering  machine — the  Telegra- 
jhone,  which  used  a  telephone,  some  steel 
wire  and  an  electromagnet — in  the  1890s, 
Jut  it  took  another  seven  decades  for  a 
commercially  viable  version  to  hit  the  mar- 
ket. PhoneMate's  Model  400  weighed  10 
pounds  and  held  20  messages  on  reel-to- 
reel  tape.  Lighter  and  cheaper,  the  Phone- 
Mate's  descendants  are  found  in  67%  of 
American  homes. 
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innovations 


1972 

Computed 
Tomography  Imaging 

For  more  than  seven  decades  X  rays  allowed  doc- 
tors to  peer  inside  the  body,  but  just  enough  to 
see  the  skeleton.  Working  separately,  Godfrey 
Hounsfield  and  Allan  Cormack  each  developed  a 
method  of  replacing  X-ray  film  with  crystals, 
rotating  a  camera  around  the  body  and  using  a 
computer  to  coUate  multiple  images.  The  result: 
detailed  pictures  of  internal  slices  of  the  body, 
which  made  many  diagnostic  surgeries  unneces- 
sary. Soon  after,  chemistry  professor  Paul  Lauter- 
bur  wrote  an  article  suggesting  that  nuclear  mag- 
netic resonance  could  be  used  to  create  images, 
leading  to  the  development  of  magnetic  reso- 
nance imaging  (mri),  which  created  even  more 
detailed  3-D  images  of  internal  organs. 


Dennis  Ritchie  and 
Kenneth  Thompson 


1972 

UNIX/C  Programming 

The  original  computer  operating  system  and 
language,  it  is  still  used  throughout  the 
world.  Bell  Labs  researchers  Dennis  Ritchie 
(b.  1941)  and  Kenneth  Thompson  (b.  1943) 
created  a  system  based  on  simple,  discrete 
commands  that  worked  on  multiple 
machines  and  supported  many  users;  one 
person  could  try  out  Spellcheck,  while 
another  created  a  document.  C  program- 
ming paved  the  way  for  thousands  of  appli- 
cations. Today  UNIX  is  still  used  to  run  most 
Internet  servers  and  large  business  systems. 


1972 

Ethernet 


while  at  Xerox's  Palo  Alto  Research  Center,  Robert  Metcalfe  was  charged  t 
with  hooking  up  all  the  scientists'  computers  into  a  single,  fast  network.  He .' 
coined  the  term  Ethernet  to  describe  the  system  of  wires  and  microchips 
that  allow  computers  linked  locally  to  talk  to  one  another  without  drowning . 
each  other  out.  But  his  real  achievement  was  getting  Xerox  to  share  the 
technology  with  Digital  Equipment  Corp.  and  Intel,  making  Ethernet  an 
industry  standard — it's  now  the  most  widely  used  technology  for  local  area 
networks — and  then  founding  3Com  in  1979  to  seU  the  technology. 


mm 
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WORKERS  COMP 
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Here  are  three  figures  any  CFO  and  CEO  will  love. 
$200  million.  250,000  disability  days.  16%  fewer  claims. 
That's  what  our  safety  programs  saved  our  clients  last 
year.  Those  numbers  become  even  more  compelling 
when  you  consider  this  fact;  injuries  and  disabilities 
can  comprise  5%  or  more  of  a  company's  costs. 
This  is  where  Liberty  Mutual  can  truly  help.  Over  the 
years,  our  loss  prevention  specialists  have  developed 
a  wide  range  of  safety  programs,  each  designed 
to  not  only  help  businesses  become  safer,  but  more 
cost  efficient. 

We  use  all  the  latest  technologies,  but  the  approach 
itself  goes  back  90  years  to  our  founding  philosophy: 
to  help  people  live  safer,  more  secure  lives.  As  it 
turns  out,  that  includes  giving  companies  a  sizeable 
financial  advantage.  Something  any  board  member 
can  appreciate. 


xw  ACTIO 


^  To  learn  the  top  10  causes  of  workplace  injury  artd  how  they  can  affect  your  bottom  line, 

cc 

2  visit  www.libertymutuol.com/toplO.   Or  to  contact  0  representative,   coll  1-800-4LIBERTY. 

!OOH.iberty  Mutuol  Group 


Liberty 
Mutual 


nnovations 


1972 

E-Entertainment 

Nolan  Bushnell  (b.  1943)  gave  geeks  another  reason  to  stay  indoors  by 
introducing  Pong,  a  crude  electronic  tennis  game,  which  was  later  miniaturized 
for  the  home.  Bushnell's  Atari  dominated  the  videogame  market,  but  he  eventu- 
ally sold  out  and  started  the  Chuck  E.  Cheese's  pizza  parlor  chain.  The  game 
brand  he  created  is  more  visible  today  on  hipster  T  shirts  than  on  TV  screens.  But 
the  industry  he  started,  now  dominated  by  Sony  and  Microsoft,  generates  more 
money  in  the  U.S.  than  the  movie  business  gets  at  the  box  office. 


1973 


Discount 
Brokerage 

It's  unlikely  taxi  drivers  would  have 
turned  into  day  traders  had  it  not  been 
for  Charles  Schwab  (b.l937).  He  posi- 
tioned his  company  as  the  anti-Wall 
Street  firm,  dumping  all  the  trappings 
of  a  typical  brokerage  house — the 
commissions,  front-end  loads, 
markups  and  fees — in  exchange  foi 
simple,  low-priced,  per-trade  fees. 
Today  his  San  Fr.v  •  .o-bascd  outfit 
serves  8  million  in>.  -  who  control 

$800  billion  in  assets. 
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1974 

Catalytic  Converter 


America's  long  love  affair  with  cars  produced  one  unwanted  offspring:  smog.  After 
Congress  passed  the  Clean  Air  Act  of  1970,  Corning  scientists  Rodney  Bagley 
Irwin  Lachman  and  Ronald  Lewis  raced  to  come  up  with  a  product  that  would 
help  automakers  comply  with  the  emissions  guidelines.  The  ceramic  honeycomb 
the  trio  created  is  part  of  a  car's  exhaust  system,  where  it  converts  95%  of 
pollutants  into  water  vapor  and  carbon  dioxide.  j 
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e  flat  out  clear  ciDice . 


wisb 
view 


TM 


i^MSUNGTFTLCD 


mark  owned 
»amsung  Electronics  Co.  Ltd. 


wiseview  at  any  angle. 


Now  you  can  get  distortion  free  viewing  1.8"  to  40" 
displays  with  outstanding  clear  resolution.  The  choice 
is  clear.  The  choice  is  wiseview  digital  displays  by 
Samsung, 

wiseview  technology  that's  ahead  of  its  time.  Every 
TFT-LCD  visual  display  on  a  cell  phone,  notebook, 
monitor,  PDA,LCDTVor  gamewiththewisevjew  logo 


has  the  reliability,  clarity  and  quality  that  you  can 
expect  from  Samsung. 

wiseview  from  Samsung.  When  you're  looking  for  the 
perfect  view,  look  for  the  wisevjew  logo.  It's  flat  out  the 
clear  choice. 

For  more  information,  visit  us  at 
www.samsung  TFTLCD.  com 


Notebook         TFTMbfiifor        PDA  phone 


SAMSUNG  Q\Gnalv 

everyone's  invited- 


innovations 


1976 

Index  Fund 

Though  there  is  debate  over  who  first 
came  up  with  the  idea  of  the  index 
fund — Harry  M.  Markowitz  (b.  1927) 
won  a  Nobel  Prize  for  work  that 
touched  on  the  concept — John  C. 
Bogle  (b.  1929)  gets  credit  for  bringing 
it  to  the  masses  through  his  First  Index 
Investment  Trust.  Now  known  as  the 
Vanguard  500,  the  idea  was  to  keep  the 
fund  simple  and  cheap  by  mimicking  a 
basket  of  stocks  made  up  of  the  500 
largest  companies.  The  idea  was  slow 
to  catch  on — in  its  first  year  it  report- 
edly raised  $  1 1  million — but  eventu- 
ally had  a  huge  impact  on  money  man- 
agement. Bogle's  firm  went  on  to 
become  the  second-largest  mutual 
fund  manager,  with  assets  of  $560  bil- 
lion. And  he  now  has  plenty  of  com- 
pany— today  there  is  $340  billion  in- 
vested in  pure  equity  index  funds. 
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Steven  Jobs 


1976 

Personal  Computer  Chic 

Apple  cofounders  Steven  P.  Jobs  (b.  1955)  and  Stephen  Wozniak  (b.  1950)  helped 
usher  in  the  era  of  the  PC  by  making  their  machines  accessible  and  cool — as  desir- 
able, in  their  way,  as  sports  cars.  But  because  Apple  never  made  a  serious  stab  at  the 
business  market,  it  has  always  been  a  shrimp  compared  with  larger  outfits.  Those 
same  competitors,  though,  were  always  ready  to  adopt  Apple's  innovations  in  user- 
friendly  design  and  clever  marketing.  Wozniak  retired  in  1 985;  Jobs  was  forced  out 
of  the  company  in  1985,  but  returned  in  1997  to  lead  Apple's  latest  incarnations.  ] 
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Recombinant  DNA 


w    ™ 


Robert  Swanson,  then  a  29-ycar-old  venture  capitalist,  teamed  up  with  University  of  Cal- 
ifornia, San  Francisco  professor  Herbert  Boyer  to  commercialize  Boyer's 
breakthroughs  in  "recombinant  DNA"  technology— splicing  together  strands  of  DNA  to 
whip  up  marvels  like  human  insulin  for  diabetics,  growth  hormones  for  children  and 
antibodies  for  cancer  patients.  The  tAvo  founded  Gencntech,  the  first  in  a  wave  of  biotech 
companies.  It  went  public  in  1980,  raising  $35  million.  Swanson  died  in  1999.  Today  his 
$17  billion  (market  cap)  company  does  $2.2  billion  in  sales. 
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ixpressive    styling    is    just    one    of    the    many    legacies    of    America's    greatest    car    designer. 

All    of    which    live    on    today    at    the    car    company    where    he    hung    his    hat. 
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innovations 


1977 

Cash  Management  Accounts 

After  a  meeting  with  members  of  the  Stanford  Research  Institute, 
Merrill  Lynch  chief  financial  officer  Thomas  Chrystie  came  up  with  the 
idea  of  an  all-in-one  account  that  included  check-writing,  money- 
market  benefits,  a  Visa  card  and  brokerage  services.  The  idea  was  slow 
to  take  off,  and  Merrill  nearly  abandoned  it.  But  it  eventually  became 
copied  to  the  point  of  ubiquity,  giving  inspiration  to  those  who  har- 
bored dreams  of  creating  megabanks. 
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1979 

Spreadsheet 

Daniel  Bricklin  (b.  1951)  and  Bob 
Frankston  (b.  1949)  created  VisiCalc,  a 
computer  program  that  liberated  ac- 
countants and  other  business  profes- 
sionals fi"om  hours  of  paper-pushing  by 
letting  them  record  financial  data  and 
quickly  manipulate  it  for  comparative 
analysis.  VisiCalc  also  helped  fuel  the  PC 
revolution  by  demonstrating  real-world 
uses  for  the  then-exotic  machines.  But 
after  legal  problems,  VisiCalc  was  sold 
to  Lotus,  whose  1-2-3  had  already  su- 
perseded it  as  the  dominant  spreadsheet. 
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1977 

Original-Issue  Junk  Bonds 

Michael  Milken  opened  up  the  capital  markets  to  fledgUng  firms  by  putting  to- 
gether a  $30  million  bond  issue  for  a  small  oil  company  called  Texas  International. 
The  bait  for  investors:  a  high  yield  of  11. 5%.  Milken  continued  his  pioneering  work 
throughout  the  1980s  at  Drexel  Burnham  Lambert,  creating  a  high -yield  market  that 
funded  job  creation  and  technological  advancement — while  earning  enormous 
paychecks  for  himself  By  the  end  of  the  decade  the  reputations  of  both  Milken 
and  his  bonds  were  tarnished,  but  neither  has  gone  away.  Milken  has  fashioned 
himself  from  a  onetime  federal  prisoner  into  a  formidable  philanthropist,  and  junk 
bonds  raised  $46  billion  in  the  first  1 1  months  of  2002  alone. 


igenuity    and    versatility    were    two    of    the    many    legacies    of   Arnerica's    greatest    car    designer. 
All    of   which    live    on    today    at    the    car    company    where    he    hung    his    hat. 
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nnovations 


1984 

Liquid  Crystal 


Displays 


Liquid  crystals — which  exist  between 
solid  and  liquid  states — were  first  dis- 
covered in  1888  by  Austrian  botanist 
Friedrich  Reinitzer.  They  were  put  to 
use  80  years  later  when  teams  at  RCA 
Labs  and  Kent  State  independently 
created  early  liquid  crystal  displays  by 
manipulating  the  crystals  with  electri- 
cal charges.  The  displays  first  show  up 
in  digital  clocks  and  watches,  but  in 
1984  LCD  resolution  improved  to  the 
point  where  it  could  display  images  in- 
stead of  mere  text,  allowing  computer 
makers  to  create  lightweight  laptops 
and  free  PC  users  from  their  desks. 
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Michael  Dell 

1984 

Customized  Mass  Retail 

Michael  Dell  got  into  the  disintermediation  business — bypassing  distributors — 
during  his  freshman  year  at  the  University  of  Texas  at  Austin.  He  bought  over- 
stocked IBM  PCs  at  cost  from  local  dealers,  then  sold  them  to  consumers  at  10% 
below  list.  He  dropped  out  of  school  that  year,  and  started  selling  his  own 
homemade  versions  of  the  computers  for  $795 — built  to  customer  specs.  Now  Dell 
dominates  the  PC  market,  posting  $3 1  biUion  in  annual  sales.  More  impressive,  his 
customized  retail  strategy,  once  an  anomaly  in  the  computer  business,  is  now 
standard  practice.  That's  good  news  for  customers  and  for  the  mass  distributors 
who  parcel  out  the  machines,  but  worrisome  for  conventional  retail  oudets. 


1987 

Mevacor 


It  took  more  than  35  years  for  scientists  at 
Merck  to  conjure  up  Mevacor,  the  first 
widely  used  drug  that  reduced  cholesterol. 
The  pill  worked  by  blocking  an  enzyme 
from  creating  mevalonic  acid,  thwarting  the 
liver's  production  of  cholesterol.  Under 
Chief  Executive  P.  Roy  Vagelos,  Merck 
researchers  developed  Zocor,  a  second  gen- 
eration of  the  drug,  and  proved  that  it,  as 
well  as  other  cholesterol-lowering  drugs, 
reduced  the  risk  of  heart  attack.  Zocor  sales 
jumped  in  1 995  when  the  FDA  approved  it  as 
a  product  to  prevent  heart  di^^ase  in 
patients  who  already  suftered  a  hear,    ttack. 


204      FORBES"   r)cecmb.r23, 2002 


:■■.?;■".  S:^w,^¥'* 
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innovations 


1987 

Prozac 


Ray  Fuller,  a  researcher  at  Eli  Lilly, 
developed  a  drug  that  alters  serotonin 
levels  and  controls  depression.  Today 
Prozac  is  the  world's  most  widely  pre- 
scribed antidepressant,  with  over  40 
million  users  in  90  countries.  The  pill 
also  challenged  traditional  concepts  of 
psychology  and  identity,  igniting  a 
debate  between  enthusiastic  advocates 
and  those  who  believe  that  mental 
states  are  too  complex  to  be  treated 
like  a  common  virus. 


^ 


Tim  Berners-Lee 


1991 

World  Wide  Web 


Software  consultant  Tim  Berners-Lee  developed  Enquire,  a  program  that  link 
documents  from  various  computers  around  the  world,  effectively  granting  a  visa  t( 
the  masses  to  travel  through  cyberspace.  Marc  Andreessen  brought  ftirther  ord 
in  1993  by  creating  Mosaic,  a  program  that  allowed  people  to  view  pictures  as  w 
as  well  as  words.  Two  years  later,  Netscape:  a  point-and-click  browser  that  made 
surfing  an  indoor  sport,  and  ushered  in  the  era  of  high-flying  Internet  public  stock 
offerings.  Yeah,  and  you  think  it  hasn't  changed  the  world  forever? 


1995 

Protease 
Inhibitors 


Elusive  l<iller:  Science  has  had  a  devili.Ui  i  ne  keeping  up  with  the  ever-adapting  AIDS  virus. 


In  December  pharmaceutical  company 
Hoffmann-La  Roche  received  approval 
for  Invirase,  the  first  protease  inhibitor 
for  patients  suffering  from  HIV.  The  new 
class  of  drug  disabled  the  protease 
enzyme  from  duplicating  the  HIV  virus 
in  cells,  offering  the  first  glimmer  of  hope 
for  an  AIDS  cure  after  nearly  two  decades 
of  searching.  Years  later  doctors  used  the 
drug  as  part  of  a  triple  cocktail  that 
includes  AZT.  When  taken,  the  cocktail 
helps  decrease  signs  of  the  HIV  virus  in 
most  patients. 
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SELF-WINDING   MOVEMENT 

THREE  TIME  ZONES   IN  ONE   MOVEMENT 

FRANCK    MULLER   PATENT 


(n^^  CH  Premier  Jewelers 


,;  Valley  Fair 


;;-|fcww.chprerri'ierjewelers.com 


ADA. 


entalplan. 


Direct  Reimbursement  (OR)  lets  you 
design  a  self-funded  dental  plan  that's 
right  for  .your  employees  and  your 
company.  You  determine  the  employee 
contributions.  And  you  only  pay  for 
what  your  employees  use.  Call  now  fof^ 
more  information,  dr  visit  our  website 
for  a  OR  cost  estimate  Go  ahead, 
check  us  out.  You'll  fikfew^hat  you  see. 

1-800-232-7698  ejrt.  t79 
www.ada.org/DR/t79 


See  Why  Other  Companies  Think 

DirectReimbursement 
is  the 


"DR  makes  employees  happy  for  a  number  of  important 
reasons.  The  plan  is  easy  to  understand  and  the  claim 
form  is  simple.  The  third-party  administrator  offers  a  quick^ 
turnaround  on  reimbursement  checks.  And  employees 
can  stay  with  their  family  dentists — they  don't  have  to 
switch  to  a  network  dentist.  As  a  regional  employer  with 
plants  in  many  small  communities,  this  freedom  of  choice 
was  a  big  priority." 

Jerry  Melton,  Mohawk  Carpet  Industries 
20,000  emp\ 

**  Employees  really  love  the  plan.  They  know  exactly  what 
they'll  get  back,  so  they  can  plan  their  dental  treatments 
accordingly.  And  in  our  case,  it's  a  very  quick  turnaround 
with  most  reimbursement  in  under  two  weeks." 

Linda  Ulrey,  AAA  Ohio  Auto  Club,  C 
377  employt 

"What  attracted  us  initially  was  the  plan's  simplicity.  Our 
employees  like  it  because  there's  no  deductible  for  the 
first  $200  in  treatment  and  because  the  reimbursements 
are  so  fast." 

Diane  Taylor,  S&C  Electric  Company,] 
1,500  employi 

"We  explored  some  of  the  insurance  options,  but  were  put 
off  by  the  network-based  plans,  because  we're  in  a  rural  area 
When  we  got  a  call  from  a  DR  broker,  the  idea  of  flexibility 
and  freedom  of  choice  really  appealed  to  us." 

James  Yostrum,  Ward  Manufacturing,  /nfi 
1,200  empk 

"We  started  conservatively,  feeling  it  would  be  better  to  start 
small  and  grow  rather  than  have  to  reduce  the  benefit  if  cos 
got  too  high.  We  took  small  steps.  So  far  the  plan  has  been 
consistently  within  budget. ' ' 

Fred  Gunderson  White  Castle, 
5,200  empb 


DIRECT 

REIMBURSEMENT 


DIRECT 

REIMBURSEMENT 


SM 


Suzanne  named  her  price. 
And  she  liked  what  she  saw. 
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a  Direct  Reimbursement  (DR  )  dental  plan,  you  decide  how  rriuch  your  company  contributes.  You  decide  how 
1  your  employees  contribute.  And  since  there  are  no  monthly  premiums,  you  pay  only  when  someone  actually 
i  the  dentist.  It's  the  self-funded  dental  plan  for  smart  companies.  Call  now  for  more  information,  or  visit  our 
>ite  for  a  DR  cost  estimate.  You'll  like  what  you  see.*>800-232"7698  ext.179  |  WWW.ada.org/DR/179 
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1995 

Internet 
Business 

Lured  by  the  promise  of  a  new 
business  paradigm,  Jeffrey 
Bezos  started  selling  books 
online  at  Amazon.com,  and 
Pierre  Omidyar  launched 
Ebay,  an  online  marketplace. 
Hundreds  of  other  entrepre- 
neurs followed  suit,  selling 
everything  from  bicycles  to 
bubble  gum.  Most  flamed  out, 
often  in  spectacular  style,  but 
Amazon  and  Ebay  endured. 


1998 

Viagra 

Working  in  Pfizer's  Sandwich,  England  office,  researchers  Peter  Ellis  and  Nick  Ter- 
rett  noticed  an  uplifting,  if  unintended,  side  effect  in  test  patients  taking  sildenafil 
citrate,  a  drug  being  developed  to  treat  angina.  They  patented  Viagra,  making  erec- 
tile dysfunction  part  of  the  national  conversation  and  Bob  Dole  an  unlikely 
celebrity  spokesman.  Approved  by  the  FDA  in  March  1998,  3  million  prescriptions 
were  filled  in  the  first  three  months.  Since  then  some  16  million  men  have  taken  the 
drug  and  an  average  of  nine  tablets  are  dispensed  every  second.  Sales  to  date:  $5.8 
billion.  Viagra  imitators  and  drugs  for  female  sexual  dysfunction  are  in  the  works. 


2000 

Automated 

Sequencing 

Machine 

Using  300  high-speed  DNA-sequencing 
machines,  gene  guru  J.  Craig  Vente: 
stunned  the  scientific  world  when 
company,  Celera  Genomics,  decipher© 
the  entire  human  genetic  code  in  just 
over  two  years  and  with  a  research  bud- 
get of  $270  million  (it  took  Uncle  Sam 
13  years  and  $2.5  billion).  By  studying 
the  genetic  variations  among  humans, 
scientists  will  be  better  able  to  diagnose 
and  ultimately  cure  diseases  like  dia- 
betes and  schizophrenia. 


* 
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Compatible. 


len  one  of  the  world  s  leading  providers  of 
industrial-strength  hardware,  software  and 
services  needed  facilities  management  expertise, 
they  turned  to  the  real  estate  experts. 

Sun  Microsystems  awarded  Cushman  &  Wakefield 
its  entire  U.S.  facilities  management  portfolio  to 
stay  connected  with  the  most  current  property 
information.  And  with  C&W's  full  spectrum  of 
real  estate  services,  Sun  can  operate  at  peak 
performance  24/7. 

For  more  information  on  how  we  back  up  our 
commitment  to  clients  with  the  latest  technology 
and  real  estate  expertise,  contact  John  Santora  at 
2 1 2-84 1  -5060.  Or  visit  www.cushmanwakefield.com. 

*Big-e-real  estate,  a  web-based  portfolio  tracking  system,  is  customized 
for  each  client  to  provide  real-time  information. 

CUSHMAN  & 
WAKEFIELD® 

Global  Real  Estate  Solutions'" 


SPECIAL  ADVERTISING  SECTION 


TELMEX 

SOUTHERN  BAJA  UNVEILS  A  NEW 
TECHNOLOGY  PLATFORM  AT  APEC  2002  FORUM 


Lynn  Morrissey 


With  the  Asia-Pacific  Economic  Cooperation  (APEC) 
Forum  scheduled  for  late  October,  Telmex  faced  a 
demanding  task.  The  company,  which  is  Mexico's 
premier  provider  of  integrated  telecommunications  services, 
needed  to  bring  the  technology  platform  in  Southern  Baja  up  to 
world-class  standards  for  this  high-profile  gathering. 


To  guarantee  superior  telecom  and  wire- 
less services  for  APEC  2002,  Teimex 
devised  a  $23  million  investment  plan  to 
modernize  the  infrastructure  of  the  penin- 
sula. This  plan  called  for  major  fiber-optic 
projects,  an  increase  in  transmission  capa- 
bilities, backup  radio  links  and  improve- 
ments in  voice,  data  and  Internet  services. 
Telmex  also  sought  to  upgrade  the  existing 
public  telephone  system,  as  well  as  to 
launch  advanced  services  such  as  video- 
conferencing and  high-speed  Internet 
access.  Taken  as  a  whole,  this  initiative 
looked  beyond  the  telecom  needs  of  APEC 
2002;  it  sought  to  establish  a  cutting-edge 
technology  infrastructure  that  would  stimu- 
late future  economic  development. 

Telmex's  master  plan  for  Southern  Baja  con- 
sisted of  several  major  projects,  including: 

•  The  construction  of  a  new  f:ber-cptic  net- 
work stretching  33  kilometers  along  the 
San  Jose  del  Cabo-Cabo  San  Lucas 
tourism  corridor.  This  infrastructure  no" 
only  improved  service  in  the  area,  it  pro- 
vided important  redundancy  for  the  system. 

•  The  installation  of  five  fiber-optic  rings  link- 
ing telephone  switches  in  this  area  with 


the  major  hotels  serving  the  forum.  This 
project  enhanced  the  quality  and  capacity 
of  services  and  also  provided  essential 
back-up  infrastructure. 

•  The  expansion  of  voice,  data  and  Internet 
capabilities  throughout  the  tourism  corri- 
dor, as  well  as  an  increase  in  electric 
power  to  support  energy  needs.  In  addi- 
tion, a  new  telephone  center  was  con- 
structed in  Punta  Ballena  to  meet  the 
demand  for  advanced  telecommunica- 
tions services  for  an  event  as  large  as 
APEC  2002. 

•  The  enlargement  of  the  San  Jose  del 
Cabo  telephone  center  to  accommodate 
Internet  access  in  various  modalities, 
such  as  dial-up,  Infinitum  and  DSLAM 
technology.  At  the  request  of  the 
summit's  organizers,  technology  also  was 
installed  to  offer  broadband  and  back-up 
services  at  participating  hotels. 

•  The  installation  of  three  additional  tele- 
phone centers  to  satisfy  the  rise  in 
demand  for  telecommunications  services 
at  hotels  participating  in  APEC. 
Additionally,  Telmex  established  a  cus- 
tomer service  plan  for  summit  attendees 


with  service  modules  posted  in  partii 
ing  hotels.  Also  available  was  a  full-t 
operations  and  maintenance  center 
multiple  task  forces  ready  at  all  tim 
serve  the  entire  conference  site.  Give 
multinational  nature  of  the  event,  Te 
established  a  bilingual  call  center  to  add 
questions  and  complaints,  offer  instruct 
on  domestic  and  international  dialing, 
general  information  about  services, 
forum's  events  and  schedule,  and  tod 
callers  to  outside  services  when  neecl( 

For  added  security  during  the  A 
summit,  Telmex  designed  a  detailed  c 
response  plan  and  placed  technical  stj 
key  sites  to  quickly  address  any  probi 
or  emergencies  that  might  arise. 

Through  this  massive  infrastructure 
Telmex  succeeded  in  providing  leaders 
both  sides  of  the  Pacific  with  the  tele 
services  they  needed  to  conduct  a  n 
multilateral  forum.  At  the  same  t 
Telmex  advanced  the  evolutior 
Mexico's  telecommunications  platfon 
setting  a  new  standard  for  Southern 
Going  forward,  this  enriched  environi 
will  provide  the  momentum  for  the  rec 
continued  economic  development. 
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The  Voices  of  Mexico. 


We  CAN  HEAR  YOU. 
The  WHOLE  WORLD 

is  talking,  encaged 

in  a  global  conversation. 

Mexico  is  proud  to  partake 


IN  THIS  DIALOGUE. 


We  HAVE  MUCH 
TO  CONTRIBUTE... 

Inspired  BY  THREE 


THOUSAND  YEARS 


OF  HISTORY,  REBORN 

WITH  THE  NEW  MILLENNIUM. 

TELMEX,THE  LARGEST 


AND  MOST  ADVANCED 


TELECOMMUNICATIONS 
NETWORK  IN  MEXICO, 


IS  BRINGING  YOUR  VOICE 


TO  OUR  PEOPLE...AND 


SENDING  YOU  OURS. 

Can  YOU  hear  it? 


The  Voice  of  Mexico 
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Just  when  you  think  there  isn't  another  way 
to  look  at  something,  we  show  up.  At  cargm  we ve 

been  in  the  food  and  nutrition  business  for  more  than  a  century.  But  that  doesn't  stop 
us  from  developing  innovative  ideas.  Looking  at  products  from  a  new  angle  and  finding 
distinctive  ways  to  create  value  for  ouT  customers  is  what  we  do  best.  So  if  you're 
looking  for  someone  who  brings  a  new  perspective  to  the  table,  look  to  Cargill— where 
nourishing  people  begins  with  nourishing  ideas. 


Cargill 


Nourishing  Ideas. 
Nourishing  People: 


www.cargill.com 


1 


SWISS  ARMY 


Alpha.Omega:  Boston,  MA,  Burlington,  MA,  Cambridge,  MA,  Natick,  MA  ;  •    Braunschweiger  Jewelers:  Morristown,  NJ,  New  Providence,  NJ,  Warren,  r 
Chalmers  Jewelers:  Middleton,  Wl     •     London  Jewelers:  East  Hampton,  NY,  Glpr^  Ctove,  NY,  Greenvale,  NY,  Manhasset,  NY,  Southampton,  NY 
Radchffe  Jewelers:  Towson,  MD     •     Razny  Jewelers:  Addison,  li|:-r     Richter  &  Phillips:  Cincinnati,  OH 
Reed's  Jewelers:   Select  Stores,  North  Carolina  and  South  Carolina,  Jacksonville,  fti^thersburg,  MD,  Waldorf,  MD,  Tulsa,  OK,  Cedar  Park,  TX 
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I6ps 


They  AlmOSt 

Changed 

theWorld 


Many  innovations  flopped 
before  they  cnuld  get  to  market. 
Some  ideas  should  never  have 
been  tried.  But  the  inventive 
spirit  refuses  to  give  up. 

BY  MICHAEL  MAIELLO 


With  the  spectacular  collapse  of  so  many  dot-coms  over 
the  last  couple  of  years,  it's  easy  to  forget  that  the  his- 
tory of  American  invention  is  a  huge  collection  of 
faUed  ideas,  some  brilliant  and  unlucky,  many  febrile 
and  plain  idiotic.  Passenger  space  travel  may  happen 
some  day.  Towing  icebergs  to  drought-stricken  areas  probably  won't.  Aspi- 
rations, along  with  bad  ideas,  never  die.  Trial — and  lots  of  error — is  embed- 
ded in  entrepreneurship.  The  impulse  to  change  the  world  for  the  better  can 
as  easily  result  in  a  breakthrough  as  a  humiliating,  and  expensive,  defeat. 
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Flying  Cars 

The  dream  of  every  commuter  trapped 
in  traffic,  the  "Flying  Flivver"  was  Ford 
Motor  Co.'s  prototype  single-seat 
plane,  introduced  in  1926.  A  stubby 
craft  with  wings  that  resemble  dachs- 
hund ears,  it  never  went  into  produc- 
tion, coming  to  an  abrupt  end  after 
Harry  Brooks,  a  friend  of  Henry  Ford's, 
crashed  in  one  off  the  Miami  coast. 

That  didn't  end  the  dream.  Aviation 
enthusiast  and  Bureau  of  Air  Com- 
merce chief  Eugene  Vidal  (father  of 
novelist  Gore  Vidal)  offered  govern- 
ment grants  to  manufacturers  of  a 
"poor  man's  airplane" — one  that  could 
be  had  for  $700  back  in  the  1930s. 
Inventor  Waldo  Waterman  took  him  up 
on  the  offer  in  1936  and  built  a  small 
plane  with  removable  wings,  a  clutch 
and  a  transmission,  called  the  Water- 
man Arrowbile.  It  actually  flew  through 
the  air  and  rumbled  over  roads,  but 
didn't  fly  as  well  as  the  average  plane 
nor  drive  as  well  as  the  average  car. 
Waterman  never  mass-produced  the 
thing  and  no  one  has  since  found  a 
market  for  an  aerial  roadster. 

And  yet.  Two  months  ago,  at  the 
Texas  State  Fair,  inventor  Paul  Moller 
displayed  his  Skycar,  a  vertical  takeoff- 
and-landing   craft   with   a 
cockpit  seating  four  and 
four  nacelles  that  house 
eight    rotary    engines. 
"The  automobile,"  he    ,- 
says,     "is     only     an 
interim  step  on  our  evo- 
lutionary path  to  inde- 
pendence from  gravity." 


Faxed  Newspapers 

Forty  years  before  fax  machines 
became  ubiquitous,  the  St.  Louis 
Post-Dispatch  sent  out  15  copies  of 
its  nine-page-long  "radio  edition"  to 
a  test  group.  A  printer  hooked  up  to 
an  RCA  radio  transcribed  articles  onto 
a  rolled  sheet  of  paper.  During  the 
1940s  the  New  York  Times,  the  Sacra- 
mento Bee,  the  Chicago  Tribune  and  the 
Miami  Herald  all  faxed  abridged  daily 
editions  of  their  paper  to  radio  listen- 
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ers.  Why  bother?  You  couhi  get 
the  latest  news  without  being 
tied  to  the  living  room  and  your  Philco. 
Advertisers  never  went  for  it,  so 
newspapers  had  to  eat  the  costs  of 
receivers  (the  Bee  spent  $75,000  in  ten 
months  of  fax  publishing  in  1939)., 
During  World  War  II  the  government 
took  control  of  most  of  the  radio  spec- 
trum used  for  fax  papers  and  killed 
momentum  for  the  idea — except  for 
the  Miami  Herald,  which  dropped 
$24,000  in  1948. 


Videophones 


In  1931  AT&T  set  up  a  two-way  visual 
conversation  between  its  headquarters 
and  Bell  Labs,  about  a  mile  apart  in 
Manhattan.  AT&T's  existing  phone 
lines  carried  the  audio,  while  a  sepa- 
rate TV  feed  brought  video  from  one 
2-inch-wide  screen  to  the  other. 

Ma  Bell  showed  up  at  the  New  York 
World's  Fair  in  1964  with  the  Video- 
phone as  the  centerpiece  of  its  pavilion. 


A  hit  with  fairgoers,  it  needed  workj 
(the  video  display  was  wider  than,  it 
was  tall).  Four  years  later  AT&T  began 
field  trials  in  Chicago  and  Pittsburgh, 
^signing  up  300  users  who  paid  $160  a 
month  for  equipment  rental  and  30 
minutes  of  talking  time.  The  project 
was  shelved  in  1974,  after  AT&T  gave  up 
trying  to  figure  out  how  to  sell  a  service 
that's  worthless  to  callers  unless  their 
friends  and  families  buy  it,  too. 

Internet  conferencing — at  a  frac- 
tion of  the  cost  of  AT&T's  system — 
might  be  its  final  incarnation. 

3-D  Movies 

A  1953  Warner  Bros,  horror  film 
called  House  of  Wax  typifies  the  3-D 
genre:  Vincent  Price  rebuilds  his  wax 
museum  after  a  fire  by  covering 
human  bodies  in  wax.  Blind  in  one 
eye,  director  Andre  de  Toth  couldn't 
even  see  the  stunning  3-D  effects.  If 
history  is  a  judge,  he  didn't  miss  any- 
thing. There  were  27  3-D  films  released 
in  1953,  mostly  horror  or  sci-fi.  Since 
1960  only  54  3-D  films  have  been 
foisted  on  moviegoers. 

The  technology  behind  sending 

limbs,  actors  and  sharks  lunging  out 

of  the  movie  screen  wasn't  even 

that  new.  The  technique  made  its 

premiere  in  three  short  films  at 

Manhattan's  Astor  Place  Theater 

in  1915. 

As  the  3-D  fad  waned  in 
[      1 960,  producer  Michael  Todd 
Jr.  tried  to  take  tlie  moviegoer 
into  the  fourth  dimension. 
Not  time.  Smell.  His  film, 
,     Scent  of  a  Mystery  (with  Peter 
j     Lorre  as  a  dirty  old  man 
/    named  Smiley),  was  the  pre- 
miere and  finale  of  Smell-0- 
/     Vision,  in  which  odors  were 
pumped  into  the  theater  from 
the   projection    room   at   pre- 
established  cues.  Director  John 
Waters  sent  up  the  concept  by  hav- 
ing scratch-and-snifif  cards  passed  out 
with  tickets  at  his  1981  film.  Polyester. 


The  first  Videophone 
display  was  palm-size. 
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L  E  G  R  O  O  M. 

BOARDROOM. 


WITH   ROOM   LEFT  IN  YOUR  BUDGET 


THE     G  2  0  0  . 

It's    a    Gulfstream. 

for    more    information,    contact 

RAYNOR      REAVIS 

SENIOR  VICE  President 

Marketing  and  sales 

912  -  965  -  3233. 
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Nuclear  Bombs  as 
Steam  Shovels 

It  sounds  improbably  stupid,  but  in 
1957  the  Atomic  Energy  Commis- 
sion started  the  "Plowshare 
Program"  to  "develop  the 
peaceful  uses  for  nuclear 
explosives."  Before  end- 
ing the  program  in  1977, 
Uncle  Sam  had  spent 
$700  million. 

In  1958  Edward  Teller, 
a  creator  of  the  hydrogen 
bomb,  suggested  using  nu- 
clear explosions  to  dig  a  har- 
bor near  Cape  Thompson, 
Alaska.  On  a  tour  of  the 
region,  where  he  stumped  for  "Project 
Chariot,"  Teller  told  residents  that  the 
explosions  would  be  so  precise  that 
they  could  dig  the  harbor  into  the 
shape  of  a  polar  bear. 

Panama  also  found  itself  on  the 
Plowshare  target  list.  The  50-year- 
old  Panama  Canal  had  proven  too 
small  for  the  supertankers  of  the  day. 
The  U.S.  wanted  to  build  a  new 
waterway  though  Panama's  Darien 
province;  nothing  short  of  a  nuclear 
blast  could  cut  through  the  flooded 


Weapons  of  mass 
construction? 


rain  forests  and  1,000-foot- 
high  mountains. 
A  voluntary  nuclear  test  ban  be- 
tween the  U.S.  and  the  Soviet  Union  in 
1958  kept  the  Alaska  and  Panama 
projects  from  entering  the  test- 
ing phase.  When  the  Soviets . 
ended  the  agreement  in 
1961,  the  U.S.  blew  a  1,280- 
foot-wide  crater  into  the 
Nevada  desert  with  a  104- 
kiloton  bomb.  But  in  1963 
the    Limited    Test    Ban 
Treaty  prohibited  any  nu- 
clear explosion  that  sent  ra- 
dioactivity over  a  nation's  bor- 
ders. Panama  and  Alaska  were 
spared  by  having  neighbors. 


Interactive  Television 

Warner  Cable  brought  the  first  interac- 
tive TV  system  to  Columbus,  Ohio  in 
1977.  The  Qube  came  with  an  18-but- 
ton  remote  control  and  a  cable  box  that 
sent  and  received  data  at  256K  per  sec- 
ond, five  times  the  speed  of  a  56K 
modem.  Subscribers  got  access  to  30 
channels,  including  pay-per-view 
movies.  Three  years  later  American 
Express  invested  $175  million  to  form 
Warner- Amex  Cable,  offering  the  Qube 
in  Dallas.  The  company  spent  $23  mil- 
to   get   50,000   subscribers   in 


Columbus.  But  viewers  were  turned  oj 
by  the  higher  prices:  $40  for  a  standar(| 
cable  box  and  $200  for  the  Qube. 

Warner- Amex  cable  built  out  thJ 
Qube  network  in  eight  communities 
until  American  Express  sold  its  stake  tJ 
Warner  for  $450  million  after  a  disasJ 
trous  year  in  1983  in  which  the  partnerJ 
ship  lost  $150  million.  Warner  Cable 
started  boxing  up  the  Qube  in  1984. 
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Unlimited  Solar  Power 
From  Space 

The  Earth  is  a  rotten  place  to  get  solar 
power.  The  atmosphere  filters  out  most 
of  the  sun's  radiation  and  at  night 
there's  no  sun  at  all.  In  1968  Peter 
Glaser,  a  consultant  who  had  managed 
projects  on  NASA  lunar  missions,  sug- 
gested solar  power  collectors  could  be 
sent  into  outer  space,  where  the  sun's 
rays  are  unfettered.  Power  could  be 
converted  into  an  electromagnetic 
beam  and  sent  back  to  Earth. 

So  in  the  1970s  NASA  and  the 
Energy  Department  spent  $20  million 
on  a  grand  plan:  60  orbiting  satellites 
would  infuse  the  U.S.  electric  grid  with 
300  gigawatts  of  electricity.  But  a  new 
fleet  of  shuttles  to  place  and  maintain 
the  satellites  was  the  costly  impedi- 
ment. Price  tag:  $108  billion. 

NASA  still  hasn't  given  up.  Since  re- 
newing the  solar  power  collecting  satel- 
lite program  in  1999,  it's  dropped  about 
$25  million  on  Glaser's  vision.  F 


3-D  flopped: 
Audiences  prefer 
flat  screens. 


Wouldn't  it  be  nice  if  you 
I  se^SuFfavourite  TV  programme  time-delayed  with  a  digital 
recorder?  On  a  TV  extremely  thin  and  extremely  wide. 


Dig! 


home-ne^AA/ork 


Life's  becoming  even  easier  than  ever  before 

thani<s  to  the  intelligent  networking  of  digital  products  from  LG. 

You  can  find  out  how  under:  wvuw.ige.com 


Digitally  yours 


Merck  is  proud  to  recognize  Forbes  ior 
continuing  to  shine  a  spotlight  on  the  role  of 
free  enterprise  and  innovation  in  improving 
lives  throughout  the  world. 

For  Merck,  innovation  is  our  strength  and  reason 
for  being.  New  medicines  have  revolutionized 
healthcare.  The  innovations  of  Merck  scientists 


are  responsible  for  helping  change  the  treal 

of  heart  disease,  glaucoma,  osteoporosis, 

HIV/AIDS,  and  many  other  diseases. 

I 

Yet,  that  progress  would  not  be  possible 
without  conditions  that  allow  Merck  and  ot 
companies  to  innovate  successfully  in  the 
interest  of  shareholders,  employees,  and  th 
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overing  the   Spirit  of  Free   Enterprise 


These  conditions  include  protection  of 
;tual  property,  competitive  markets,  open 
r  trade,  and  efficient  regulation. 

salutes  Forbes  ior  85  years  of  reporting  on 
3S,  markets,  and  the  economy. 

rnore  about  us,  please  visit  merck.com. 


^  MERCK 


Bringing  Out  the  Best  in  Medicines 
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How  to 

Ruin 

American 
Enterprise 

We're  well  on  our  way  to  squelching 

what  gives  this  country  an  edge. 
What  would  it  take  to  kill  innovation  altogether? 


ben  stein 


BY  BENJAMIN  J.  STEIN 


Benjamin  J.  Stein 

is  a  lawyer,  economist, 

writer  and  actor,  and 

liost  of  the  game  show 

Win  Ben  Stein's  Money. 


As  a  casual  observer  of  what  makes 
this  country  work  and  what  stops  it 
cold,  I  hereby  offer  a  few  suggestions 
on  how  we  can  ruin  American  com- 
petitiveness and  innovation  in  the 
course  of  this  century.  I  think  the 
reader  will  agree  with  me  that  we  are 
already  far  down  the  road  on  many 
of  them: 

1 )  Allow  schools  to  fall  into  use- 
less decay.  Do  not  teach  civics  or  his- 
tory except  to  describe  America  as  a 
hopelessly  fascistic,  reactionary  pit. 
Do  not  expect  students  to  know  the 
basics  of  mathematics,  chemistry  and 
physics.  Working  closely  with  the 
teachers'  unions,  make  sure  that  you 
dumb  down  standards  so  that  chil- 
dren who  make  the  most  minimal 
effort  still  get  by  with  flying  colors. 
Destroy  the  knowledge  base  on  which 
all  of  mankind's  scientific  progress 
has  been  built  by  guaranteeing  that 
such  learning  is  confined  to  only  a 
few,  and  spread  ignorance  and  com- 
placency among  the  many.  Watch 
America  lose  its  scientific  and  com- 
petitive edge  to  other  nations  that 
make  a  comprehensive  knowledge 
base  a  rule  of  the  society. 

2)  Encourage  the  making  of  laws 
and  rules  by  trial  lawryers  and  sym- 
pathetic judges,  especially  through 
class  actions.  Bypass  the  legislative 
mechanisms  that  involve  elected  rep- 
resentatives and  a  president.  This  will 
stop — or  at  least  greatly  slow  down — 

innovation,  as  corpora- 
tions and  individuals  hes- 
itate to  explore  new  ideas 
for  fear  of  getting  pun- 
ished (or  regulated  to 
death)  by  litigation  for  any 
misstep,  no  matter  how 
slight,  in  the  creation  of 
new  products  and  services. 
Make  sure  that  lawsuits 
against  drugmakers  are 
especially  encouraged  so 
that  the  companies  are 
afraid  to  develop  new  life- 
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saving  drugs,  lest  they  be  sued 
for  sums  that  will  bankrupt 
them.  Make  trial  lawyers  and  judges, 
not  scientists,  responsible  for  the  flow 
of  new  products  and  services. 

3)  Create  a  culture  that  blames  the 
other  guy  for  everything  and  discour- 
ages any  form  of  individual  self- 
restraint  or  self-control.  Promote  liti- 
gation to  punish  tobacco  companies 
on  the  theory  that  they  compel  inno- 
cent people  to  smoke.  Make  it  second 
nature  for  someone  who  is  overweight 
to  blame  the  restaurant  that  served 
him  fries.  Encourage  a  legal  process 
that  can  kill  a  drug  company  for  any 
mistakes  in  self-medication.  Make  it  a 
general  rule  that  anyone  with  more 
money  than  a  plaintiff  is 
responsible  for  anything 
harmful  that  a  plaintiff  does. 
Promulgate  the  pitiful  joke 
that  Americans  are  hereby 
exempt  firom  any  responsibil- 
ity for  their  own  actions — so 
long  as  there  are  deep  pockets 
around  to  be  rifled. 

4)  Sneer  at  hard  work  and 
thrift.  Encourage  the  belief 
that  all  true  wealth  comes 
from  skillful  manipulation 
and  cunning,  or  fi-om  sudden, 
brilliant  and  lucky  strokes  that 
leave  the  plodding,  ordinary 
worker  and  saver  in  the  dust. 
Make  sure  that  society's  idols 
are  men  and  women  who  got 
rich  from  being  sexy  in  public  or 
through  gambling  or  playing  tricks, 
not  from  hard  work  or  patience.  Make 
the  citizenry  permanently  envious 
and  bewildered  about  where  real  suc- 
cess comes  from. 

5)  Hold  tlie  managers  of  corpora- 
tions to  extremely  lax  standards  of 
conduct  and  allow  them  to  get  off  with 
a  slap  on  the  wrist  when  they  betray 
the  trust  of  shareholders.  This  will  dis- 
courage thrift  and  investment  and 
ensure  that  Americans  will  have  far 
less  capital  to  work  with  thar  other 
societies,  while  simultaneously  iievel- 
oping  that  contempt  for  law  and  s<  :cial 
standards  that  is  the  hallmark  of  i  lil- 
ing  nations.  Hold  the  management 


of  labor  unions  to  no  ethical 
standards. 

6)  While  you're  at  it,  discourage 
respect  for  law  in  every  possible  way. 
This  will  dissolve  the  glue  that  holds 
the  nation  together,  and  dissuade  any 
long-term  thinking.  Societies  in  which 
the  law  can  be  clearly  seen  to  apply  to ' 
some  and  not  to  others  are  doomed 
to  decay,  in  terms  of  innovation  and 
everything  else. 

7)  Encourage  a  mass  culture  that 
spits  on  intelligence  and  study  and 
instead  elevates  drug  use,  coolness 
through  sex  and  violence,  and  con- 
tempt for  school.  As  children  learn  to 
be  stupid  instead  of  smart,  the 
national  intelligence  base  needed  for 


Bring  on  the  Lawyers 


Not  impressed  by  billions?  Consider  that  tort  costs 
have  eaten  up,  on  average,  2%  of  GDP  every  year 
since  1990  and  could  rise  to  2.4%  by  2005. 
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Cost  of  U.S.  tort  system  ($bil) 
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'90  '91  '92  '93  '94  '95  '96  '97  '98  '99  '00  '01  '02  '05 

'Insurance  Information  Institute  estimates  assume  tort  costs  equal  to  2%  of  GDP. 
Source:  Tillinghast-Towers  Perhn. 


innovation  will  simply  vanish  into 
MTV-land. 

8)  Mock  and  belittle  the  family. 
Provide  financial  incentives  to  people 
willing  to  live  an  isolated  existence, 
vulnerable  and  frightened.  This  guar- 
antees that  men  and  women  of  suffi- 
cient character  to  bring  about  innova- 
tion will  be  psychologically  stifled 
from  an  early  age. 

9)  Develop  a  suicidal  immigration 
policy  that  keeps  out  educated,  hard- 
working men  and  women  from 
friendly  nations  and,  instead,  takes  in 
vast  numbers  of  angry,  uneducated 
inmiigrants  fi-om  nations  that  hate  us. 
This,  too,  leads  to  the  shrinking  of  our 
knowledge  base  and  the  eventual  dis- 


appearance of  social  cohesion. 

10)  Enact  a  tax  system  that  encour- 
ages class  antagonism  and  punishes 
saving,  while  rewarding  indebtedness, 
.frivolity  and  consumption.  Tax  the 
fi"uits  of  labor  many  times: 

First  tax  it  as  income.  Then  tax  it 
as  real  or  personal  property.  Then 
tax  it  as  capital  gains.  Then  tax  it 
again,  at  a  staggeringly  high  level,  at 
death.  This  way,  Americans  are 
taught  that  only  fools  save,  and  that 
it  is  entirely  proper  for  us  to  have  the 
lowest  savings  rate  in  the  developed 
world.  This  will  deprive  us  of  much- 
needed  capital  for  new  investment, 
for  innovation  and  our  own  per- 
sonal aspirations.  It  will  compel  us 
to  ask  foreigners  for  ever 
more  capital  and  allow  them 
to  own  more  of  America.  It 
will  also  promote  an  attitude 
of  carelessness  about  the 
future  and,  once  again, 
encourage  disrespect  for  law. 

11)  Have  a  socialized 
medical  system  that  scrimps 
on  badly  needed  drugs  and 
procedures,  resorts  to  only  the 
cheapest  practices  and  dis- 
courages drug  companies 
firom  developing  new  drugs  by 
not  paying  them  enough  to 
cover  their  costs  of  experi- 
mentation, trial  and  error. 

12)  Elevate  mysticism, 
tribalism,  shamanism  and 

fundamentalism — and  be  sure  to 
exclude  educated,  hardworking  men 
and  women — to  an  equal  status  with 
technology  in  the  public  mind.  Make 
sure  that,  in  order  to  pay  proper  (and 
politically  correct)  respect  to  all  dif- 
ferent ethnic  groups  in  America,  you 
act  as  if  science  were  on  an  equal 
footing  with  voodoo  and  history  with 
ethnic  fable. 

My  list  need  not  end  here.  But  I 
stopped  at  a  dozen  because  I  realized 
that  this  is  already,  in  large  measure, 
the  program  of  so  many  of  our 
elected  representatives.  The  debauch- 
ery of  our  tort  system  is  already  in 
place,  and  the  rest  of  the  agenda  is 
under  way.  F 
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Life  is  too  short  to  worry  about  your  possessions. 


<  CHUBB  COMMERCIAL  INSURANCE 


<  CHUBB  SPECIALTY  INSURANCE 


CHUBB  PERSONAL  INSURANCE 


•ih  magazine  called  Chubb  "the  gold  standard  for  property-casualty 
jrance....  Chubb's  best  feature  is  a  three-decade  history  of  swiftly 
ing  claims  that  other  companies  might  balk  at."      W.Ik, 


.  to  Ihc  insurers  ol  the  Chubb  Group  of  (nsi^rance  Companies, 
dge  IS  subiect  to  the  language  of  thd  polidjis  as  issued.  Chubb 


,  NJ    07061-1615 


•■-^ijt?; 


For  more  information,  contact  your 
local  Chubb  branch  or  visit  us  at  , 
www.chubb.com. 


david  brook 


The  Camels  of 


Following  in  the  path  of  yesterday's  software 

wizards  are  today's  infotech  plodders.  You'll 

find  them  amassed  in  suite  hotels.  Thank 

them  for  the  nation's  productivity  gains. 


BY  DAVID  BROOKS 


t's  7  a.m.,  feeding  time  at  the  suite  hotels.  At  HoUday  Inn  Expresses  and 
AmeriSuites  hotels,  at  Residence  Inns  and  Marriott  Suites  all  across  America, 
the  final  touches  are  being  put  on  complimentary  continental  breakfast 
spreads.  Miniature  muffins  carefully  stacked  on  their  carousels,  melon  balls 
.piled  into  plastic  bowls — all  awaiting  the  new  heroes  of  America. 

Up  in  the  rooms  infotech  seminar  leaders  are  slipping  on  company-logo  polo 
shirts,  wondering  if  they  should  hang  up  their  towels  or  leave  them  on  the  floor  for 
washing  and  thereby  cause  irreparable  harm  to  the  environment.  Sales  reps  are  tying 
their  criminally  boring  neckties,  catching  the  last  few  minutes  of  SportsCenter.  As  for 
the  men  and  women  who  are  in  town  to  present  a  new-business  idea  to  angel 
investors,  they've  already  pocketed  the  tiny  hand  lotions  from  the  bathroom;  they 
can't  help  lifting  them  even  if  they've  already  got  a  half-dozen  in  their  travel  bags. 

Down  in  the  breakfast  area  CNN  is  blaring,  USA  Todays  are  being  read,  and  the 
sales  reps  and  seminar  camels  are  turning  on  their  cell  phones,  pagers,  BlackBerrys 
and  ruggedized  palmtops.  The  AARP  roadies — senior  citizens  who  roam 
the  country  visiting  grandchildren — won't  be  down  for  another  hour,  so 
now  it  s  all  hardworking  business  types  sipping  coffee  at  the  too-small 
tables,  preparing  for  another  day  of  work  on  the  road. 

It's  not  all  that  glamorous  being  a  business  bedouin,  traveling  from 
one  modei>iie!y  priced  highwayside  hotel  to  the  next.  But  these  people 
are  the  guts  ol  she  .American  economy — and  innovation. 

Call  tl;--m  the  demure  successors  to  the  Bobos  (bourgeois  bohemi- 
ans) — infor'ii.iiion-  ige  elites  who  brought  us  Restoration  Hardware,  veg- 
etarian dog '  ■  ,:■  cream  companies  with  their  own  foreign  policies 
(Ben  &  lerry  i.on  Valleyites  who  worked  in  black  T  shirts  and 
hiking  boots,  a.-..;   .         ;;  up  for  the  Norwegian  Winter  Olympics  team. 

That  highly  educa. . . ;  .-'^te  still  exists,  but  it  no  longer  defines  the  times. 
Life  and  the  economy  have  become  a  little  crueler.  In  times  like  these  you 
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return  to  the  fundamentals.  Who  is 
keeping  us  safe?  Who  makes  us  finan- 
cially secure?  How  to  preserve  us  as  the 
most  productive  nation  on  earth,  by  far? 
Who  is  keeping  us  strong?  Alan 
Greenspan  has  long  championed  the 
idea  that  productivity  keeps  advancing 
because  companies  are  using  informa- 
tion technology  at  every  level  of  the  pro- 
duction process.  And  the  people  who 
make  that  possible  are  not  only  the  soft- 
ware geniuses  in  their  Silicon  Valley 
aeries.  It's  the  regular  men  and  women 
who  do  the  IT  training  sessions,  who 
take  out  the  bugs  and  fix  the 
crashes,  who  adapt  the  tech- 
nology factory  by  factory, 
cubicle  by  cubicle.  It's  also 
the  people  who  refashion 
production  techniques  and 
packaging  designs,  and  mar- 
ket store-display  innova- 
tions. These  people  are  the 
technology  camels,  hauling 
the  riches  of  the  cutting- 
edge  research  centers  across 
the  vast  expanse  of  the  em- 
pire and  making  them  avail- 
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able  to  the  regular  Diiberts,  shop- 
pers and  keyboard  jockeys. 

The  quintessential  icons  of  our  age 
can't  be  found  in  an  REI  outdoor  gear 
store — like  the  would-be  instant  mO- 
lionaire,  thmking  of  opening  an  enviro- 
lodge.  Look  for  them  in  die  suite  hotels. 
That's  where  the  technology  packhorses 
roll  in  tired  after  a  day  of  training  ses- 
sions, meetings  and  seminars.  And 
where  the  low-key  entrepreneurs  are 
unfabulously  buUding  the  companies 
that  wUl  be  famous  tomorrow. 

In  this  new  decade  and  century  the 
most  revolutionary  advances  are  made 
in  the  most  boring  places  by  the  least 
flamboyant  people.  Where  do  they 
work?  At  some  outfit  designated  by 
three  initials — DRG  Systems,  AZD  Mar- 
keting, MLF  Solutions — or  at  one  of 
those  compound-named  firms  with  a 
stray  capital  letter  in  the  middle:  Sign- 


gories  of  drugs  called  Indys 
("I'm  not  dead  yet")  that  could 
prolong  human  life  beyond  imagining. 
All  radical  stuff,  carried  out  by  calm, 
cautious  people.  They  are  the  most 
unfabulous  revolutionaries  in  the  his- 
tory of  man— slowly  remaking  human- 
nature. 

How  do  these  suite-hotel  people  do 
it?  Here's  their  secret:  They  go  to  work 
every  day.  Every  day,  by  sheer  force  of 
diligence,  they  make  some  small  bit  of 
progress  toward  their  goals.  No  dra- 
matic launches  of  pubUc  offerings.  No 
huge  one-day  scores.  Just  one  more  day 
figuring  out  a  problem  at  the  keyboard 
or  under  the  ventUating  hood,  making 
another  set  of  sales  calls,  teaching 
another  roomful  of  people  about  the 
latest  software  upgrades. 

You  won't  find  them  with  a  copy  of 
Unlimited  Riches  or  Leadership  or  Fast 
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needs,  these  nondescript  people  pay  a 
lot  of  attention  to  other  people.  When 
these  traveling  capitalists  gather  i 
over-air-conditioned  hotel  conferen 
l-Qoms  to  hear  motivational  speakers, 
they  are  looking  to  get  a  little  adrena-  | 
line  rush  to  keep  their  creative  juices 
flowing  and  find  new  ways  to  build 
trust  with  the  people  around  them — 
ways  to  estabhsh  "collaborative  rela- 
tionships," "two-way  dialogues," 
"enduring  partnerships" — or  whatever 
the  latest  buzzwords  happen  to  be. 

In  short,  these  suite-hotel  people  are 
marching  ceaselessly  toward  their  goals. 
They  are  building  and  striving  and  im- 
proving. Why  be  content  with  a  liquid  ■ 
highlighter  pen  when  somebody  can  I 
come  along  and  invent  one  that  is  dry 
even  when  you  first  apply  it?  Why  be 
happy  with  a  mere  100  flavors  of  Snap- 
pie  iced  tea  when  the  human  mind  can 


Rave,  MedScie,  MerchanDesign.  They 
toU  in  dull-looking  office  parks,  where 
the  most  exciting  thing  that  meets  the 
eye  is  the  $15  airport  van  cruising  by 
the  FedEx  drop-off  boxes. 

These  people  are  masters  of  small 
but  cumulative  achievements.  Here's 
somebody  selhng  cash  registers  that 
print  out  receipts  a  bit  faster.  That  may 
not  sound  like  much,  but  if  you've  got 
hundreds  of  transactions  a  day,  it  adds 
up  to  real  productivity  gains.  Here's  a 
sales  rep  on  another  day  of  cold  calls, 
handing  out  another  pile  of  business 
cards.  There's  a  woman  in  the  store- 
signage  business,  figuring  out  a  way  to 
make  grocery  store  placards  that  are 
hollow — using  less  material  and  cost- 
ing 20%  less  to  produce.  And  a  pair 
working  on  drugs  to  eliminate  diseases 
that  have  plagued  us  for  all  of  humar. 
history.  They're  reshaping  DN  \,  curing 
hereditary  diseases,  flirting  -.viti) 
cloning.  They  casually  menticm  calc- 
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Company  magazine.  Instead,  they're 
reading  Coatings  World,  the  trade  journal 
of  the  paint  industry;  Point  of  Purchase, 
a  trade  mag  for  those  who  make  pack- 
ages and  other  store  supplies;  and  the 
American  Journal  ofPharmacoGenomics. 

A  lot  of  these  people  are  in  the 
idiot-proofing  business.  You  buy  a 
video  camera  and  toss  the  manual — 
yet  the  thmg  is  designed  to  let  you  per- 
form basic  tasks  with  no  training.  Sim- 
ple as  renting  a  car  without  sitting  in 
the  parking  lot  learning  about  your 
vehicle,  as  rental  agencies  advise. 

These  information  age  workers 
who  create  all  this  convenience  are 
nerdy,  not  neurotic.  They  can  work 
with  others  on  a  project,  develop  rela- 
tionships, accomplish  things.  Inadver- 
tently, they're  helping  business-school 
profs  come  to  grips  with  the  essential 
question  of  all  successful  enterprises. 
Namely:  "What  can  I  do  for  you?" 

To  anticipate  and  serve  customer 


concoct  up  to  twice  that  many?  Why 
should  a  hotel  desk  lamp  merely  pro- 
vide light  when  it  can  also  contain  an 
electrical  outlet  and  a  phone  jack  for 
your  laptop  so  you  don't  have  to  crawl 
around  the  floor  plugging  stuff  in?  Why 
not  be  able  to  enjoy  five  more  years  of 
life  without  debilitating  disease? 

Right  now,  as  you  are  reading  this, 
the  suite  hotels  are  filling  up,  the  busi- 
ness bedouins  are  settling  in,  trying  to 
find  ESPN  on  the  tube.  They  may  not 
look  inspiring,  but  deep  in  the  recesses 
of  their  brains  they  have  these  little 
ideas — a  fast-food  restaurant  concept 
no  one  has  ever  anticipated,  an  assem- 
bly-line innovation  that  can  lower  pro- 
duction costs  by  50%,  a  retirement-pli 
wrinkle  to  save  everyone's  40l(k) — andj 
someday,  assuming  they  can  find  their 
toothbrushes  amid  the  stash  of  mois- 
turizing-cream  bottles  in  their  travel 
bags,  they  are  going  to  realize  their 
dreams. 
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entity  Management/ 

e  success  of  your  business  depends  on  it. 


Managing  security  and  digital  identities  on  your  intranet 
was  hard  enough.  Now,  building  out  your  extranet  with 
hundreds  of  thousands,  even  millions  of  users,  adds  a 
whole  new  level  of  complexity  and  cost.  That's  why  it's 
vital  to  have  an  enterprise  identity  management  system 
at  the  heart  of  your  infrastructure  that  eases 
administrative  burdens  and  helps  control  those  costs. 

Oblix  is  the  leader  in  providing  identity  management 
solutions  -  we've  been  doing  it  since  1996.  And,  Oblix 
NetPoint  is  the  only  enterprise  identity  management 
solution  that  provides  the  scalability  and  integration 
options  you  need  as  your  business  grows. 

See  why  so  many  Global  2000  companies  are  choosing 
Oblix  NetPoint.  Visit  www.oblix.com  for  all  the  details 
and  for  your  FREE  white  paper  "Enterprise  Identity 
Management:  Dynamic  Management  of  Digital 
Identities  with  Oblix  NetPoint  COREid." 


Identity-Based  Security  Solutions 


Consumer  Knowledge  Can  Be  Key  To 
Holding  Down  Rising  Healthcare  Costs 


Rapidly  rising  healthcare  costs 
are  driving  up  health  insurance 
premiums  for  our  nation's  employers 
and  no  business  -  large  or  small  - 
appears  to  be  immune. 


have  on  our  nation,  but  many 
feel  they  have  no  direct  role  as 
individuals  in  controlling  costs. 
Many  are  unaware  of  the  total  cost 
of  their  medical  care  because  it  is 


Many  are  unaware  of  the  total  cost  of  their  medical 
care  because  it  is  often  virtually  invisible  to  them. 


To  better  cope,  many  employers 
are  passing  on  a  portion  of  the 
increased  costs  of  benefits  to  their 
workers  through  higher  premium 
contributions,    deductibles    or 


cutbacks  in  the  scope  of  health 
benefits.  Tliis  scenario  also  brings 
the  inaeased  need  for  more  engaged 
and  sav\'y  healthcare  consumers. 

Most  consumers  recognize  the 
overall  impact  rising  healthcare  costs 


often  virtually  invisible  to  them. 
Consumers  usually  only  see  -  and 
think  about  -  the  portion  that  they 
pay  out-of-pocket  to  their  doctor, 
pharmacy  or  hospital. 

Every  Consumer  Can 
Make  a  Difference 

The  good  news  is  that,  as 
healthcare  consumers,  we  all  can  play 
a  role  in  helping  contain  healthcare 
costs.  We  can  start  by  asking 
questions  and  being  better  informed. 
For  example  -  understanding  what  is 
covered  under  our  policy  and  which 
doctors  and  hospitals  are  available  in 
our  networks.  It  also  is  important 
to  become  familiar  with  our 
health  plan's  drug  formulary  and 
understand  the  difference  in  cost 
when  choosing  generics  versus 
brand-name  drugs. 

We  also  can  ask  questions 
about  prescribed  medication  and 
recommended  tests.  For  example, 
do  we  really  need  a  particular 
brand-name  medication  or  is  there 
a  generic  available?  Or  is  a  certain 
test  really  medically  necessary? 


Defining  Value  in 
the  Healthcare  System 

In  order  to  better  cor 
dramatically  rising  healthl 
costs,  as  consumers  we  can  be 
understand  what  adds  valud 
the  healthcare  system.  Qua 
healthcare  is  defined  as  gettingj 
right  care,  at  the  right  time  an| 
the  right  setting. 


The  goal  of  the  Blue  Cross  ar 
Blue  Shield  System  is  to  make  sij 
our  healthcare  system  remail 
affordable  and  state-of-the-art,  ba 
in  terms  of  life-saving  technola 
and  new  clinical  practices.  By  taki< 
a  hard  look  at  the  value  of  d 
healthcare  expenditures  and  armil 
ourselves  with  the  right  knowledg 
we  as  consumers  can  help  accompli 
this  important  goal. 
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Dne  man  made  corneal  transplants  possible. 
Surely  all  of  us  working  together  can  keep  healthcare  affordable. 

1 


nsurers.   Drug  companies.   Hospitals.   Physicians.   Lawmakers.   Employers. 

jsumers.  We  all  need  to  work  together  to  keep  healthcare  affordable.  And  right 

[  the  BlueCross  BlueShield  system  is  leading  the  way. 

A'e're  funding  research  to  uncover  the  real  drivers  of  healthcare  costs  and  we'll 

e  what  we  learn.  We've  teamed  up  with  the  Washington  Business  Group  on 

1th  to  launch  the  Institute  for  Health  Care  Costs  and  Solutions.  We're  working 

I  others  to  support  legislation  so  that  safe,  effective,  lower-cost  generic  drugs  get 

larket  when  they  should. 

because  the  Blues  collectively  insure  one  out  of  four  Americans,  we  know  the  size 

le  challenge.  And  we  know  that  together,  all  of  us  can  keep  healthcare  affordable. 

jceive  a  copy  of  our  research  on  the  drivers  of  healthcare  costs  log  onto  www.bcbs.com. 
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Why  I  trust  the  most  disgraced  chief  executive 
more  than  I  do  the  most  reputable  public  servant 


BY  GEORGE  GILDER 

Why  do  I  trust  Gary  Winnick  and  Jeffrey  Skilling — nefarious  for- 
mer chief  executives  of  notoriously  bankrupt  companies — 
more  than  I  trust  Senator  John  McCain  of  vaunted  valor  in 
prison  camps  or  David  Broder  of  Pulitzer  fame  or  Senator 
Joseph  Lieberman  of  famously  flinty  integrity?  Why  do  I  trust 
Kenneth  Lay  of  Enron  and  Bernard  Ebbers  of  WorldCom  more  than  I  trust  Justices 
William  Rehnquist  and  Antonin  Scalia,  the  stalwart  intellectual  leaders  of  a  nominally 
conservative  Supreme  Court,  or  even  George  W  Bush,  that  most  trusted  of  Presidents? 
Why  do  I  trust  General  Electric  chief  emeritus  Jack  Welch  or  AT&T  Chief 
Michael  Armstrong  more  than  I  trust  the  entire  scientific  and  environmental  cov- 
erage in  the  New  York  Times  and  all  the  venerable  editors  of  the  increasingly  poUt- 
ical  Scientific  American^  Why  do  I  trust  Martha  Stewart  and  ImClone's  Sam  Wak- 
sal  far  more  than  I  trust  the  crusading  journalist  James  B.  Stewart  or  New  York 
State  Attorney  General  Eliot  Spitzer,  trustbuster  deluxe,  as  they  right- 
eously seek  to  banish  moneylenders,  marketmakers  and  conflicts  of 
interest  from  the  temples  of  Wall  Street? 

The  reason  I  trust  disgraced  executives  more  than  politicians, 
judges  and  journalists  is  the  same  reason  that  I  trust  physicists  more 
than  I  trust  sociologists.  The  answer  comes  from  the  eminent  philoso- 
pher of  science  Karl  Popper:  falsifiability.  In  science,  falsifiability  means 
that  a  hypothesis  is  presented  with  sufficient  rigor  to  be  proven  wrong, 
that  is,  falsified.  It  is  the  condition  of  trust.  By  contrast,  the  sociologist 
deals  in  broad  propositions^— such  as  "ethnic  diversity  improves  edu- 
cational outcomes"  or  "patriarchy  causes  war" — that,  by  sinking  into 
a  mush  of  definitions,  defy  disproof. 

Except  when  conducting  trials  of  identifiable  crimes  such  as  murder 
or  assault,  judges  are  no  more  truriitul  tliiin  politicians  or  journalists.  They 
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all  adhere  to  the  "ring-true"  stan- 
dard of  sociology  rather  than  the 
falsifiable  standard  of  physics.  Most  of 
the  time,  as  physicist  Wolfgang  Pauli  put 
it  in  another  context,  they  are  not  even 
wrong.  Their  statements  lack  the  rigor 
to  rate  as  lies  and  swim  in  the  ontolog- 
ical  soup  of  the  verb  "to  be."  From  such 
a  soup,  no  enduring  truths  can  evolve. 
Like  a  physical  experiment,  every 
entrepreneurial  venture  embodies  and 
tests  a  hypothesis  about  products  or 
markets.  Intel  is  currently  preparing  to 
test  the  hypothesis  that  computer  com- 
panies will  choose  a  microprocessor  that 
runs  at  3  gigahertz,  or  3  billion  cycles  a 
second,  and  will  buy  it  in  sufficient  vol- 
umes that  Intel  can  profitably  manufac- 
ture it  in  a  plant  that  costs  $2  billion  to 
build  and  equip.  Samsung  is  testing 
whether  people  will  buy  a  cell  phone 
that  takes  digital  photographs.  Ebay  is 
testing  whether  it  can  move  beyond 
Web  auctions  of  used  wine  openers  to 
Web  auctions  of  $20,000  antique  cars, 
and  to  TV  programs.  The  presence  of 
such  testable  hypotheses  distinguishes 


falsifiability  rather  than  one 
based  on  sentiment,  sancti- 
mony, good  intentions,  good  press, 
good  luck,  good  looks  or  guarantees. 

Bankruptcies  play  the  same  role  in 
economic  progress  that  falsifiability 
plays  in  the  progress  of  ideas.  Both  sci-  - 
ences  and  businesses  advance  as  much 
by  disproof  as  by  affirmation.  Every 
capitalist  investment  has  the  potential 
for  a  dual  yield:  a  financial  profit  and 
an  epistemological  profit.  One  without 
the  other  is  sterile.  Economies  progress 
when  the  process  of  investment  is 
informed  by  the  results  of  previous 
investments.  What  makes  the  entre- 
preneur uniquely  trustworthy  is  that 
he  combines  in  one  person  these  two 
yields  of  enterprise.  If  his  venture  suc- 
ceeds, he  also  gains  the  power — 
through  profits — to  make  further 
investments,  further  experiments  in 
light  of  his  initial  venture.  If  his  ven- 
ture fails,  he  and  other  investors  who 
shared  his  confidence  in  the  business 
may  well  lose  wealth,  and  the  project 
will  sooner  or  later  be  halted,  no  mat- 


Both  Enron  stars  learned  their  lessons 
(about  off-the-books  subsidiaries  and 
financial  engineering,  for  example), 
and  they  taught  them  to  the  world. 
"  Gary  Winnick  and  his  serial  execu- 
tives at  Global  Crossing  also  submitted 
to  the  crucible  of  experience.  BuOding 
a  unique  global  network  of  optical 
fiber,  they  learned  the  perils  of  debt  in 
a  deflationary  market.  Selling  a  quar- 
ter of  his  shares  at  a  $600  million 
profit,  Winnick  also  signaled  a  belief 
that  they  were  fairly  valued  or  even 
overvalued.  Many  other  shareholders 
did  not  trust  that  signal,  though  they 
should  have.  Now  politicians  want  to 
banish  such  information  from  mar- 
kets altogether  in  the  name  of  making 
them  more  transparent  and  trustwor- 
thy. But  most  business  information  is 
uncertain  most  of  the  time.  Which 
means  that  bans  on  insider  trading 
make  markets  more  treacherous,  since 
prices  will  not  move  until  outcomes 
are  sufficiently  certain  to  be 
announced.  Insider  trading  rules  make 
the  executive  personally  Uable  for  get- 


Bans  on  insider  trading 

make  markets  more  - 

treacherous. 


investment  from  both  gambling  and 
government  planning.  A  true  gamble 
does  not  test  a  refutable  principle. 
Therefore  it  cannot  produce  valuable 
knowledge.  Likewise,  a  nationahzed 
business  with  guaranteed  markets  can- 
not yield  falsifiable  information. 

Knowledge  emerges  not  from 
chaos,  or  fixity  liut  from  conditions  of 
uncertainty.  Under  capitalism  power 
flows  to  precisely  the  people  who  are 
willing  to  stake  their  money  not  on 
gambles  or  sure  things  but  on  testable 
hypotheses,  thu.  generating  knowl- 
edge and  wealth  foi  soci^^tv.  Entrepre- 
neurs are  trustworthy  because  they 
accept  a  moral  code  of  test;i(iility  and 


ter  how  commendable  and  morally 
uplifting  it  is.  But  even  as  money  is 
lost,  epistemological  profit  is  gained, 
distilled  through  the  learning  effects  of 
direct  experience. 

I  trust  chief  executives  because 
they  deal  in  projects  that  can  go  bank- 
rupt. They  cannot  repeatedly  or  con- 
sistently lie  about  their  companies 
because  the  truth  will  out  in  a  rela- 
tively short  time.  Even  at  Enron,  Lay 
and  Skilling  could  deceive  themselves 
and  the  public  only  for  a  matter  of 
months.  Skilling  got  skittish — and  got 
out.  Lay  maintained  his  faith  through 
no  fewer  than  14  margin  calls  that  he 
had  to  meet  by  selling  Enron  shares. 


ting  things  wrong,  though  much  of 
what  any  chief  executive— or  any  per- 
son— thinks  at  any  particular  time  is 
wrong.  Thus  the  law  bars  all  the 
guesses  and  intuitions  of  people  clos- 
est to  the  company  from  influencing 
the  price  of  the  shares. 

While  executives  can  be  trusted  to 
face  reaUty  and  learn  from  it,  even  if  it 
means  bankruptcy,  no  such  corrective 
faced  the  politicians  and  judges  who 
allowed  the  bankruptcies  of  some  35 
onetime  producers  of  asbestos  on 
account  of  preposterous  claims  of  J I 
"potential  illnesses"  from  this  mostly  ' 
safe  and  useful  material.  No  such  edi- 
fying gauntlet  faced  the  government 
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le  first  mass-produced  vehicle  to  combine  a  super-efficient  gasoline  engine  with  an  electric  motor  that  never  needs  to  be  plugged  in.  More  than 
'ice  the  average  mileage  of  conventional  vehicles,  with  up  to  90%  fewer  smog-forming  emissions^  earning  it  a  SULEV  rating.  And  a  remarkable 
i  awards  for  environmental  excellence  -  more  than  any  other  vehicle  in  its  class.  The  revolutionary  Toyota  Prius.  The  real  winner  is  the  planet. 


KiMlife  Federalion  is  a  registeien  trademari!  gI  me  Halional  Wildlifs  Federation.  MPG  based  on  2002  EPA  estimates  city/highway  mileage.  Actual  results  nid: 
I  liyitafartons  and  oxides  ol  nitrogen,  compared  to  tue  awrage  car.  ©2002  Joyota  Motor  Sales.  U.S.A.,  Inc. 
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officials  and  politicians  who 
brought  down  70  telecom  com- 
panies through  a  series  of  egregious 
policy  errors  of  telecom  reregulation 
and  monetary  deflation. 

Politicians  are  indignant  about 
bankruptcy.  They  deem  it  a  crime, 
rather  than  a  punishment.  But  they 
would  never  tolerate  the  equivalent 
outcome  for  themselves.  To  prevent 
such  a  catastrophe,  incumbent  politi- 
cians such  as  McCain  and  Lieberman, 
who  want  us  to  trust  them,  have  been 
busily  enacting  campaign-finance 
rules  that  bar  anyone  without  a  per- 
sonal fortune  from  displacing  them. 
But  even  the  loss  of  an  election  does 
not  require  the  abnegation  faced  by  a 
bankrupt  entrepreneur,  or  the  recant- 
ing expected  of  a  scientist  whose  find- 
ings have  been  falsified.  Coming  from 
an  entirely  different  culture,  politicians 
and  journalists  are  baffled  by  enter- 
prise and  science.  But  the  most  crucial 
reason  to  distrust  nearly  everything 
said  by  politicians  is  their  defiance  of 
truth  and  reality  on  issues  of  science. 

Example:  In  one  of  the  most 
brazen  chemophobic  claims  in  the  his- 
tory of  science  and  government, 
politicians  around  the  world  are  now 
condemning  carbon  dioxide  (the  air 
that  we  breathe  out  and  plants  imbibe) 
as  a  dangerous  pollutant.  Seeking  new 
controls  on  the  global  economy, 
Greens  urge  implementation  of  the 
Kyoto  Protocol  on  global  warming, 
which  would  cost  $500  billion  a  year 
to  apply,  reliably  causing  a  Third 
World  holocaust  of  famine  and 
poverty.  Citing  a  nonexistent  consen- 
sus of  scientists,  the  political  choirs 
ignore  all  evidence  that  temperatures 
today,  though  admittedly  warming  up 
fi-om  the  "litde  ice  age"  of  the  last  mil- 
lennium, are  cooler  than  their  average 
in  the  human  era.  By  many  paleo- 
chemical  calculations,  corroborated  by 
historical  record,  global  temperatures 
were  several  degrees  warmer  1,000 
years  ago,  3,000  years  ago  and  6,000 
years  ago,  long  before  humans  began 
using  fossil  fuels.  Rushing  to  justify 
new  government  powers  -^ver  the 
global  economy,  journalists  ani.'  politi- 


cians simply  do  not  deign  to 
consider  the  available  data  on 
the  history  of  weather. 

Politicians  get  away  with  denounc- 
ing reality  and  blaming  it  on  executives 
and  other  private-sector  powers.  But 
driving  most  of  the  misrepresentation- 
in  business  is  the  labyrinth  of  laws 
through  which  the  chief  executive  has 
to  guide  his  company,  following  the  ad- 
vice of  lawyers  and  accountants  and 
sharpie  chief  financial  officers.  Since 
corporate  tax  laws  and  securities  regu- 
lations make  no  sense,  executives  do 
not  bother  to  learn  the  details,  leaving 
interpretation  of  the  cabalistic  codes  to 
highly  paid  experts  with  many  years  of 
training  and  specialized  degrees.  Jour- 
nalists who  would  never  dream  of  fill- 


playing  field  for  both  a  taxi  driver  anc 
Warren  Buffett.  With  all  other  infor- 
mation pushed  beyond  the  pale,  politi- 
cians want  to  believe  that  the  quarterly! 
^lumbers  are  meaningfiil  and  sufficient] 
guides  to  investment.  But  without  in- 
side information  of  material  signifi- 
cance, investment  loses  its  falsifiable, 
basis  and  becomes  a  form  of  gambling. ' 
Buffett  or  the  executives  of  General 
Electric  or  the  masters  of  Silicon  Val- 
ley's venture  capital  would  never  think 
of  staking  their  funds  without  inside 
knowledge  unavailable  to  hoi  poUoi. 
Inside  knowledge  is  perfectly  legal  for 
all  these  players,  who  sit  on  multiple 
boards,  read  hundreds  of  for-their- 
eyes-only  business  plans,  and  shuffle 
capital  among  hundreds  of  companies 


Politicians  deem 

.  bankruptcy  a 

crime, 

when  it's  a  punishment. 


ing  out  their  own  tax  returns  deride  ex- 
ecutives who  claim  they  have  no  clear 
idea  of  the  contents  of  thousands  of 
pages  of  mandated  forms  and  accounts 
that  remain  unread  by  anyone,  includ- 
ing the  government  bodies  that  man- 
date them — until  bankruptcy  or  reces- 
sion lends  20-20  postmortem 
clairvoyance  to  press,  politicians  and 
prosecutors.  Depreciation  rules  that  as- 
sign lives  of  15  years  to  telecom 
switches  that  grow  obsolete  in  15 
months  make  "the  capitalization  of  ex- 
penses" a  mandatory  part  of  telecom 
business.  Mandatory,  that  is,  when  the 
government  mandates  it.  Otherwise,  as 
in  the  case  of  WorldCom,  it  becomes 
felonious.  As  the  President  put  it,  "Cor- 
porate accounting  is  not  necessarily 
black  and  white." 

What  makes  these  accounts  so  crit- 
ical to  politicians  are  insider  trading 
regulations  that  try  to  create  a  level 


under  a  corporate  umbrella  or  within  a 
portfolio. 

The  law  denies  inside  information 
only  to  the  layman,  who  is  expected  to 
invest  on  the  basis  of  technical  analysis 
(the  voodooistic  interpretation  of  past 
trading  patterns),  Keynesian  economic 
astrology,  quarterly  earnings  reports 
known  to  the  world  and  other  trading 
trivia.  While  investigators  pore  over 
tomes  of  paperwork  to  ferret  out  the 
possibly  inside  provenance  of  infor- 
mation about  ImClone — which  had 
already  plunged  the  stock  ten  points  ^ 
when  Martha  finally  sold — the  rest  of 
the  world  is  left  to  contemplate  the 
baffling  challenge  of  finding  any  shred 
of  actionable  data  about  a  company 
that  cannot  be  deemed  an  inside  tip. 
The  idea  of  a  level  playing  field  of 
information  is  ridiculous  on  its  face, 
since  information  is  defined  as  a , 
deformation  of  the  level.  Outside 
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ne  things  are  best  when  they  have  a  numerous  market  rotations.  This  perspective  allows  them  to 

'prise  inside.  Not  your  investments.  keep  our  funds  on  course  for  the  long  term.  To  leam  more, 


please  call  your  advisor  or  visit  us  at  americancentury.com. 


!n  you  choose  a  value  fund,  you  expect  it  to  perform  like 
ue  fund.  Which  is  why  our  funds  are  managed  to  ensure 


1  confidence.  Our  seasoned  managers  have  been  through 


You'll  find  the  way  we 


manage  our  value  funds 


e  consistency.  They  let  you  build  a  balanced  portfolio  says  a  lot  about  our 


values  as  a  company. 


Overall  Morningstar  Ratings" 


Equity  Income 
Large  Company  Value 
Tax-Managed  Value 
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lU  Morningstar  Ratings"  as  of  9/30/02.  Large  Company  Value  and  Tax-Managed  Value  Funds  rated  for  the  overall  period  among  631  Large  Value  funds, 
y  Income  Fund  rated  for  the  overall  period  among  188  Mid-Cap  Value  funds.  Past  performance  is  no  guarantee  of  future  results, 
tment  returns  and  principal  values  may  fluctuate  and  redemption  value  may  be  more  or  less  than  original  cost. 

mse  Mcniringstar  Ratings  are  based  on  relative  performance,  it  is  possible  for  highly  rated  funds  to  have  negative  returns.  For  current  information, 
ie  call  us  or  visit  our  Web  site. 

ach  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  Morningstar  Rating''based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts 
iria'tions  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations 
awarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next 
%  receive  2  stars  and  the  bottom  10%  receive  1  star  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately,  which  may 
?  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating  for  a  fund  is  derived  from  a  weighted  average  of  the  performance  fig^tres 
iated  with  its  3-,  5-  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  Viefonds  Iwd  the  following  ratings  for  the  3-,  5-  and  10-year  periods,  respectively. 
'.  Company  Value  5,  NA,  NA:  Tax-Managed  Value  5,  NA,  NA  out  of  631  U.S.-domiciled  Large  Value  funds;  Equity  Income  4, 5,  NA  out  of  188  and  128  U.S.- 
ciled  Mid-Cap  Value  fonds.  Morningstar  Rating  is  for  the  investor  share  class  only;  other  classes  may  have  different  performance  characteristics. 

se  call  1-877-44-AMCEN  for  a  prospectus  with  more  complete  information,  including  charges,  expenses  and  minimums.  Be  sure  to  read  it 

fully  before  you  invest  or  send  money. 
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analysis  is  mostly  useless  to 
investors — because  it  is  outside, 
and  thus  widely  known  and  already 
reflected  in  the  prices  of  shares. 

Chief  executives  understand  that  it 
is  impossible  to  banish  insider  trading 
without  crippling  the  markets  them- 
selves. They  grasp  that  conflicts  of 
interest  are  ubiquitous  in  life  and  that 
intelligent  people  take  them  into  con- 
sideration when  appraising  a  particu- 
lar report,  tip,  argument  or  analysis. 
But  politicians  rule  a  realm  where 
rhetoric  trumps  reality,  where  they 
imagine  they  can  guarantee  corporate 
purity  with  Chinese  walls  and  chastity 


and  even  our  tax  laws,  is  noth- 
ing compared  with  the  sand 
thrown  into  capitalism's  gears  by 
American  antitrust  law.  Based  on  the 
idea  of  perfect  competition,  where  the 
market  is  omniscient,  this  code  is  as 
unenforceable  as  the  insider  trading 
rules.  Now  coming  forward  with 
treble-damage  antitrust  claims  are  the 
likes  of  class  action  attorney  William 
Lerach.  Under  the  rules,  companies 
today  can  set  any  price  they  choose  for 
their  output,  as  long  as  it  is  not  too 
high  (gouging),  too  low  (predatory 
dumping)  or  just  right  (collusion).  At 
present  Micron  Technology  and  other 


The  insanity 

of  securities  law 

can't  compare  with  antitrust  claims. 


belts  among  analysts  and  bankers, 
forced  recusals  by  "interested  parties," 
mandated  "independent"  board 
members,  executive  seals  and  signa- 
tures on  all  accounts,  back-checks  and 
other  fake  remedies  imported  from 
the  world  of  law  and  politics.  Amid  the 
fun-house  mirrors  of  insider  trading 
rules,  we  now  live  in  a  world  where  the 
only  investors  free  of  suspicion  are 
people  who  channel  their  money  into 
companies  they  know  nothing  about. 
Approved  by  politicians  everywhere, 
the  best  investment  by  this  measure  is 
a  state-run  lottery  or,  more  signifi- 
cantly, an  all-market  index  fund  from 
which  all  useful  inside  information  has 
been  excluded.  If  people  are  not 
allowed  to  put  their  money  in  compa- 
nies they  understand,  capitiilism  loses 
its  advantage  ovet  socialism,  since 
what  makes  capitalism  succeed  is  the 
assignment  of  capital  to  the  insiders 
who  earned  it— 'ud  thus  learned  how 
to  invest  it  profitably. 

The  insanity  of  our  securities  laws. 


producers  of  dynamic  random  access 
memory  chips  for  computers — one  of 
the  most  competitive  industries  on  the 
planet — are  confronted  with  charges 
from  the  Justice  Department  that 
imply  all  three  pricing  offenses  at  once. 
No  government  program  has  ever 
gone  broke,  which  is  why  politicians 
need  never  face  the  inconvenience  of 
weighing  the  truth  or  falsity  of  their 
claims  while  they  calibrate  them  to  the 
resonant  frequencies  of  their  audi- 
ences. Republicans  were  cruelly  unfair 
to  Bill  Clinton,  whom  they  assailed  as 
dishonest,  when  in  fact  he  was  fully 
honest  to  his  trade  as  a  Democratic 
politician.  Republicans  are  scarcely 
better.  They  adopt  a  different  idiom, 
oriented  toward  people  in  businesses, 
churches,  constabularies  and  intact 
families,  rather  than  toward  single 
mothers,  academics  envious  of  others' 
success,  union  members,  government 
workers,  criminals  and  professional 
Greens  or  grievance  groups.  But 
politicians  in  neither  party  tell  the 


kinds  of  truths  espoused  by  physicists ji 

When  a  politician  breaks  the  pat 
tern  and  speaks  the  truth — norrnall; 
in  a  crisis  too  sudden  to  permit  th 
conducting  of  a  public  opinion  poO — 
he  gains  instant  beatification,  as  Rud] 
GiuUani  and  George  W.  Bush  discov- 
ered after  Sept.  1 1 .  The  public  reels  i 
amazement  and  admiration,  as  if  thei 
dog  had  begun  to  sing  Schubert  lieder. 
After  a  time,  though,  the  politicia 
wishes  to  discover  what  it  was  thai 
elicited  the  public  enthusiasm.  Hi 
takes  a  poll. 

Chief  executives  trust  the  person; 
opinions  of  their  customers,  who  vol 
untarily  and  authoritatively  choos 
what  to  buy  with  their  own  money. 
Politicians  collect  the  money  of  others 
in  order  to  spend  it  on  pubUc  purposes 
sanctioned  by  figments  of  aggregate 
opinion. 

In  a  profession  offering  a  limited 
number  of  powerful  slots — 100  sena- 
tors, 50  governors,  1  President — 
politicians  live  in  a  zero-sum  world, 
where  the  gains  of  one  necessarily 
come  at  the  expense  of  others.  In  an 
election,  one  candidate  wins  and  the 
other  loses.  In  a  zero-sum  world,  you 
may  envy  or  blandish  others,  but  you 
cannot  trust  them,  because  you  can 
assume  they  are  seeking  to  aggrandize 
themselves  at  your  expense.  Thus 
politicians  necessarily  distrust  one 
another  and  the  public.  It  is  natural 
for  them  to  tax  and  regulate  people 
coercively. 

By  contrast,  chief  executives 
know  that  their  success  is  dependent 
on  grasping  a  reality  that  they  can 
never  comprehend  in  its  fullness 
themselves.  In  order  to  win  they 
must  trust  others  and  collaborate 
with  them.  Their  success  depends  on 
the  successes  of  others;  their  own 
enrichment  relies  upon  the  enrich- 
ment of  their  customers  and  collab- 
orators; their  own  profits  stem  from 
the  dignity  of  voluntary  personal 
choices,  rather  than  coercive  appro- 
priations. Their  entire  enterprise  is 
ultimately  founded  on  trust.  That  is 
ultimately  why  I  trust  them.  They 
trust  me.  F 
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Introducing  Coyopa  Rum.  the  best  tasting  rum  in  the  world  and  the  first  interactive  beverage  ever. 
)pa  Rum,  a  full-bodied  rum  from  the  island  of  Barbados,  was  awarded  97  points  out  of  a  possible  100 
the  Beverage  Te.sting  Institute,  the  highest  rating  of  all  rums  entered.  Made  with  island  sugarcane  and 
:1  ten  years  in  oak  casks,  Coyopa  has  a  buttery  molasses  aroma  and  a  decadently  rich  taste.  The  state- 
of-the-art  lx)ttle  is  as  dynamic  as  the  aim  itself.  With  an  animated  label  and  its  own  soundtrack, 
Coyopa  in\  ites  you  to  see  the  lights,  hear  the  music,  and  taste  the  excitement. 
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if  trouble  we'll  be  able  to  help  you  avoid.  That's  because  we're  developing 
Id  recognize  stop  signs,  speed  limits,  no  passing  warnings  and  other 
■r  to  them  in  advance,  the  car  can  help  prevent  dangerous  situations  and 
^^'^r  Research,  we're  developing  these  intelligent  technologies  today. 
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A  Vi  rtuous 

Cycle 

Look  past  today's  scandals  and  you'll  find  that  capitalism  has  always 
been  founded  on  trust,  honesty  and  decency.  That's  the  only  way  it  works. 


BY  JAMES  SUROWIECKI 

In  18th-  and  early  19th-century  Britain  a  sizable  chunk  of  the  nation's  economy 
was  run  by  members  of  the  religious  sect  known  as  the  Quakers.  Quakers 
owned  more  than  half  of  the  country's  ironworks.  They  were  key  players  in 
banking  (both  Barclays  and  Lloyds  were  Quaker  institutions).  They  domi- 
nated consumer  businesses  like  chocolate  and  biscuits.  And  they  were  instru- 
mental in  facilitating  the  transatlantic  trade  between  Britain  and  America. 

Initially  their  success  was  buOt  around  the  benefits  Quakers  got  from  trading 
with  one  another.  Because  they  dissented  from  the  Church  of  England,  members  of 
the  sect  were  barred  from  the  professions  and  as  a  result  gravitated  toward  business. 
When  Quakers  went  looking  for  credit  or  for  trade,  then,  they  found  it  easy  to  part- 
ner with  fellow  believers.  Their  common  faith  facilitated  trust,  allowing  a  Quaker 
tradesman  in  London  to  ship  goods  across  the  ocean  and  be  certain  that  he  would 
be  paid  when  they  arrived  in  Philadelphia.  |mmmhb 

Quaker  prosperity  did  not  go  unnoticed  by  the  outside  world.  They 
were  well  known  already  for  their  personal  emphasis  on  absolute  hon- 
esty, and  as  businessmen  they  were  famously  rigorous  and  careful  in  their 
recordkeeping.  They  also  introduced  innovations  like  ftxed  prices,  which 
stressed  transparency  over  sharp  dealing.  All  of  this  clean  living,  as  it 
were,  paid  off.  Soon,  people  outside  the  sect  began  to  seek  out  Quakers  as 
trading  partners,  suppliers  and  sellers.  And  as  Quaker  prosperity  grew, 
people  drew  a  connection  bchveen  that  prosperity  and  the  sect's  reputa- 
tion for  reliability  and  trustwortliiness.  In  the  long  run,  observant  busi- 
nessmen came  to  see,  being  trustworthy  was  more  lucrative  than  being 
Machiavellian.  Honesty  was  the  best  policy. 

Or  so  it  once  seemed.  In  the  wake  of  the  corporate  scandals  of  the  past 
year,  the  idea  that  trustworthiness  and  business  success  go  hand  in  hand 
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now  appears  almost  painfully  naive. 
We've  grown  used  to  the  spectacle  of 
chief  executives  looting  companies  and 
walking  away  with  tens  or  hundreds  of 
millions  of  dollars  while  leaving  their 
shareholders,  their  employees  and  their 
creditors  with  litde  or  nothing.  And  the 
idea  has  taken  hold  that  the  Enrons  and 
WorldComs  are  not  aberrations,  but 
rather  the  inevitable  by-products  of  a 
system  that  plays  to  people's  worst  im- 
pulses: greed,  cynicism  and  selfishness. 
What  happened  at  Enron, 
the  argument  goes,  was  a 
perfect  expression  of  capital 
ism  and  its  excesses. 

This  argument  sounds 
plausible,  if  only  because 
capitalist  rhetoric  so  often 
stresses  the  need  to  destroy 
the  other  guy  and  the 
virtues  of  what  "Chainsaw 
Al"  Dunlap  liked  to  call 
"mean  business."  But  this 
popular  image  of  capitalism 
bears  little  resemblance  to 
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its  reality,  and  if  you  wanted  to 
find  a  real  example  of  how  the 
system  works,  you'd  be  better  off  pick- 
ing one  of  those  Quaker  tradesmen 
than  you  would  Jeffrey  Skilling.  Over 
time,  in  fact,  the  evolution  of  capitalism 
has  been  in  the  direction  of  more  trust 
and  transparency,  and  less  self-serving 
behavior;  not  coincidentally,  this  evolu- 
tion has  brought  with  it  greater  pro- 
ductivity and  economic  growth. 

That  evolution,  of  course,  has  not 
taken  place  because  capitalists  are  nat- 
urally good  people.  Instead,  it's  taken 
place  because  the  benefits  of  trust — 
that  is,  of  being  trusting  and  of  being 
trustworthy — are  potentially  immense 
and  because  a  successful  market  sys- 
tem teaches  people  to  recognize  those 
benefits.  At  this  point,  it's  been  well 
demonstrated  that  flourishing  econ- 
omies require  a  healthy  level  of  trust  in 
the  reliability  and  fairness  of  everyday 
transactions.  If  you  assumed  every 
potential  deal  was  a  rip-off  or  that  the 


capitalism.  In  the  medieval 
period  people  found  that  confi- 
dence primarily  within  their  particular 
group.  Historian  Avner  Greif  has 
shown  how  the  Maghribi  buUt  a  trad- 
ing system  across  the  Mediterranean  in 
the  11th  century  by  creating  a  system  of  ' 
collective  sanctions  to  punish  those 
who  violated  their  commercial  codes. 
Trade  among  groups,  meanwhile, 
depended  on  rules  that  applied  to  the 
group  as  a  whole.  If  one  Genoese  trader 
ripped  off  someone  in  France,  all 
Genoese  traders  paid  the  price.  This 
may  not  have  been  exactly  fair,  but  it 
had  the  virtue  of  creating  conditions 
under  which  interstate  trading  could 
flourish,  since  it  obliged  trading  com- 
munities to  enforce  internal  discipline 
to  encourage  fair  dealing.  On  the  flip 
side  of  this,  merchant  guilds — most 
notably  the  German  Hanseatic 
League — protected  their  members 
against  unfair  treatment  from  city- 
states  by  imposing  collective  trade 


Defoe  famously  wrote,  "An  honest 
tradesman  is  a  jewel  indeed,  and  is  val- 
ued wherever  he  is  found." 
^  Still,  Defoe's  very  emphasis  on 
how  valuable  people  found  an  honest 
businessman  is  probably  evidence 
that  there  weren't  that  many  of  them. 
And  the  Quakers,  after  all,  became 
known  for  their  reliability  preciseli 
because  it  seemed  exceptional.  Itl 
certainly  true  that  the  benefits 
honesty  and  the  relationship  betwei 
trust  and  healthy  commerce  were  rec- 
ognized. Adam  Smith,  in  The  Wealth 
of  Nations,  wrote,  "When  the  greatei 
part  of  people  are  merchants  the; 
always  bring  probity  and  punctualil 
into  fashion,"  while  Montesquieu" 
wrote  of  the  way  commerce  "polishcj 
and  softens"  men.  But  it  wasn't  until 
the  19th  century — not  coincidentally, 
the  moment  when  capitalism  as  we 
know  it  flowered — that  trust  became, 
as  it  were,  institutionalized. 

As  the  historian  Richard  Tilly  has 


"An  honest  tradesman 


is  a  jewel, 


valued  wherever  he  is  found." 


products  you  were  buying  were  proba- 
bly going  to  be  lemons,  then  very  little 
business  would  get  done.  More  impor- 
tant, the  costs  of  the  transactions  that 
did  take  place  would  be  exorbitant, 
since  you'd  have  to  do  enormous  work 
to  investigate  each  deal  and  you'd  have 
to  rely  on  the  threat  of  legal  action  to 
enforce  every  contract.  For  an  econ- 
omy to  prosper,  what's  needed  is  not  a 
PoUyannaish  faith  that  everyone  else 
has  your  best  interests  at  heart — 
"caveat  emptor"  remains  an  impor- 
tant truth — but  a  basic  confidence  in 
the  promises  and  commitments  that 
people  make  about  li-"'  products  and 
services. 

Establishing  that  confid^-nce,  then, 
has  been  a  central  part  of  the  liistory  of 


embargoes  against  cities  that  seized 
merchant  property. 

As  the  Quaker  example  suggests, 
intragroup  trust  remained  important 
for  centuries.  (For  that  matter,  it 
remains  important  today — look  at  the 
success  of  ethnic  Chinese  entrepre- 
neurs in  Southeast  Asia.)  But  in  Eng- 
land, at  least,  contract  law  evolved  to 
emphasize  individual  responsibility  for 
agreements  and,  more  important,  the 
idea  of  that  responsibility  began  to  take 
hold  among  businessmen  more  gener- 
ally. As  one  observer  put  it  in  1717,  "To 
support  and  maintain  a  man's  private 
credit,  'tis  absolutely  necessary  that  the 
world  have  a  fixed  opinion  of  the  hon- 
esty and  integrity,  as  well  as  ability  of  a 
person."  About  the  same  time  Daniel 


shown  in  his  study  of  business  prac- 
tices in  Britain  and  Germany,  it  was 
during  the  1800s  that  businessmen 
started  to  see  that  honesty  might  actu- 
ally be  profitable.  In  America,  as  John 
Mueller  has  shown  in  his  wonderful 
book.  Capitalism,  Democracy,  and 
Ralph's  Pretty  Good  Grocery,  P.T.  Bar-, 
num — whom  we  all  know  as  the  vic- 
timizer  of  suckers — in  fact  pioneered 
modern  ideas  of  customer  service, 
while  around  the  same  time  John 
Wanamaker  was  making  fixed  retai 
prices  a  new  standard.  And  the  end  o 
the  19th  century  saw  the  creation  o 
independent  institutions  like  th( 
Underwriters  Laboratory  and  the  Bet' 
ter  Business  Bureau,  all  of  which  were 
intended  to  foster  a  general  climate  of 
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Thanks  for  teacbino  us  all  ibat  tbe  lirst  tool  of  capitalism  is  truth,  no  matter  bow  uncomlortable  it  may  be. 
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Lots  of  companies  can  sell  you  technology.  CDW  can 
configure  your  technology  to  your  specifications. 
From  software  to  servers  to  routers,  we  make  sure 
your  order  is  configured,  tested  and  shipped  just 
the  way  you  want  it.  Most  of  the  time,  even  the 
same  day.  So  you  save  time,  gain  peace  of  mind 
and  get  systems  you  can  use,  right  out  of  the  box. 
And  we  keep  doing  it,  1500  times  a  day  To  find  out 
more,  call  or  visit  our  Web  site. 
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trust  in  everyday  transactions. 
On  Wall  Street,  meanwhile,  J.P. 
Morgan  built  a  lucrative  business  by 
assuring  investors  that  companies  with 
a  Morgan  man  on  the  board  were  reli- 
able and  solid  investments. 

At  the  heart  of  this  shift  was  a  far 
greater  emphasis  on  the  accumulation 
of  capital  over  the  long  run  as  opposed 
to  merely  short-term  profit,  an  empha- 
sis that  is  arguably  a  defining  character- 
istic of  modern  capitaUsm.  As  Tilly  puts 
it,  businessmen  started  to  see  "individ- 
ual transactions  as  links  in  a  larger  chain 
of  profitable  business  ventures,"  instead 
of  just  "one-time  opportunities  to  be 
exploited  to  the  utmost."  If  your  pros- 
perity in  the  long  run  depends  on  re- 
turn business,  word-of-mouth 
recommendations  and  ongoing 
relationships  with  suppliers  and 
partners,  the  value  of  fair  deal- 
ing rises.  The  lubrication  of 
commerce  that  trust  provides 
became  more  than  desirable.  It 
became  necessary. 

The  important  thing  about 
this  new  idea  of  trust  is  that  it 
was,  in  some  sense,  impersonal. 
Reputation  had,  of  course,  been 
important  as  long  as  intergroup 
commerce  had  been  around. 
But  previously,  trust  had  been 
the  product  only  of  a  personal 
relationship — I  trust  this  guy 
because  I  know  him — rather  than  a 
more  general  assumption  upon  which 
you  could  do  business.  The  real  triumph 
of  capitalism  in  the  19th  and  20th  cen- 
turies was  that  trust  was  woven  into  the 
basic  fabric  of  everyday  business.  Buying 
and  selling  were  no  longer  about  a  per- 
sonal connection.  It  was  now  about  the 
virtue  of  mutual  exchange. 

As  it  happens,  the  impersonahty 
of  capitalism  is  usually  seen  as  one  of 
its  unfortunate,  if  inescapable,  costs. 
In  place  of  relationships  founded  on 
blood  or  affection,  capitalism  creates 
relationships  founded  solely  on  what 
Marx  called  the  money  nexus.  But 
from  a  certain  angle  this  impersonal- 
ity should  instead  be  seen  as  a  virtue, 
because  it  advocates  the  fair  treef- 
ment  of  people  not  on  the  basis  O! 
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consangumity  or  proximity, 
but  just  because  they're,  well, 
people.  Capitalism,  ultimately, 
widens  horizons,  because  it  makes 
the  idea  of  trusting  only  people 
within  your  particular  ethnic  or  geo- 
graphic group  seem  outmoded.  At  its  • 
core,  the  system  is  cosmopolitan, 
since  you  should  be  willing  to  trade 
with  anyone  who  can  offer  a  good 
deal. 

But  it's  possible  that  capitalism's 
impact  was  not  limited  just  to  making 
merchants  treat  one  another  fairly. 
The  historian  Thomas  Haskell  has 
argued  convincingly  that  the  rise  of 
modern  capitalism  was  instrumental 
in  the  emergence  of  what  you  might 


As  good 
capitalists, 

Quakers 

pondered 
long-term  consequences. 


call  the  humanitarian  sensibility,  as 
exemplified  by  the  campaign  to  abol- 
ish slavery  in  the  British  colonies.  His- 
torians have  always  noted  that  the  key 
figures  in  the  abolitionist  movement 
of  the  late  18th  and  early  19th  cen- 
turies were  Quakers  and  that  the 
Quakers  were  also,  as  we've  seen,  key 
figures  in  business  at  the  time.  Tradi- 
tionally, this  connection  has  been  seen 
either  as  a  historical  curiosity  or  as  an 
anomaly  that  had  to  be  explained  away 
via  theories  of  "ideological  hegemony" 
and  "class  interest."  Haskell,  though, 
suggests  that  the  connection  is  not  an 
anomaly  and  that  it  was  logical  that 
the  people  most  enmeshed  in  the  cap- 
italist system  would  also  be  the  people 
most  likely  to  act  to  alter  the  lives  of 
people  living  thousands  of  miles  away, 


even  though  they  had  no  personal 
relationship  to  them. 

Haskell's  point  is  not  that  being 
good  capitalists  made  the  Quakers 
saints.  (Their  religious  convictions  were 
clearly  at  the  root  of  their  abolitionist 
sentiments.)  Instead  he  argues  that 
being  good  capitalists  made  the  Quakers 
more  able  to  think  about  the  long-ten 
and  long-distance  consequences  of  thi 
actions,  and  gave  them  what  he  c 
"recipes  for  intervention."  HumanitaT' 
ianism  depends  on  the  idea  that  we 
connected  to — and,  in  some  sense,  n 
sponsible  for — ^people  who  hve  a  lo: 
way  away  fi-om  us  and  who  have  no 
milial  or  national  connection  to 
More  than  that,  though,  humanitarian^ 
ism  also  requires  a  long-term 
perspective — you  act  now  in 
the  hope  of  achieving  some- 
thing in  the  distant  future — 
and  a  faith  that  successful 
change  is  possible.  Today  we 
take  all  of  these  things  pretty 
much  for  granted.  But  in  the 
18th  century  they  were  rela- 
tively new  concepts,  and  the 
people  who  imderstood  them 
best  were  businessmen. 

Capitalism,     after     all, 
encouraged  universalism  oveij 
provincialism.  It  demanded 
willingness  to  make  and  ke 
promises — often  to  strangers 
and  foreigners — deep  into  the  ftiture.  It 
fostered  a  sense  of  individual,  rather 
than  group,  responsibiUty,  and  encour- 
aged a  more  strict  accounting  of  th< 
relationship  between  action  and  conse 
quence.  And  it  also,  as  Haskell  argues, 
widened  the  sense  of  possibility  bj 
demonstrating  that  people  were  able  tt 
rationally  judge  risk  and  reward  an< 
deal  intelligently  with  problems  tha 
were  tliousands  of  miles  away  or  year 
into  the  future.  In  the  case  of  slaver 
this  meant  that  instead  of  simply  dis 
missing  it  as  something  irrelevant  oi 
unchangeable,  the  Quakers  were  abl( 
to  see  it  as  their  problem  and  as  a  prob- 
lem they  could  do  something  about. 

The  relationship  between  capital 
ism  and  humanitarianism  is  essen- 
tially invisible  now:  The  ideas  i1 
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depends  on  have  become  part 
of  the  background  of  everyday 
life.  The  same  is  true  of  the  common- 
place workings  of  a  healthy  capitalist 
system.  I  can  walk  into  a  store  nearly 
anywhere  in  America  and  be  guaran- 
teed that  I'm  going  to  get  pretty  good 
service  and  that  whatever  product  I 
buy — a  product  that,  in  all  likelihood, 
will  have  been  made  in  a  country 
9,000  miles  away — will  probably 
work  pretty  well.  And  this  is  true  even 
though  I  may  never  walk  into  that 
store  again.  At  this  point  we  take  both 
the  reliability  of  the  store  and  my 
trust  in  that  reliability  for  granted. 
But  in  fact  they're  remarkable 
achievements.  And  without  them  the 
kind  of  economic  growth  and  stan- 
dard of  living  that  Americans  have 
grown  accustomed  to  would  not  be 
possible.  In  the  end  a  successful  capi- 
talist system  succeeds  because  it 
makes  people  more  trusting.  It 
encourages  people  to  believe  that 
most  transactions  will  go  off  without 
a  hitch,  not  because  of  the  law  or  pos- 
sible sanctions,  but  because  that's  the 


or  CNET  before  buying  that  new 
DVD  player.)  And  there's  little 
doubt  that  stock  market  investors 
stopped  bothering  to  verify  because 
they  were  so  intoxicated  with  the 
money  they  were  making.  At  the  same 
time,  and  more  important,  the  self-" 
organized  institutions  whose  job  is  to 
verify — Wall  Street  firms  and  accoun- 
tants— simply  abandoned  their  roles  as 
what  economist  Daniel  Klein  calls 
"independent  knowers,"  sacrificing 
their  reputations  as  providers  of  objec- 
tive analysis  in  exchange  for  the  fat  fees 
that  the  companies  they  shilled  for 
could  offer  them. 

Perhaps  the  most  important  fact, 
though,  was  simply  that  the  money  to 
be  made  from  sketchy  or  dubious  be- 
havior was  so  immense  that  the  disci- 
pline imposed  by  the  market  vanished. 
At  its  heart  capitalism  works  because 
success  depends  on  repetition.  My 
commitments  are  beUevable  today  be- 
cause they  need  to  be  if  I  want  to  stay  in 
business  tomorrow.  Even  if  you  and  I 
will  never  trade  again,  I  treat  you  hon- 
orably because  my  reputation  demands 


million  honestly  if  he  had  stayed  chief 
executive  of  Tyco.  But  dishonestly,  it 
suddenly  became  possible  (if  the  accu- 
sations against  him  prove  out).  Capital- 
ism is  supposed  to  be  a  non-zero-sum 
game,  in  that  every  transaction  only 
takes  place  if  both  sides  feel  they're  gain- 
ing— otherwise,  the  deal  wouldn't  get 
made.  But  in  more  than  a  few  board- 
rooms in  the  late  1990s  the  game  was 
zero-sum:  The  chief  executive's  gain 
was,  ultimately,  everyone  else's  loss.  In 
that  sense,  someone  like  Kozlowski  was 
not  so  much  the  archetypical  capitalist 
as  he  was  a  kind  of  feudal  lord,  milking 
his  demesne  for  all  it  was  worth  with- 
out worrying  about  the  long-term 
health  of  his  enterprise. 

The  problem,  of  course,  is  that 
though  the  scandals  themselves  will  be 
short-lived,  their  impact  will  endure. 
When  capitalism  is  working  well  it  en- 
courages people  to  trust  one  another; 
when  things  go  wrong  it  encourages  . 
people  to  be  skeptical  and  cynical. "I 
Some  of  that  skepticism  is  appropri- 
ate. (If  more  investors  had  scrutinized 
balance  sheets  in  the  last  decade,  we'd 


If  capitalism  fosters  trust  and  good  behavior, 

? 


what  went  wrong? 


way  for  everyone  to  prosper.  When 
the  system  is  working  right,  it  creates 
a  virtuous  cycle,  in  which  an  everyday 
level  of  trustworthiness  breeds  an 
everyday  level  cf  trust. 

Of  course,  we're  still  confronted 
with  the  reality  of  recent  business 
crimes.  If  capitalism  is  actually  a  system 
that  fosters  trust  and  rewards  good 
behavior,  what  went  wupij^' 

Part  of  what  happ.:p.a  v, ,;,  vcr- 
tainly  a  function  of  the  giddmcsi,  ,-;i  tJie 
bull  market.  Capitalism  may  xe'iy  or, 
trust,  but  its  motto  is  probably  closer  ;> . 
"Trust,  but  occasionally  verify."  [\\r: 
buy  on  Ebay,  but  we  rely  on  tlic  rati 
system,  and  we  read  Consumer  Repoii 
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it,  and  because  whatever  gain  I  might 
reap  from  sharp  dealing  doesn't  out- 
weigh the  possible  damage  to  my  future. 
And  my  experience  as  a  businessman 
has  taught  me  that  fair  dealing  really  is 
the  best  recipe  for  long-term  success. 

In  the  case  of  the  executives  at  com- 
panies like  Enron  and  Tyco,  though,  the 
short-term  gains  from  self-interested 
and  corrupt  behavior  were  so  im- 
mense— because  they  had  so  many 
stock  options  and  because  the  boards  of 
directors  turned  a  blind  eye — that  any 
long-term  considerations  must  have 
paled  by  comparison.  In  the  case  of 
Hennis  Kozlowski,  for  instance,  it's  hard 
^  see  how  he  could  have  made  $600 


all  be  better  off)  But  too  much  of  it 
will  throw  sand  in  the  wheels,  raisi 
the  cost  of  capital  and  making  every- 
day transactions  more  arduous  an 
more  expensive.  The  simple  answer  t 
what's  happened  on  Wall  Street  am 
in  the  executive  suites  of  America  ii 
of  course,  the  same  answer  that  capi-] 
talism  has  proffered  for  the  last  200^] 
years:  transparency.  But  along  wi 
that,  corporations  need  to  do  a  mui 
better  job  of  ensuring  that  the  righl 
things  get  rewarded.  The  history  of 
capitalism  shows  the  value  of  trust  and 
fair  dealing.  But  it's  a  lesson  that  cap- 
italists periodically  need  to  learn  all 
over  again.  1^' 
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He  anticipates  his  clients'  every  need.  He  expects  the  same.  And  that's 
just  what  happened  when  Wilham's  credit  card  company  detected  a 
suspicious  charge.  Since  hts  cell  phone  is  activated  on  the  network, 
the  bank  could  get  to  him  immediately  with  a  copy  of  the  transaction. 
The  charge  was  legit.  Yep,  he  was  spared  the  hassle  of  his  card 
refused  in  front  of  clients  at  the  clubhouse.  At  Nortel  Networks^"  we 
call  this  "the  engaged  business  model."  And  we  make  1t  possible 
by  enabling  business  to  engage  their  customers  through  delivering 
critical,  time-sensitive  information  on  whatever  device  they  prefer 
Before  they  even  know  they  need  it.  So  businesses  can  win  the 
loyalty  necessary  to  build  a  solid  revenue  base.  Leveraging  solutions 
like  contact  centers  and  application-aware  switching.  Insuring  user 
mobility  and  network  continuity.  Accelerating  productivity  while 
lowering  costs.  The  results:  customers  like  William  become  customers 
for  life.  All  delivered  by  our  enterprise  vision.  One  network.  A  world 
of  choice,  nortelnetworks.com/onenetwork 
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BY  JOHN  STEELE  GORDON  WITH  MICHAEL  MAIELLO 

Gary  Kildall  created  the  first  operating  system  for  personal  com- 
puters— nearly  a  decade  before  BLU  Gates  signed  his  epochal  deal 
with  IBM  for  MS-DOS.  Gates  went  on  to  become  the  world's  rich- 
est man;  Kildall  died  in  a  brawl,  scarcely  remembered  outside  Sil- 
icon Valley  for  his  seminal  contribution.  Dan  Bricklin  created  the 
first  spreadsheet  program,  VisiCalc,  in  1979.  After  a  costly  legal  spat  with  partner 
Bob  Frankston,  Bricklin  sold  out  for  less  than  $3  million  to  Lotus,  which  created 
a  nine-figure  fortune  for  Mitch  Kapor  from  its  VisiCalc  imitation  called  1-2-3. 
And  even  that  killer  app  didn't  make  the  really  big  bucks  for  its  owners.  The 
biggest  spreadsheet  fortune  wound  up  in  the  coffers  of  Gates'  Microsoft,  whose 
1-2-3  knockoff,  Excel,  is  the  market  leader  today. 

Why  is  it  that  innovators  die  poor — ^while  imitators  succeed  beyond  all  measure? 

There  are  notable  exceptions.  Thomas  A.  Edison,  an  inventive  genius  but  also  a 
shrewd  entrepreneur,  was  a  founder  of  what  became  the  General  Electric  Co.  At  his 
death  in  1931  he  left  a  $12  million  estate,  big  enough  to  have  put  him  on  The 
FORBES  400  list,  had  it  then  existed. 

But  his  rival  and,  some  would  argue,  intellectual  superior,  Nikola  Tesla,  spent  his 
last  years  feeding  pigeons  outside  New  York's  Public  Library,  and  died  nearly  penni- 
less. With  more  than  700  patents  to  his  name,  Tesla  invented  radio,  the  coil  trans- 
former, wireless  communication,  fluorescent  lights  and  the  alternating-current 
motor,  which  allowed  electricity  to  flow  over  long  distances.  He  had  about  as  much 
business  savvy  as  a  puppy;  he  might  have  been  fabulously  wealthy  had  he  not  signed 
away  AC  royalties  to  George  Westinghouse  and  patent  rights  to  a  wireless 
broadcasting  system  to  J.P.  Morgan. 

Indeed,  the  history  of  American  commerce  is  replete  with  visionaries 
who  couldn't  turn  their  prodigious  creations  into  commensurate  bank 
accounts.  Some  were  temperamentally  unsuited  to  be  ruthless  business- 
men. Maybe  Bricklin  is  in  that  category.  "I'm  not  rich  because  I  invented 
VisiCalc,  but  I  feel  that  I've  made  a  change  in  the  world,"  he  said  in  1985. 
"That's  a  satisfaction  money  can't  buy." 

Other  inventors,  like  Cliarles  (joodyear,  were  easy  prey  for  crooks. 
"The  history  of  invention,"  he  wrote  in  the  1850s,  "proves  that  whoever 
attempts  by  inventions  to  improve  the  conditions  of  others,  usually  impairs 
his  own,  except  so  far  as  he  may  add  to  his  happiness  from  the  satisfaction 
of  having  done  good  to  others." 

Goodyear  was  a  dreamer,  careless  of  his  appearance  and  indifferent  to 
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money.  His  obsession,  of  course, 
was  rubber.  The  substance  had 
been  known  to  the  Western  world  since 
Columbus  brought  it  back  on  his  sec- 
ond voyage,  but  it  had  no  practical  use 
until  the  18th  century,  when  it  was 
found  that  rubber  removed  pencil 
marks  from  paper — the  origin  of  the 
word  "rubber." 

In  the  early  19th  century  the  Scots- 
man Charles  Macintosh  developed  a 
process  for  making  waterproof  fabric 
by  putting  a  layer  of  rubber  between 
two  layers  of  cloth.  It  was  the  first 
important  use  of  rubber,  and  the 
misspelled  "mackintosh"  was 
soon  in  great  demand  in 
Britain's  rainy  climate.  By  the 
1830s  the  head  of  Charles  Mac- 
intosh &  Co.  was  Thomas  Han- 
cock, the  most  important  person 
in  Britain's  growing  rubber 
industry. 

A  small  rubber  boom  devel- 
oped in  both  Britain  and  Amer- 
ica as  companies  sought  to  utilize 
its  remarkable  qualities  of  elastic- 
ity and  water  repeUency.  But  rub- 
ber had  many  drawbacks.  For 
one  thing  it  was  smeOy,  a  bit  like 
the  bottom  of  a  compost  pile. 
But  far  worse,  it  melted  at  high 
temperatures  and  became  brittle 
at  low  ones.  This  was  less  of  a 
problem  in  the  temperate  cli- 
mate of  England,  but  in  the  U.S. 
it  was  a  fatal  flaw.  Goodyear 
decided  that  he  was  going  to 
solve  this  problem. 

For  ten  years  Goodyear  labored  to 
find  the  answer.  Time  and  time  again 
he  thought  he  had  it,  only  to  find  that 
he  had  failed  again.  The  hardware  busi- 
ness he  ran  with  his  father  went  bank- 
rupt, and  he  often  found  himself 
arrested  for  debt  and  tlu-own  into  jail. 
His  family  sometimes  did  not  have 
enough  to  eat,  but  Goodyear  soldiered 
on,  turning  the  kitchen  of  wherever  he 
was  living  into  a  lal  oratory,  comman- 
deering pots  and  i:  i-^  pawning  the 
furniture  when  nc  sary  to  raise 
money  to  continue  h.  ■  periments, 
borrowing    from    an;  foolish 

enough  to  lend  to  him. 


In  1839  a  happy  accident 
gave  him  the  answer.  He  had 
mixed  rubber  with  sulphur  and  white 
lead,  and  dropped  some  on  the  kitchen 
stove.  Instead  of  melting,  it  hardened. 
But  Goodyear  wasn't  a  trained  chemist 
(the  chemistry  of  rubber  was  com- 
pletely understood  only  well  into  the 
20th  century).  It  took  him  several  more 
years  to  find  the  right  combination  of 
rubber,  solvent,  sulphur,  white  lead  and 
heat  that  could  be  turned  into  an 
industrial  process. 

Visions    of   wealth    danced    in 


Visions  r 

wealth 

danced  in 

Goodyear's 

head,  but  he 

"^^^^  ^  fatal 
mistake 


Goodyear's  head,  but  he  made  a  fatal 
mistake.  He  sent  samples  to  Thomas 
Hancock  without  filing  for  a  patent  in 
Britain,  which  has  a  strict  first-to-file 
rule  for  granting  patents.  He  thought 
the  secret  was  safe  and  asked  for 
£50,000 — an  enormous  sum  then — as 
the  price  of  sharing  it.  But  Hancock, 
deeply  knowledgeable  about  rubber 
and  its  limitations,  realized  instantly 
the  significance  of  Goodyear's  achieve- 
ment. He  proceeded  to  steal  it. 

Reverse-engineering  the  samples 
Goodyear  had  sent  him,  Hancock  filed 
for  a  patent  in  Britain  in  1844,  a  few 
months  before  Goodyear,  who  had 
obtained  patents  in  both  the  U.S.  and 


France.  But  the  British  market — in  the 
mid- 19th  century,  the  most  important 
in  the  world — was  denied  to  Goodyear. 

His  brother-in-law  paid  Goody( 
a  flat  fee  of  $50,000  for  the  Amerii 
patent  rights  and  founded  what  woul( 
grow  into  Uniroyal.  The  Goodyear  Ti 
&  Rubber  Co.,  founded  nearly  40  ye; 
after  Goodyear's  death  in  1860,  w; 
only  named  in  his  honor.  Despite  ii 
effect  on  the  future  of  the  world  econi 
omy,  all  that  Charles  Goodyear's  gr© 
invention  earned  him  was  immortality. 
Gary  Kildall  maintained  for  years 
that  BiU  Gates  had  hoodwinked 
him  when  it  came  to  winning  the 
standard  operating  system  for 
IBM,  on  the  verge  of  introducing 
its  first  PC.  At  the  least,  he  was 
outmaneuvered  by  a  brilliant  op- 
portunist who,  himself  a  software 
engineer  of  some  prowess,  could 
foresee  future  applications  that 
may  have  eluded — or  failed  to 
interest — Kildall. 

Kildall  was  more  interest© 
in  solving  problems  than  in 
scoring  profits.  A  professor  of 
computer  science  at  the  U.S. 
Naval  Postgraduate  School  in 
Monterey,  Calif.,  he  convinced  a 
fledgling  Intel  in  1972  to  give 
him  the  prototype  of  its  Sim-4 
chip,  which  wouldn't  be  avail- 
able to  the  public  for  another! 
four  years.  Out  of  this  collabora- 
tion came  Kildall's  Control  Pro- 
gram for  Microcomputers — or 
CP/M,  the  first  operating  system  for 
microprocessors,  which  he  sold  to  pro- 
grammers. In  1976  Kildall  and  his  wife, 
Dorothy  McEwen,  founded  Digital 
Research  International,  to  sell  CP/M 
software  and  language  compilers. 

All  the  while  Gates  and  Paul  Allen 
were  launching  Microsoft  and  trying  to  | 
adapt  the  Basic  programming  language 
invented  by  others  in  1964  to  the  fore- 
runner of  the  PC,  the  Altair  8800.  By 
1976  Gates  had  emerged  as  one  of  th< 
most  serious  (and  contentious)  capital- 
ists in  the  subculture  of  geeks  who 
freely  shared  new  ideas  in  a  grouj 
called  the  Home  Brew  Computer  Club, 
cofounded  by  Kildall.  "Who  can  afforc^ 
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Let's  face  it,  the  term  "creative"  is  seldom 
used  to  describe  supply  chain  management 
companies.  But  if  creativity  means  finding 
innovative  solutions  to  familiar  problems,  it's 
the  perfect  way  to  describe  Menlo  Worldwide. 
By  combining  the  most  inventive  minds  in 
the  business  with  leading  technology,  global 
reach  and  operational  excellence,  we're 
finding  more  intelligent  ways  for  companies 
to  source  supplies,  manage  inventories  and 
distribute  products  around  the  world.  We  call 
it  perpetual  innovation:  continually  creating 
new  -  and  often  unique  -  opportunities  to 
generate  value  from  our  customers'  supply 
chains.  It  results  in  things  like  better  visibility, 
decreased  cycle  times  and  lower  overall 
cost.  Find  out  what  a  creative  approach 
to  supply  chain  management  can  do  for 
your  business.  Visit  menloworldwide.com. 
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to  do  professional  work  for 
nothing?"  Gates  complained  in 
an  open  letter  to  the  club.  He  claimed 
he'd  spent  $40,000  in  computer  time 
developing  Basic,  but  that,  because  only 
one  in  ten  Altair  owners  paid  for  the 
software,  his  compensation  amounted 
to  $2  an  hour.  "There  is  very  little 
incentive  to  make  this  software  avail- 
able to  hobbyists,"  he  wrote.  "Most 
directly,  the  thing  you  do  is  theft." 

The  two  software  pioneers  collided 
in  1980.  That's  when  IBM  launched  its 
top-secret  program.  Project  Chess,  to 
develop  its  PC.  It  needed  an  operating 
system  and,  surely,  CP/M  would  have  fit 
the  bill.  But  at  the  time  Kildall  was  onto 
a  new  problem — buOding  a  compiler 
for  a  programming  language  called  PL- 


visit  and  that  he  should  "treat 
them  right."  A  nondisclosure 
agreement  prevented  him  from  offer- 
ing more  detail. 

Kildall  disputed  this  account.  He 
claimed  Gates  had  not  impressed  on 
him  the  importance  of  the  meeting — 
and  so  Kildall  skipped  it  for  another 
appointment  in  San  Jose,  leaving  the 
IBMers  in  the  hands  of  McEwan,  who 
handled  hardware  accounts.  She  re- 
fused to  sign  a  nondisclosure  agree- 
ment without  KUdall's  knowledge,  and 
so  IBM  left  Digital  Research  without  a 
word  about  Project  Chess. 

With  Kildall's  apparent  default,  IBM 
approached  Microsoft  for  an  operating 
system.  It  didn't  have  one.  But  Paul 
Allen  knew  someone  who  did:  his 


quickly  headed  for  extinction.  Kildall 
sold  Digital  Research  to  Novell  in  1991. 
Three  years  later  he  died  in  a  barroom 
confrontation  with  bikers. 

Kildall  may  not  have  seen  the  im- 
plications of  his  software  until  it  was  too 
late.  Other  inventors  fail  to  reap  the  re- 
wards of  their  ideas  since  the  very  qual- 
ities that  make  them  so  creative — orig- 
inal thinking,  obsessive  concentration 
on  one  goal,  detachment  from  everyday 
concerns — make  it  difficult  for  them  to 
deal  with  the  real,  often  cruel,  world. 

In  1967  Robert  Kearns  invented  the 
intermittent  windshield  wiper,  now 
standard  equipment  on  automobiles. 
He  took  the  idea  to  the  Ford  Motor  Co. 
in  hopes  of  selling  the  device.  After  sev- 
eral years  of  inconclusive  talks,  Ford 


KildaU 


threatened  to  sue, 

believing  MS-DOS  ripped  off  his  own  CP/M. 


I 


1,  designed  by  IBM. 

What  happened  next  is  still  a  mat- 
ter of  dispute.  IBM  sent  a  team  to  Red- 
mond, Wash,  for  help  on  Project  Chess, 
according  to  Michael  S.  Malone's  Infi- 
nite Loop  (Doubleday  1999).  Why  Big 
Blue  stooped  to  little  Microsoft,  Mal- 
one  suggests,  is  explained  by  the  fact 
that  Gates'  mother,  Mary,  sat  on  the 
board  of  the  United  Way  of  America 
alongside  IBM  Chairman  John  Opel. 
After  two  meetings  held  under 
promises  of  confidentiality,  IBM  offered 
a  hardware  and  software  consulting 
deal.  It  wanted  rights  to  a  desktop 
operating  system  for  a  small  sum; 
Gates  was  willing  to  oblige — on  condi- 
tion that  he  be  given  rights  to  sell 
copies  to  other  computer  makers  for 
whatever  the  traffic  would  bear. 

IBM  also  asked  about  CP/M:  Could 
it  buy  the  system  from  Gates  &  Co.? 
Gates  explained  that  IBM  would  have 
to  deal  with  Kildall  and  offered  to  set 
up  the  meeting.  Ga, , ,'  :iccount  is  that 
he  called  Kildall  and  ^Id  him  that 
"important  customers'  v  , 't:  going  U) 


friend  Tim  Paterson  at  tiny  Seattle 
Computer  Products — whose  SCP-DOS, 
designed  to  run  on  the  8086  microchip, 
Gates  bought  for  $75,000.  Kildall  was 
shocked  when  he  learned  that 
Microsoft  had  sold  an  operating  system 
to  IBM;  he  assumed  he  had  a  gentle- 
man's agreement  with  Gates  to  provide 
CP/M  to  supplement  programming 
languages  like  Basic. 

IBM  eventually  got  in  touch  with 
Kildall,  report  Stephen  Manes  and  Paul 
Andrew  in  Gates  (Touchstone,  1993). 
But  KildaU,  they  speculate,  was  wary  of 
signing  rights  over  to  IBM  because  it 
was  his  only  product  at  the  time.  More- 
over, he  was  unable  to  supply  a  price  or 
a  delivery  date  for  the  newest  version  of 
his  operating  system,  the  CP/M-86. 

It  ended  bitterly.  Kildall  threatened 
to  sue  IBM  over  using  Microsoft's  oper- 
ating system  (renamed  MS-DOS),  which 
he  believed  had  been  ripped  off  from 
his  own  CP/M.  To  forestall  legal  action, 
IBM  offered  consumers  the  choice  of 
either  CP/M  or  MS-DOS.  But  at  $240,  six 
times  the  price  of  MS  i:)OS,  CP/M  was 


began  offering  the  intermittent  wiperi 
on  various  models  but  without  licens' 
ing  the  invention  from  Kearns,  wh 
sued.  He  finally  settled  with  Ford  for 
$10.2  million  and  also  won  a  suit 
against  Chrysler  but  lost  his  cases 
against  General  Motors  and  foreign 
manufacturers.  The  mess  dragged  on 
for  more  than  20  years;  with  legal  me- 
ters ticking  along  steadily,  the  lawyers 
ended  up  as  the  chief  beneficiaries. 

Spinning  machinery  developed  in 
the  1 8th  century  rendered  cotton  cloth 
made  from  fiber  cheaper  than  wool. 
But  cotton  remained  expensive, 
because  removing  the  seeds  embedded 
in  the  cotton  boll,  called  ginning,  was 
extremely  labor-intensive.  A  field  hand 
could  pick  about  50  pounds  of  cotton, 
bolls  a  day,  but  removing  the  sticky 
seeds  from  that  much  cotton  took  a 
single  worker  a  full  25  days'  labor. 

Eli  Whitney  revolutionized  the  tex- 
tile industry  by  inventing  the  cotton  gin 
in  1792.  But  he  never  got  really  rich 
from  the  tool.  It  wasn't  because  some 
one  stole  his  patent.  Instead,  the  device 
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Biometric  identification  empowers  advanced  control 


NEC  is  a  world  leader  in  proven  biometric  identification  systems  that  are  incredibly  accurate,  sophisticated  and 
extremely  reliable.  Whether  at  a  public  institution  or  at  an  enterprise,  we  can  provide  fast  and  accurate 
identity  verification  while  safeguarding  personal  privacy.  Stemming  from  our  world-class  research  and  technology 
expertise,  it's  the  kind  of  innovative  solution  you'd  expect  from  NEC.  From  networking,  systems  integration  and 
custom  semiconductor  solutions,  we  empower  people  through  innovative  technology.  Call  1.800.338.9549  or  visit 
www.necus.com. 


Empowered  by  Innovation 


John  Steele  gordon 


was  so  simple  that  its  patent  was 
nearly  impossible  to  enforce.  The 
gin  consisted  of  nothing  more  than  a 
wooden  roller  studded  with  nails  set 
half  an  inch  apart.  The  nails  pulled  the 
cotton  lint  through  a  comb  too  fine  to 
allow  the  seeds  to  pass,  and  a  revolving 
brush  then  swept  the  lint  off  the  nails 
and  into  a  compartment.  With  the  cot- 
ton gin  a  worker  could  clean  50  pounds 
of  raw  cotton  a  day. 

With  the  labor  component  of  gin- 
ning cotton  reduced  by  a  factor  of  25, 
the  price  of  cotton  cloth  plummeted 
and  demand  soared,  driving  the  early 
Industrial  Revolution  in  both  England 
and  New  England.  The  American 
South  turned  out  to  be  the  best  place 
on  earth  to  grow  the  short-staple  cot- 
ton that  was  best  suited  to  Whitney's 
invention,  and  a  vast  cotton  boom 
ensued.  The  U.S.  exported  2  million 
pounds  of  cotton  to  Europe  in  1794.  By 
1860  it  exported  1.8  billion  pounds, 
constituting  more  than  half  the  dollar 
value  of  all  American  exports. 

By  the  time  Whitney  received  a 
patent  on  an  improved  version  of  the 
gin  in  March  1794,  gins  were  already 
widely  in  use,  easily  constructed  by  any 
competent  carpenter.  Whitney  and  a 
partner  set  up  a  factory  in  New  Haven, 
Conn.  But  the  factory  soon  burned 
down  and,  whUe  rebuilt,  was  unable  to 
compete  with  nearly  ubiquitous  home- 
built  gins.  Much  of  Whitney's  time  was 
taken  up  with  lawsuits  seeking  to  en- 
force an  unenforceable  patent. 

Edwin  H.  Armstrong  already  had 
two  notable  inventions — the  regenera- 
tive and  the  superheterodyne  circuits, 
which  amplified  radio  signals — ^by  the 
time  he  won  a  patent  for  a  wide-band 
frequency  modulation  (FM)  system  {see 
p.  138).  But  he  spent  the  rest  of  his  life 
fighting  the  Federal  Communications 
Commission  for  spectrum  rights  and 
RCA's  David  Sarnoff,  who  first  ignored 
FM,  then  tried  to  buy  out  Armstrong 
and  finally  installed  FM  receivers  in  its 
TV  sets  without  a  license.  Broke  and 
despondent,  Armstrong  jumped  from 
the  window  of  his  13tli  floor  New  York 
City  apartment. 

Some  of  the  greatest  failures  to 


exploit  brilliant  technologies 
have  befallen  not  individuals 
but  hidebound  corporations.  The 
award  for  signal  ineptitude  in  this 
respect  must  go  to  Xerox's  Palo  Alto 
Research  Center.  Founded  as  a  research 
division  in  1970,  PARC  invented  many, 
of  what  are  now  regarded  as  the  essen- 
tial attributes  of  the  personal  com- 
puter: the  graphical  user  interface,  the 
desktop  concept,  files  and  folders,  mul- 
tiple windows,  Wysiwyg  word  process- 
ing, the  Ethernet,  the  laser  printer  and  a 
more  advanced  version  of  the  mouse. 
And  yet,  incredibly,  Xerox  capitalized 
on  none  of  these  inventions,  because  its 
managers  were  fixated  on  how  to 


It  took 
Gould 

30  years 

to  establish 
his  priority  in  inventing 
the  laser. 


improve  its  photocopier  business.  PARC 
tried  to  incorporate  some  of  its  ideas 
into  the  Alto,  a  computer  system  that 
would  have  retailed  for  $17,000 — had 
it  ever  come  to  market.  Xerox  left  oth- 
ers, Microsoft  and  Apple  Computer 
among  them,  to  commercialize  its 
discoveries. 

A  few  dreamers  have  eventually 
been  dealt  a  great  hand — fortuitously. 
Scottish-born  Alexander  Graham  Bell 
offered  to  sell  his  patent  on  the  tele- 
phone to  Western  Union  in  1876  for  a 
flat  $100,000.  He  was  turned  down;  the 
company  didn't  think  the  device  had 
much  of  a  future.  More  fortunate  still. 
Bell's  father-in-law,  Gardiner  Hubbard, 
went  on  to  found  AT&T  and  to  exploit 
Bell's  creation. 

One  last  happy  exception:  the  story 
of  Gordon  Gould.  This  physicist,  who 


worked  on  the  Manhattan  Project,  had 
a  classic  eureka  moment  as  he  lay  toss- 
ing in  bed  one  Saturday  night,  Nov.  9, 
1957.  He  had  conceived  of  the  laser  (an 
acronym  for  "light  amplification  by 
stimulated  emission  of  radiation").  He 
spent  the  rest  of  the  night  and  the 
weekend  writing  a  description,  sketch- 
ing necessary  components  and  describ- 
ing its  many  possible  practical  applica- 
tions. He  took  his  notebook  to  a  nearby 
candy  store  where  the  proprietor,  a  no- 
tary public,  witnessed  it.  According  to 
Peter  Franken,  a  physics  professor  at  the 
University  of  Arizona,  the  notebook  is 
incredible.  "It's  as  if  God  came  down 
and  whispered  in  Gordon's  ear  and 
said,  'Listen,  Buddy,  this  is 
what  you're  going  to  do.' " 
Gould,  to  be  sure,  was 
no  19th-century-style 
tinkerer  when  he 
invented  the  laser.  He  was 
a  Ph.D.  candidate  at 
Columbia  University, 
with  access  to  major  lab- 
oratory facflities.  But  he 
made  a  19th-century  tin- 
kerer's  mistake.  "I  was  so 
ignorant  of  the  whole 
patent  procedure  that  I 
...  [thought]  I  had  to 
build  a  model  in  order  to 
get  a  patent."  He  didn't 
file  until  1959,  by  which  time  scientists 
at  Bell  Labs  had  already  beat  him  to  it. 
Fortunately  for  Gould,  American 
patent  law  favors  the  first  to  conceive, 
not  the  first  to  file. 

It  would  take  Gould  30  years  and 
millions  of  dollars  to  finaUy  establish 
his  priority  in  inventing  the  laser  and 
to  be  awarded  patents  on  its  major 
components.  Only  in  1987  did  the 
legal  dust  completely  settle.  The  good 
news,  however,  was  that  the  delay 
made  him  far  richer  than  he  otherwise 
might  have  been.  Had  his  patents  been 
issued  promptly  and  been  uncon- 
tested, they  would  have  expired  before 
many  of  the  most  remunerative  uses — 
from  supermarket  scanners  and 
weapons  systems  to  scientific  instru- 
ments and  CD  and  DVD  players — had 
come  to  commercial  fruition.  F 
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THE  NEW  ROLLOVER  ADVANTAGE 


Would  you  like  that  rolled  over  easy? 

You've  worked  hard  to  build  your  nest  egg.  Are  you  sure  you  want  to  leave  it  behind  in  your  former 
employer's  retirement  plan?  With  theT.  Rowe  Price  Rollover  Advantage  service,  it's  easy  to  take  more 
control  of  your  retirement  savings. 

Call  one  of  our  Rollover  Specialists  to  open 'your  account  right  over  the  phone.  They  can  help  you 
choose  aT.  Rowe  Price  fund,  or  you  can  pick  from  over  1,000  other  funds*— all  with  no  loads,  no  sales 
charges,  and  no  commissions. They  can  even  work  with  your  former  employer  to  help  coordinate  the 
rollover  process.  In  fact,  our  Rollover  Specialists  handle  just  about  all  the  IRA  paperwork  and  will  mail 
you  the  completed  forms  to  sign. 

It's  never  been  easier  to  roll  over  your  nest  egg. To  open  your  account,  call  us  or  visit  our  Web  site  and 
have  your  old  401  (k)  statement  in  hand. 
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*This  service  is  offered  by  T.  Rowe  Price  Investment  Services,  inc.,  member  NASD/SIPC.  Please  call  to  request  a  prospectus  with  more  complete  iriformation,  including  fees,  risks,  and  expenses,- 
please  read  it  carefully  before  investing.  ROA06577 1 


SPECIAL      ADVERTISING 


The  combination  of  the 
Internet  and  networked 
computers  has  created 
an  explosion  in  digital 
content.  Demand  for 
data  storage  is  increasing 
by  50%  to  100%  per  year. 


Staying  Afloat  in  a  Sea  of  Data 


Data  is  the  lifeblood  of  most  enterprises,  and  the  volume  of 
data  flowing  through  corporate  networks  continues  to  grow  at 
a  staggering  pace.  Once  a  minor  concern,  storage  management 
is  now  a  strategic  issue.  Many  companies  are  now  faced  with 
the  need  to  double  their  storage  capacity  every  six  to  12  months. 

"If  your  storage  systems  let  you  down,  the  rest  of  your  IT 
infrastructure  becomes  useless,"  says  Anne  Powell,  research 
vice  president  at  Gartner,  a  research  and  advisory  firm.  "Stor- 
age is  fundamental,  and  its  importance  is  growing  in  direct  rela- 
tion to  the  growth  of  e-mail,  e-commerce,  data  warehouse  and 
diverse  rich-media  applications." 

Many  companies  are  migrating  to  consolidated  storage  sys- 
tems that  use  dedicated  networks  and  high-performance  switch- 


es to  link  a  cloud  of  servers  to  a  shared  pool  of  storage.  Ma 
aging  consolidated  storage  systems  is  less  expensive  than  ma 
aging  multiple  "islands"  of  storage  on  disparate  hosts.  The  que 
for  a  more  complete,  integrated  and  efficient  storage  solutic 
has  led  many  companies  to  adopt  a  data-storage  strategy  wi' 
storage  centralization  and  storage  management  at  its  center. 
What's  next  for  the  storage  industry?  Many  analysts  say 
paradigm  shift  from  storage  as  a  resource  to  storage  as  a  ut 
ity.  Storage  utility  providers  or  storage  service  providers  let  cu: 
tomers  rent  the  storage  capacity  they  need  and  bill  them  evei 
month  or  every  quarter.  A  new  study  by  IDC  predicts  th 
worldwide  spending  on  storage  utility  services  will  reach  mor 
than  $1.2  billion  by  2006. 
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What  day  is  it?  Sunday? 
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;;■'      I'm  only  9  hours  into  a  32  hour  backup. 


That's  just  too  long. 


It's  up  to  me  to  shorten  it. 


For  good. 
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BladeStore 


There  are  plenty  of  ways  to  shorten  backup  vs^indows.  And  StorageTek  is  just  the  company  to  find  the  one  that's  right 
for  you.  Maybe  it's  BladeStgre  as  part  of  disk-to-disk  backup,  or  an  L-Series  automated  tape  library  with  the  industry's 
fastest  tape  drive  -  the  T9940B.  Whatever  the  solution,  we  think  you  deserve  a  day  of  rest.  Learn  more  about  this 
story  and  other  ways  we  can  help  you  at  www.savetheday.com  ^^  STORACETEK'  Save  the  Day.™ 
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ADVERTISEMENT 


"If  your  storage  systems  let  you  down,  the  rest  of  your 

IT  infrastructure  becomes  useless."  -  Anne  Powell,  Research  vice  president,  Cartii 


"Coupled  with  the  shortage  of  skilled  IT  professionals,  the 
storage  utility  model,  with  its  flexible  pay-as-you-go  approach, 
has  become  very  attractive,"  says  John  McArthur,  vice  pres- 
ident, worldwide  storage  research,  IDC.  "It  provides  cus- 
tomers with  storage  solutions  to  ease  the  burden  of  storage 
management  and  enable  them  to  respond  to  growth  oppor- 
tunities with  predictable  costs.  That's  essential  as  storage 
becomes  an  increasingly  strategic  issue." 

StorageTek 

Delivering  More  Capacity  in  Less  Space  for  KeyCorp 

Many  companies  today  find  themselves  inundated  with  data, 
but  KeyCorp,  one  of  the  nation's  largest  bank-based  financial 
services  companies,  found  itself  with  an  even  more  immedi- 
ate problem.  Its  data  center  was  literally  running  out  of  space 
for  the  storage  hardware  it  needed  to  manage  its  approximately 
$84  billion  in  assets. 

As  the  company  considered  the  future  of  its  data-storage 
environment,  it  looked  for  a  solution  that  would  meet  its  need 
for  increased  storage  capacity  while  driving  down  costs  and 
minimizing  floor-space  requirements  in  the  company's  data 


center.  Key  also  needed  a  cost-effective  storage  solution  ji 
a  new  Mobius  image  archiving  system  that  was  being  roll*: 
out  to  provide  online  access  to  checks,  statements,  loan  apl 
cations,  reports  and  other  documents  that  were  histories 
stored  in  paper  and  microfiche  formats. 

At  the  time,  the  company  was  using  an  IBM  Virtual  Taj 
Server  (VTS)  that  worked  in  tandem  with  eight  leased  Sta 
ageTek  tape  silos.  With  the  leases  approaching  expiratici' 
Key  began  studying  options  for  its  storage  future  and  decf 
ed  on  a  strategic  storage  direction  that  expanded  the  use 
virtual  tape  and  high-capacity  physical  tape. 

For  a  comprehensive  solution  that  enabled  it  to  make  optii 
use  of  virtual  tape  and  high-capacity  physical  tape,  Key  tun 
to  StorageTek,  a  $2  billion  worldwide  company  based 
Louisville,  Colo.,  that  delivers  a  broad  range  of  storage  solutiolt 
for  digitized  data.  At  the  heart  of  the  KeyCorp  solution  are  1\  t 
new  StorageTek  Virtual  Storage  Manager  (VSM)  solutions,  ea 
with  1 .6  TB  virtual  tape  subsystems  designed  to  optimize  bat  ] 
processing,  maximize  tape  utilization  and  free  up  floor  space  ] 

Unlike  traditional  tape  storage,  which  typically  uses  as  11' 
as  10%  of  media  capacity,  StorageTek  VSM  uses  the  f 
100%.  That  means  companies  can  store  far  more  data  inf 
less  physical  space.  The  solution  allows  users  to  retrieve  da 
at  disk  speed,  which  improves  response  time  and  improvi 
customer  satisfaction  and  includes  a  portfolio  of  disaster  reco 
ery  capabilities,  like  remote  vaulting,  for  cost-effective  businei 
continuity.  IT  managers  can  define  data-management  polici( 
according  to  the  enterprise's  unique  requirements. 

In  addition  to  the  two  VSM  solutions.  Key  purchase 
four  of  the  previously  leased  PowderHom  libraries  ar 
its  previously  leased  TimberLine  tape  drives  -  produc 
the  company  viewed  as  long-term  investments.  Throuc 
StorageTek  Financial  Services,  the  company  leased  ( 
StorageTek  T9840A  and  T9840B  tape  drives  for  high-spee 
high-capacity  data  storage  and  retrieval.  The  StorageTek  sol 
tion  provided  both  a  lower  capital  cost  and  a  lower  total  co 
of  ownership  compared  with  Key's  previous  solution 
enable  Key  to  recover  its  existing  storage  investment  cosi 
StorageTek  bought  out  the  remaining  value  of  the  companv 
IBM  VTS  system. 
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ADVERTISEMENT 


"StorageTek  offered  us  a  technical  configuration 
and  a  price  we  couldn't  refuse." 

-  Charlie  Miller,  Senior  Vice  President,  Data  Center  Engineering  and  Operations,  Key< 
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"StorageTek  offered  us  a  technical  configuration  and  a 
price  we  couldn't  refuse,"  says  Charlie  Miller,  senior  vice 
president  of  Data  Center  Engineering  and  Operations,  Key- 
Corp. "They  made  it  financially  attractive  to  replace  our  IBM 
VTS  with  a  StorageTek  VSM  solution.  StorageTek's  VSM 
technology  and  high-capacity  tapes  have  helped  us  innprove 
operational  efficiency  and  save  a  large  amount  of  floor  space 
in  our  data  center." 

Content  that  used  to  be  housed  in  eight  tape  libraries  is  now 
contained  in  four  libraries,  with  ample  free  space  to  accom- 
modate future  growth,  and  the  space  savings  have  allowed 
Key  to  avoid  expanding  the  size  of  its  data  center.  The  com- 
pany has  opened  enough  space  to  accommodate  up  to  15 
new  server  racks  to  handle  distributed  applications,  such  as 
Web,  file  and  print  servers.  The  StorageTek  solution  gives  Key 
the  assurance  that  it  can  accommodate  an  additional  20  tera- 
bytes of  data  in  its  image  archive  over  the  next  18  months. 

Key  estimates  it  has  reduced  the  total  cost  of  ownership  for 
its  storage  solution  by  $500,000  per  year.  These  savings  stem 
in  part  from  a  sharp  reduction  in  the  number  of  tape  silos,  tape 
drives  and  tape  cartridges  in  its  data  center.  The  company  is 
avoiding  lease  payments  on  tape 
silos  and  tape  drives  that  it  no 
longer  needs,  as  well  as  lease 
payments  on  products  that  it  has 
purchased  as  long-term  assets. 


Cost  savings  also  stem  from  the  gains  brought  by  the  autom; 
tion  of  manual  tape-handling  tasks.  Key  estimates  it  ha' 
reduced  its  manual  tape  mounts  by  50,000  cartridges  per  yea 

VERITAS 

Helping  Enterprises  Unleash  the  Storage  Power  Withir 

Enterprises  run  on  information.  Without  up-to-date,  reliabit 
and  easily  accessible  data,  no  company  can  long  compete ii 
today's  global  business  environment.  That  strategic  need  ha 
created  a  boom  in  the  market  for  storage  hardware.  Th( 
average  customer  will  buy  100%  more  storage  hardware  thi! 
year  than  last,  according  to  Gartner,  which  estimates  that  fd 
of  all  IT  budgets  are  spent  on  storage. 

The  irony  is  that  most  of  these  expenditures  are  unneces 
sary.  At  the  typical  large  company,  less  than  50%  of  the  exis' 
ing  storage  capacity  is  actually  in  use.  And,  Gartner  adds 
every  dollar  spent  on  new  storage  hardware  requires  $5o' 
additional  IT  resources  to  manage  it. 

Little  wonder  that  with  IT  budgets  shrinking  and  bus 
nesses  still  pinching  every  penny,  IT  managers  and  function, 
department  heads  are  under  growing  pressure  to  get  th 
most  out  of  every  storage  resource.  However,  the  probler 
is  trying  to  manage  a  network  they  know  little  about. 

"The  reality  is  that  most  IT  departments  don't  know  no 
much  storage  they  have,  how  much  is  being  used  or  whet 
the  excess  capacity  is,"  says  Jeremy  Burton,  senior  vie 
president  and  chief  marketing  officer  of  VERITAS,  th 
world's  leading  storage  software  company,  providing  date 
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"Ihe  reality  is  that  most  IT  departments  don't  know  how  much  stora^i 
they  have,  how  much  is  being  used  or  where  the  excess  capacity  is| 

-  Jeremy  Burton,  Senior  Vice  President  and  Chief  Marketing  Officer,  VERITAI 


old  stovepipe  organization  structure.  If  the  HR  department 
found  itself  running  out  of  storage,  the  solution  has  tradi- 
tionally been  to  buy  a  new  disk.  At  the  same  time,  another 
department  —  say,  finance  —  might  have  capacity  that  is 
being  underutilized." 

A  combination  of  spiraling  costs,  increasingly  complex 
environments  and  accelerating  amounts  of  data  has  created 
an  imperative  for  companies  to  find  ways  to  contain  costs 
through  more  efficient  access,  management  and  use  of 
existing  storage  resources.  That  has  created  enormous  inter- 
est in  storage  software  technologies  such  as  "virtualization" 
and  "Storage  Resource  Management"  (SRM). 

"Virtualization  is  one  of  the  hot  buzzwords  of  the  storage 
industry  right  now,"  says  Burton.  "Basically,  it  is  a  technol- 
ogy that  solves  the  inefficiencies  of  the  stovepipe  problem 
by  allowing  IT  managers  to  view  many  physical  storage 
devices  from  many  different  vendors  scattered  throughout 
the  enterprise  as  a  single  large  storage  resource.  Rather  than 
managing  a  lot  of  disparate  storage  devices  individually,  vir- 
tualization lays  the  groundwork  for  creating  and  managing 
large  pools  of  storage  that  can  be  allocated  to  different  appli- 
cations and  departments  as  needed." 

Storage  virtualization  is  not  a  new  concept.  Host-based 
solutions,  such  as  VERITAS  Volume  Manager,  have  been 
around  for  more  than  10  years.  But  the  increasing  com- 
moditization  of  storage  hardware  and  the  resulting  com- 
plexity it  has  created  within  most  enterprises  has  increased 
the  focus  on  storage  virtualization  technologies  and  the  cost- 
saving  benefits  they  can  deliver. 

VERITAS  is  far  and  away  the  industry  leader  with  79.9% 
of  the  worldwide  market  share  for  volume  management  and 
virtualization  software,  according  to  the  2001  Storage  Market 
Share  Report  from  Gartner  DataQuest.  That's  more  than 
seven  times  the  market  share  of  its  closest  competitor. 

The  VERITAS  approach  to  SRM,  another  storage  software 
technology  designed  to  maximize  hardware  resources  and 

storage  Management  Web  Directory 


reduce  costs,  consists  of  an  evolving  set  of  tools  that  pr 
vide  customers  with  an  application-centric,  consolidated  viev, 
of  their  heterogeneous  storage  resources.  This  insight  allow 
customers  to  monitor  and  selectively  manage  storag' 
resources  with  automated  policies  that  ensure  the  availab 
ity  of  business-critical  applications.  By  increasing  the  degra 
of  management  and  insight,  customers  can  accurately  pri 
diet  future  storage  requirements,  thereby  reducing  capitf 
expenditures  by  knowing  when  they  need  to  buy  hardwa?! 
and  when  they  can  hold  off  for  a  few  months. 

A  key  piece  of  the  VERITAS  SRM  vision  is  SANPoint  Cot 
trol,  which  allows  data  centers  to  manage  all  the  variod 
parts  of  the  storage  environment.  Unlike  competing  SR| 
tools  that  focus  on  reporting,  SANPoint  Control  allows  usefi 
to  actively  control  and  manage  their  storage  resources, 
just  inspect  them.  It  also  provides  such  valuable  capabilitiel 
as  hardware  discovery,  visualization,  reporting,  event  hen' 
dling,  policy  management  and  a  central  administration  poin] 
for  the  storage  network  —  all  critical  functions  in  helping  Ij 
better  manage  existing  storage  resources  and  reduce  cost|j 

Next  in  the  VERITAS  SRM  pipeline  is  a  program  called  Glohli' 
Operations  Management,  which  raises  the  level  of  managft 
ment  from  SRM  to  business-object  management  by  helplnj' 
chief  information  officers  understand  their  storage  resource: 
from  the  view  of  application  and  data  availability,  and  how  mud 
they  are  spending  to  store  data  in  a  certain  location. 

"What  customers  ultimately  want  is  to  be  able  to  accei 
data  much  like  they  do  other  utilities,  such  as  electricity,' 
Burton  says.  "You  simply  switch  on  the  light,  and  the  powei 
is  there.  But  for  this  to  happen,  companies  must  first  getfifl 
control  of  the  storage  resources  they  have.  The  VERITAS 
portfolio  of  SRM  and  virtualization  tools  give  them  an  autf 
mated,  seamless  and  intelligent  way  to  do  that."  I 

The  next  Forbes  special  section  on  data  storage  will  be  in  the 
June  23.  2003.  issue.  For  information  on  how  to  participate, 
contact  Charlie  Cook  at  203-637- 11 18  or  Charlie  cook@snet.net 


storage  Tek  www.storagetek.com    Veritas  www.veritas.com 


I. 


To  me,  success  is  a  35  minute  lunch. 


At  a  restaurant,  not  my  desk. 


Means  I'm  not  wasting  time  doing  the 


same  data  management  task  again  and 


again  and  egain  and. ..well, you  get  it. 


Save  the  day. 


X  Subsystem 


Consolidate  your  work  by  consolidating  data  fronn  all  your  different  systems.  One  way  is  with  a  \/2X  Shared  Virtual  Array  subsystem 
and  SnapVantage  software  to  unite  all  your  Linux  virtual  servers.  Or  an  L5500  automated  tape  library  and  T9940B  tape  drive.  There 
are  other  ways,  too.  We'll  help  find  the  one  that's  best.  So  storage  administration  tai<es  a  smaller  bite  out  of  your  day.  Learn  more 
about  this  story  and  other  ways  we  can  help  you  at  www.savetheday.com  l^^  STORACETEK"  Save  the  Day."" 
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Seeing 

the  Light 

The  display  screens  of  tomorrow  may  be  no  thicker  than  a  piece 
of  paper  and  brighter  than  any  laptop  screen.  RICHARD  FRIEND 
thinks  that's  only  the  start  for  his  supermolecules. 


BY  SCOTT  WOOLLEY 

s  microprocessors,  hard  drives  and  memory  chips  have  raced  along  over 

the  past  decade,  the  means  to  display  their  data  has  crept  slowly  forward. 

That  may  be  about  to  change,  thanks  to  the  biggest  breakthrough  in  the 

visual  display  of  words  and  pictures  since  the  invention  of  television — a 

new  technology  that  promises  a  world  where  information  is  portable, 

cheap  and  stunningly  vivid.  Just  around  the  corner  are  roU-up  screens  that  tuck  into 

a  pocket.  A  weapons  inspector  in  Iraq  could  unfurl  a  map  of  his  surroundings,  fed 

with  color-coded  hints  of  nasty  stashes  and  real-time  satellite  images.  Stateside,  such 

displays  will  make  it  easy  to  surf  the  Web  or  watch  TV  any  place,  any  time,  without 

having  to  lug  a  laptop. 

The  secret  lies  in  harnessing  organic  polymers  to  function  as  pixels.  And  like 
many  important  discoveries,  this  one  was  born  of  a  happy  accident.  In  1989,  tinker- 
ing with  materials  he  hoped  would  amplify  electrical  signals,  Cambridge  University 
physics  professor  Richard  Friend  and  his  graduate  students  were  testing  large  organic 
molecules  to  see  whether  they  were  good  insulators.  The  polymers  were  covered  with 
a  thin  aluminum  coating,  but  once  fed  electricity,  they  began  to  glow  so  brightly  that 
light  shone  through  the  metal.  Everyone  in  the  lab  was  astoimded,  and  by  the  after- 
noon dozens  of  people  were  trooping  through  to  see  the  curiously  luminescent  ma- 
terial. "It's  not  often  in  physics  you  see  a  result  staring  you  right  in  the  face,"  says 
Friend.  "There  was  a  frantic  scramble  to  understand  why  this  was  working." 

Before  he  could  crack  that  one,  Friend  was  fixing  on  potential  implications. 
Organic  polymers  are  a  fundatiientally  new  way  of  converting  electricity  to  light,  a 
process  at  the  heart  of  all  displays — TVs,  computer  monitors,  cell  phone  screens. 

The  last  century  has  seen  only  a  few  major  display  innovations,  among  them  the 
move  from  black-and-white  monitors  to  color  and  the  introduction  of  flat,  liquid 
crystal  displays  to  replace  cathode  ray  tubes.  If  Friend's  discovery  lives  up  to  its 


promise,  the  LCD  will  someday  be 
tossed  aside  in  favor  of  the  OLED — 
organic  light-emitting  display. 

While  LCD  screens  have  made 
major  strides,  they  have  two  inherent 
problems:  They  gulp  energy  and  are 
extremely  brittle.  A  standard  computer 
screen  is  the  single  largest  drain  on 
power — and  the  main  reason  laptops 
poop  out  after  three  hours  of  use. 
Today's  LCDs  are  backlit;  they  work  by 
filtering  out  different  colors  to  produce 
a  pictixre.  By  contrast,  each  point  on  an 
OLED  screen  can  be  fed  electricity  indi- 
vidually, so  dark  pixels  waste  no 
energy;  each  pixel  also  gives  off  more 
light  than  an  LCD — with  the  same 
amount  of  electricity.  OLED  screens 
could  extend  the  life  of  a  laptop  battery 
to  ten  hours,  says  Sidney  Rosenblatt,  a 
vice  president  of  Ewing,  N.J.-based 
Universal  Display  Corp.,  one  of  the 
dozens  of  companies,  from  IBM  to 
DuPont,  now  pursuing  OLED  research. 

Since  OLEDs  don't  need  to  be  sand- 
wiched between  glass,  they  can  be 
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sprayed  onto  a  wide  variety  of 
flexible  surfaces,  making  them 
durable,  flexible  and  cheap.  That 
allows  for  roll-up  screens;  they  could 
even  one  day  be  built  into  wallpaper 
or  clothing. 

In  1989,  when  Friend  made  his  ini- 
tial discovery,  such  talk  seemed  the  stuff 
of  cheesy  sci-fi.  "There  was  a  whole 
community  of  doubters  looking  at 
their  textbooks  for  inspiration,  or  per- 
haps I  should  say  for  lack  of  inspira- 
tion, and  saying  it  couldn't  be  done," 
says  Friend.  "The  science  has  been  an 
astonishing  story  of  the  unexpected 
followed  by  the  unexpected,  and  the 
unexpected  has  almost  always  turned 
out  to  be  good  news." 

Example:  The  principles  of  stan- 
dard quantum  mechanics  suggested 
that  OLED  screens  could  never  be 
super  energy-efficient.  Only  a  quarter 
of  the  energy  could  ever  be  turned 


the  lab's  patents.  It  was  a  big 
step  away  from  pure,  basic 
research,  sniffed  some  dons,  but  Friend 
argued  it  was  the  best  way  to  drive  his 
technology  to  market  and  fund 
improvements  in  the  basic  science 
along  the  way. 

Still,  the  commercialization  made 
this  lifelong  academic  extremely  ner- 
vous. "I  wasn't  sure  that  it  was  going 
to  be  a  good  thing  for  my  career,"  he 
says.  He  needn't  have  worried.  His 
original  1990  paper  on  glowing 
organic  polymers,  published  in 
Nature,  became  Friend's  most  widely 
cited  research,  according  to  Science 
Watch,  which  tracks  academic 
research.  In  1995  Cambridge 
appointed  him  to  the  prestigious 
Cavendish  professorship,  whose  list 
of  past  incumbents  includes  James 
Maxwell  (1831-79),  who  created  the 
theory  of  electromagnetic  waves. 


And  for  my  next  trick: 
Organic  molecules 
attaching  to  flexible 
screens  transform  a 
pen  into  a  carrying 
case  for  a  roll-up 
Web  browser  in  this 
prototype.  The  display 
of  Information  will 
never  be  the 
same  again. 


into  light,  the  theory  went;  the  other 
75%  would  go  to  waste.  With  a  little 
experimentation  (and  rethinking  of 
basic  physics).  Friend  discovered 
that  the  theoretical  barrier  was  an 
illusion. 

While  Friend  fought  conventional 
wisdom  in  the  lab,  he  waged  a  similar 
battle  at  Cambridge.  In  1992  he  con- 
vinced Cambridge  to  turn  his  break- 
through into  its  first-ever  spinoff — to 
be  known  as  Cambridge  Display  Tech- 
nology— in  which  the  university  would 
get  roughly  a  20%  stake  in  exchange  for 


Friend  still  faces  challenges.  A  year 
before  his  discovery  two  U.S.  scientists 
at  Kodak  made  a  similar  finding.  But 
their  technology  was  based  on  the 
luminescent  abilities  of  small  organic 
molecules — single  molecules — in  con- 
trast to  the  large  ones — chains  of  mol- 
ecules— Friend  utilized. 

There's  a  substantial  difference. 
Small  organic  molecules  won't  dissolve 
in  a  liquid  and  so  must  be  deposited 
onto  a  screen  using  a  process  similar  to 
etching  a  standard  computer  chip.  But 
because  the  screens  are  much  larger 


than  chips,  that  gets  expensive.  Friend's 
large  molecules  can  be  mixed  .into  a 
solution  and  sprayed  onto  a  screen, 
, using  the  same  technology  as  ink-jet 
printers.  That  potentially  offers  vasfly 
lower  production  costs. 

Kodak's  small-molecule  OLEDs, 
which  make  better  use  of  current  man- 
ufacturing technology,  proved  quicker 
to  develop.  The  company  is  currently 
shipping  2.2-inch  OLED  screens,  featur- 
ing bright  colors  and  wider  viewing 
angles,  to  partners  who  will  be 
announcing  products — likely  hand- 
held devices — in  the  first  quarter  of 
2003.  Cambridge  Display  dominates 
the  large-molecule  segment,  having 
just  acquired  its  main  rival,  a  British 
firm  called  Opsys.  It  has  licensed  its 
technology  to  DuPont,  Philips  and 
Seiko-Epson. 

Even  more  exciting,  large  organic 
molecules  can  be  exploited  in  a 
reverse  process — converting  light  to 
electricity — with  potentially  far- 
reaching  effects.  Solar  panels  that  heat 
pools  or  power  handheld  calculators 
rely  on  silicon  semiconductors  to  turn 
light  into  electrons.  How  much  more 
efficiently  could  they  be  run  if 
Friend's  organic  polymers  replaced 
silicon?  That's  an  open  question. 
Many  of  Friend's  papers  have 
explored  just  that  possibility.  At  the 
moment,  organic  molecules  can't  yet 
beat  silicon  in  photovoltaics.  But 
Friend  envisions  a  time  when  the  cas- 
ing of  a  handheld  computer  or  tele- 
phone will  have  one  organic  polymer 
that  soaks  up  a  room's  light  and  uses 
it  to  juice  a  battery,  which  then  pow- 
ers one  of  his  hyperefficient  OLED 
screens. 

Friend  is  casting  his  mind  out  even 
further.  OLED  could  open  new  areas  of 
art  or,  more  prosaically,  lead  to  a  new 
kind  of  camouflage  bodysuits,  even 
constantly  updated  newspapers  that 
look  and  feel  like  the  original  thing. 
"One  always  falls  into  the  trap  of  going 
into  the  straight-replacement  mode," 
he  says.  "But  with  a  revolutionary  tech- 
nology you  should  not  simply  map  it 
on  to  existing  products.  Not  if  you  are 
an  optimist."  F 
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Is  your  enterprise  network 
on  the  right  track? 

Truth  is,  your  enterprise  network  runs  on  multiple  tracks.  Hopefully  headed  in  the 
same  direction.  You  know  where  you  need  to  go  -  local  to  global,  legacy  to  leading 
edge,  separate  systems  to  an  integrated  platform. 

What's  the  best  way  to  get  there?  AT&T's  enterprise  network  solutions.  Providing 
the  reach,  stability,  and  resources  to  help  move  your  business  forward. 

Whether  you  are  looking  for  an  intranet,  extranet,  or  e-infrastructure  connection, 
you  can  rely  on  AT&T  to  help  put  you  on  the  fast  track  to  business  success. 

There's  never  been  a  better  time  to  call  AT&T. 
Contact  your  AT&T  Account  Representative  or  call  I  866  365-2342, 

or  visit  www.att.com/networking. 


ATgT 


Moving  Business  Forward. 
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The  Secrets 

of  Scent 


From  the  lowly  nose,  LINDA  BUCK  unravels  the  mysteries  of  how  the  brain  works. 


BY  DANIEL  LYONS 

Tmagine  a  bathroom  in  a  subway  station  that  isn't  sickeningly  smelly.  Or 
drugs  that  keep  cancer  patients  from  losing  their  appetites  or  tinker  with 
the  wiring  in  your  brain  to  help  you  overcome  fear.  Or  a  machine  that  can 
sniff  out  explosives  with  greater  accuracy  than  a  pack  of  police  dogs.  These 
things  and  more  may  grow  out  of  the  work  Linda  Buck  is  doing  to  under- 
stand the  way  our  senses  of  smell  and  taste  operate.  Buck,  an  investigator  with 
the  Howard  Hughes  Medical  Institute  (hhmi),  has  spent  14  years  trying  to 
unravel  the  mysteries  of  the  olfactory  system. 

"The  first  question,"  she  says,  "is  how  do  mammals  detect  such  an  enormous 
variety  of  odors.  The  second  question  is  how  does  the  nervous  system  translate 
so  many  different  chemical  structures  into  different  perceptions  and  behaviors." 
Buck's  first  breakthrough  came  in  1991  when,  as  a  senior  postdoctoral  fellow 
at  Columbia  University's  College  of  Physicians  &  Surgeons,  she  and  her  mentor, 
Richard  Axel,  identified  the  genes  that  contain  the  blueprints  for  the  receptors  in 
the  nose  that  identify  odors.  Working  with  rats,  Axel  and  Buck  pinpointed  1,000 
types  of  "olfactory  receptors"  located  in  the  back  of  the  nose,  on  a  spot  called 
the  olfactory  epithelium.  Receptors  are  protein  molecules  that  sit  on  the  surface 
of  cells  in  the  nose.  They  recognize  scents  by  binding  to  molecules  on  particular 
odorants.  Receptors  work  the  same  way  in  .  umans,  though  we  have  fewer  of 
them — 350  compared  with  1,000  in  mice. 

In  the  geeky,  fiercely  competitive  world  of  neurobiology,  the  identification  of 
olfactory  receptors  was  huge  news.  Scient'  fs  had  been  baffled  for  years  trying  to 
figure  out  how  the  humble  old  .schno?/  •      its  miracles.  "It  was  remark- 

able. They  discovered  something  that  toi  i  s  had  remained  a  big  mys- 
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tery:  How  does  the  sense  of  smell 
work?"  says  Solomon  Snyder,  director 
of  the  department  of  neuroscience  at 
Johns  Hopkins  Medical  School  in 
Baltimore.  His  lab  had  tried  and 
failed  to  identify  those  same  receptors 
in  the  1980s. 

What  really  blew  people  away, 
Snyder  says,  was  the  huge  number  of 
genes  dedicated  to  odor  detection.  Of 
the  50,000  or  so  genes  in  the  genome, 
nobody  expected  that  1 ,000  would  be 
handling  odor  detection.  "You're 
talking  about  2%  of  the  entire 
genome,  all  devoted  to  smell.  It's 
incredible,"  Snyder  says.  "It  still  does- 
n't make  any  sense.  Why  have  a  thou- 
sand odor  receptors?  We  don't  know 
the  real  answer." 

For  Buck  the  breakthrough  repre- 
sented the  payoff  for  three  years  of 
round-the-clock  work  in  the  lab  at 
Columbia.  "I  was  putting  in  12  to  15 
hours  a  day,"  she  says.  "Basically  I  just 
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got  up  and  went  to  the  lab,  and 
stayed   there   until   the   wee 
hours  of  the  morning.  I  only  went 
home  to  sleep." 

So  what  does  Buck's  break- 
through have  to  do  with  making 
public  restrooms  smell  better?  It's  a 
bit  speculative,  but  once  scientists 
understand  how  receptors  work,  they 
can  in  theory  use  chemical  agents  to 
switch  them  on  or  off.  Pump  the  sub- 
way station  full  of  molecules  that 
switch  off  the  receptors  that  pick  up 
nasty  odors,  and  you  can,  in  effect, 
neutralize  an  assault  on  your  nose. 
"You  can  make  antagonists  to  bad 
smells,"  Snyder  says.  "It's  not 
that  far-fetched." 

That's  why  International 
Flavors  &  Fragrances,  maker  of 
perfumes  and  other  products, 
sponsored  Snyder's  lab  for  a 
decade  and  why  Buck  gets  sup- 
port from  National  Institutes 
of  Health  and  the  Department 
of  Defense.  One  possible 
defense  application:  Identify 
the  receptors  that  dogs  use  to 
detect  explosives,  clone  them 
and  create  a  bomb-sniffing 
machine.  Scientists  could 
block  receptors  to  help  obese 
people  stop  craving  food.  Or  they 
could  stimulate  receptors  to  help 
anorexics  and  cancer  patients  start 
shoveling  it  down. 

Buck  will  leave  that  work  to  oth- 
ers. She  and  her  team  are  focused  on 
the  underlying  biology. 

In  1991  Buck  left  Columbia  and 
set  up  her  own  lab  in  the  department 
of  neurobiology  at  the  Harvard  Med- 
ical School,  where  she  and  her  team 
raced  against  Axel's  lab  at  Columbia 
to  figure  out  how  all  those  receptors 
that  she  and  Axe!  had  identified  actu- 
ally work.  In  1993  and  1994  Buck  and 
Axel,  working  independently,  pro- 
duced reports  that  explained  how  the 
neurons  are  organized  in  the  nose. 
There  are  about  5  million  neurons  in 
the  olfactory  epithelium,  or  about 
5,000  neurons  for  each  of  the  1,000 
different  receptor  ty|)es.  Fach  neuron 
has   a    long   fiber,   or   axon,   that 


stretches  upward  through  a 
tiny  opening  in  the  bone 
above  it  and  into  the  olfactory  bulb,  a 
plum-size  mass  in  the  front  of  the 
brain,  behind  the  forehead. 

Another  mystery  the  original  dis- 
covery had  left  unsolved  was  this: 
How  can  humans,  with  only  350 
olfactory  receptors,  distinguish 
10,000  or  more  odorants?  And  how 
can  we  so  clearly  tell  the  difference 
between  chemicals  that  on  a  molecu- 
lar level  are  nearly  identical? 

In  1999  Buck  deciphered  a  sort  of 
alphabet,  or  code,  in  which  each 
receptor  detects  more  than  one  odor- 
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ant,  and  each  odorant  can  be  detected 
by  more  than  one  receptor.  Turns  out 
receptors  work  together  in  an  amaz- 
ingly sophisticated  "combinatorial 
code"  to  identify  particular  odors. 

After  cracking  the  code.  Buck  set 
out  to  trace  the  way  connections 
extend  from  the  olfactory  bulb  into 
the  olfactory  cortex,  the  part  of  the 
brain  that  processes  odor  signals. 
Using  an  ingenious  genetic  tracing 
technique,  in  2001  two  members  of 
Buck's  research  team,  Zhihua  Zou 
and  Lisa  Horowitz,  did  something 
that  had  seemed  impossible:  They 
discovered  a  map  in  the  olfactory 
cortex.  "The  first  time  I  saw  the  map 
of  the  cortex — I  remember  just 
standing  there,  looking  at  it.  I  felt 
ecstatic,"  Buck  recalls.  "It  was  just  so 
exciting  and  so  beautiful  to  see  it, 
after  all  those  years  of  trying  to 
understand  this." 


Buck's  journey,  which  began  in 
the  nose,  now  reaches  far  beyond 
that — into  higher  cortical  areas  that 
CQntrol  emotions  and  bodily 
responses.  "We  study  the  senses,  but 
we're  heading  further  and  further 
into  the  brain,"  Buck  says. 

Her  research  represents  just  one 
piece  of  a  massive  worldwide  effort 
being  conducted  to  unravel  the  seem- 
ingly unfathomable  complexity  of  the 
brain,  with  its  billions  of  neurons  and 
connections. 

"Linda  has  made  a  wonderful  set 
of  contributions  about  the  specificity 
of  connections  and  the  functional 
read-out  both  in  the  interme- 
diate station  and  the  cerebral 
cortex,"  says  Eric  Kandel,  a 
university  professor  at  Colum- 
bia and  senior  investigator  at 
HHMl,  whose  research  into  the 
brain  earned  him  a  Nobel 
Prize  in  Physiology  or  Medi- 
cine in  2000. 

Scientists  still  have  a  long 
way  to  go,  however,  before  they 
figure  out  how  the  wiring 
works.  "The  brain  is  really  a 
black  box,"  Buck  says.  "Rela- 
tively litde  is  known  about  the 
neural  circuits." 
Earlier  this  year  Buck  moved  her 
lab  to  the  Fred  Hutchinson  Cancer 
Research  Center  in  Seattle,  taking  her 
seven  team  members  with  her.  Their 
work  might  help  scientists  develop 
treatments  for  cancer  patients.  And 
Buck,  who  grew  up  in  Seattle,  was 
glad  to  move  back  after  being  away 
for  more  than  20  years. 

Buck's  work  has  also  widened  to 
include  pheromones:  chemicals 
released  by  animals  that  act  on  mem- 
bers of  the  same  species  to  stimulate 
responses  like  fear  and  aggression. 

Could  the  lowly  proboscis 
someday  lead  scientists  to  create 
chemicals  that  might  keep  anger  and 
violence  under  control?  Or  make 
widely  available  pheromone-laced 
perfumes  that  turn  geeks  into  sex] 
magnets  and  make  zoo  cages  smell 
like  rose  gardens?  It's  not  that  big  a 
stretch.  F 
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Dan 


DANIEL  BRANAGAN  Imagines  a  world  where  knives  never 
dull,  cars  can't  dent  and  bridges  stand  up  to  earthquakes. 


BY  LEA  GOLDMAN 

f  the  U.S.  invades  Iraq,  American  troops  will  confront  an  enemy  force  spread 
over  roughly  1 67,000  square  miles  of  mostly  desert.  Not  just  the  Republican 
Guard  or  those  nasty  weapons  stockpiles  of  Saddam.  We're  talking  sand — an  old 
adversary  that  recently  reduced  the  operating  lifetime  of  helicopter  engines  fly- 
ing over  Afghanistan  from  2,500  hours  to  80  hours.  One  H-60  Seahawk  heH- 
copter  engine  is  removed  daily  and  repaired  at  $110,000  a  pop  thanks,  in  part,  to 
those  little  granules.  Indiscriminately  invading  every  nook  of  an  engine,  sand  scrapes 
up  the  hardware,  diminishes  horsepower  and  jacks  up  fuel  consumption. 

Daniel  Branagan,  metallurgist,  has  an  invention  that  may  contribute  to  the  solu- 
tion to  this  nagging  military  problem — and  potentially  to  many  civilian  problems  as 
well.  Having  recendy  left  a  staff  job  at  the  Department  of  Energy's  Idaho  National 
Engineering  &  Environmental  Laboratory,  he  is  now  in  business  on  his  own,  devel- 
oping a  superhard  steel  that,  apphed  as  a  coating  to  a  metal  surface,  gives  it  four 
times  the  surface  hardness  of  the  best  conventional  steel  alloys.  The  coating  is  a  mere 
20,0D0th  of  an  inch — a  bit  more  than  a  micron — in  thickness,  thus  adding  negligi- 
ble weight  to  the  metal. 

Branagan's  coating  is  one  of  the  hardest  metallic  materials  yet  made,  tougher 
than  the  hardest  chrome/tungsten  carbide  alloy,  the  industry's  most  durable  coat- 
ing— until  now.  Put  to  the  test  last  year,  the  superhard  coating  was  applied  to  plates 
on  a  20-ton  mining  rock-crusher  and  reduced  jagged  boulders  to  pebbles  for  48 
hours  before  wearing  out.  Any  other  coating  would  have  lasted  just  one  hour. 

Creating  gravel  is  the  least  interesting  potential  application.  Among  the  friture 
possibilities:  bridges  that  won't  buckle  under  severe  seismic  stress,  a  new  generation 
of  Frank  Gehry-inspired  forms  of  improbably  twisted  steel,  car  frames  that  can 
absorb  the  shock  of  head-on  collisions  and,  yes,  knives  that  may  never  need  sharp- 
ening. Branagan  has  a  new  company — Nanosteel  Co.,  based  in  Maidand,  Fla. — and 
a  powerful  believer:  The  U.S.  Navy  has  kicked  in  $1.4  million  to  try  superhard  steel 


on  some  of  its  297  T700  Seahawk 
engines.  It  hopes  that  flying  times  will 
increase  by  at  least  1,000  hours. 

Ah,  steel — once,  long  ago,  the  back- 
bone of  the  American  economy,  now 
an  enfeebled  $72-billion-a-year  indus- 
try seeking  government  protection. 
The  metal  is  usually  as  wimpy  as  its 
producers.  The  hardness  of  conven- 
tional steel  alloys  is  at  best  in  the  neigh-j 
borhood  of  1.4  million  pounds  pi 
square  inch.  Branagan's  steel  goes  td 
2.2  million  pounds  per  square  inch  al- 
ready, and  he  thinks  it  could  ultimately 
do  better  than  double  that.  (Diamonds 
are  several  times  harder  stiU.) 

Hardness  is  not  the  only  virtue  ol 
what  Nanosteel  is  setting  out  to  prO' 
duce.  Stronger  steel  usually  requir 
tradeoffs  on  other  properties,  like  dm 
tility,  a  metal's  ability  to  be  shaped  ini 
forms  like  sheets  and  wires.  Branag; 
says  he  can  increase  the  hardness  ani 
toughness  of  steel  without  a  corr 
spending  decrease  in  malleability.  H< 
did  it  by  "tricking"  molecules  int 
ignoring  their  normal  relationships! 


I 
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Innovators 


Steel  alloys  usually  have  orderly, 
lattice-like  microstructures. 
Imperfections  in  the  lattice  are  com- 
mon and  result  in  stress-induced  wear 
and  tear.  But  if  you  heat  up  the  alloy 
until  it  liquefies — Branagan's  powder 
must  be  heated  to  1,200  degrees  Celsius 
and  applied  with  a  thermal  spray 
gun — it  turns  into  an  ashy  powder  as  it 
cools,  a  metallic  glass  with  "frustrated" 
molecules,  as  Branagan  calls  them,  anx- 
ious to  form  a  lattice,  but  confined  by 
their  inability  to  move.  They  give  up,  he 
says,  and  in  the  process  form  nearly 
defect-free  structures  that  exhibit 
incredible  bonds  with  the  surface  of  the 
metal.  These  bonds  are  virtually 
unbreakable,  leaving  the  coating  more 
or  less  permanent.  No  sledgehammer 
can  dislodge  it. 

There  are  skeptics  aplenty.  The 
search  for  tougher  alloys,  after  all,  dates 
to  some  time  well  before  Homer's  Uiad. 
Critics  like  Anthony  DeArdo,  a  materi- 
als science  professor  at  the  University  of 
Pittsburgh,  dismiss  superhard  steel  as 
impractical. 

Whether  DeArdo  is  right  will  be 
seen  soon  enough.  General  Motors  has 
discussed  Branagan's  spray-on  powder 
for  auto  bodies  and  parts  as  a  substitute 
for  heavier  coatings.  Lighter  chassis,  of 
course,  mean  more  fuel-efficient  cars. 
ExxonMobil  is  interested  in  prolonging 
the  shelf  life  of  drill  bits,  which  wear 
out  after  only  hours  boring  holes  in  the 
ground.  Heavy-equipment  manufac- 
turer Caterpillar  is  eager  to  learn  how 
to  toughen  up  its  bulldozers  and  trac- 
tors. "This  is  not  five  or  ten  years  away," 
insists  Branagan.  "This  is  right  now." 

And,  he  says,  it  wiU  be  affordable. 
Branagan  claims  his  atomized  alloy  will 
sell  for  $20- $25  a  pound,  roughly  com- 
parable to  the  cost  of  a  tungsten-car- 
bide coating,  a  common  additive  to 
tool  bits.  The  spray-on  metal  powder  is 
50%  to  70%  iion.  He's  cagey  about  the 
other  ingredients,  but  some  of  his  sci- 
entific papers  hint  at  carbon,  tungsten 
and  boron. 

Branagan  s^-r-jd  much  of  his  $2.6 
million  in  startup  capital  from  his 
largest  investor,  Military  Commercial 
Technologies,  also  known  as  Milcom,  a 


Maitland  outfit  that  licenses 
promising  technologies  from 
federally  funded  programs,  among 
others.  Nanosteel  Co.  plans  to  out- 
source superhard  steel's  manufacturing 
and  coating  process.  Branagan,  the, 
company's  chief  technical  officer,  will 
continue  to  live  in  Bone,  Idaho, 
renowned  among  residents  as  one  of 
the  last  towns  in  the  country  to  get 
phone  service.  He  will  oversee  a  team 
of  metallurgists  responsible  for  R&D  on 
such  other  advanced  materials  as 
heavy-duty  magnets.  The  U.S.  Energy 
Department  licenses  the  intellectual 
property  rights  for  superhard  steel  to 
Nanosteel;  Branagan  is  entitled  to  30% 
of  those  royalty  rates. 

Boyish-looking  at  34,  with  perpet- 
ually rosy  cheeks,  Branagan  is  prone 
to  stumbling  over  his  words  when  he 
discusses  metallurgy,  a  field  he  thinks 
has  been  marginalized  by  more  popu- 
lar sciences  like  chemistry  and 
physics.  He  still  recalls  with  indigna- 


metallic  glass  with  similar-looking 
Christmas  tinsel.  His  adviser  had  to 
inform  Branagan  that  his  incredible 
discovery  was  available  at  the  local 
supermarket.  He  was  often  sur- 
rounded by  physics  students,  his  work 
misunderstood  or  overlooked.  The 
prestigious  Journal  of  Magnetism  and 
Magnetic  Materials  rejected  his  study 
of  a  rare  earth  magnet  because  it 
lacked  physics-related  measurements 
that  Branagan  and  his  adviser , 
deemed  irrelevant. 

He  had  a  tough  time  at  the  N^ 
tional  Engineering  &  Environmenta 
Lab  in  Idaho,  too,  winning  a  promo-'' 
tion  just  once  during  his  seven  years 
there.  Branagan  supplemented  his 
research  funding  by  squeezing  money 
from  the  Pentagon's  research  arm  and  j 
from  the  Navy.  "When  you  start  deal- 
ing with  a  senior  bunch  of  scientists  j 
trained  in  conventional  physics  and 
they  see  a  young  upstart  with  a  miracle  j 
material,  most  say  'no,'  and  they  say  i| 


It  turns  into  an  ashy  powder  as  it  cools, 
metallic  GLASS  WITH  TRUSTRATED'1 
MOLECULES,  anxious  to  form  a  lattice. 


tion  a  letter  his  wife  received  denying 
her  credit  toward  a  science  require- 
ment at  Montana  State  University  for 
a  metallurgy  course  she  had  taken. 
"It's  material  science,"  he  moans. 
Branagan  has  faced  that  kind  of  tun- 
nel vision  throughout  his  career, 
which  began  with  an  undergraduate 
degree  in  metallurgical  engineering 
from  Michigan  Technological  Univer- 
sity in  1990.  Before  heading  to  Iowa 
State  University  for  a  doctorate,  he 
enjoyed  a  three-month  stint  as  a 
welding  inspector  at  Finland's  Oy 
Tampella  Ab,  a  manufacturer  of 
industrial  parts. 

At  Iowa  State  he  scored  a  research 
gig  studying  rare  earth  magnets  at 
nearby  Ames  Laboratory,  famed  for 
its  work  on  the  Manhattan  Project. 
The  serious,  often  diffident  student 
was  a  prime  target  for  pranksters. 
One  switched  Branagan's  samples  of 


rather  vehemently,"  says  James  Col] 
who  evaluates  technology  for  the  log 
tics  division  of  the  Naval  Air  Systen 
Command  and  who  has  closely  fol-J 
lowed  Branagan's  work. 

Good  thing  Branagan  breathe 
optimism.  It  will  be  at  least  a  yea 
before  the  Navy  finishes  testing 
superhard   steel   on    its   Seahawj 
engines.    Branagan   predicts   tha 
within  the  decade  his  new  kind 
steel  will  be  available  in  sheets  and 
solid  parts,  making  its  potential  com-j 
mercial     applications     infinitei 
greater. 

Meantime,  he's  doing  a  little  field'] 
testing  on  his  own.  On  a  recent  trip  ta 
New  York  City,  Branagan  tucked  a  wall 
let-size  slab  of  coated  steel  into  hij 
breast  pocket — ^just  in  case  of  stray  bull 
lets.  Crossing  Fifth  Avenue,  cowboj 
boots  clicking,  he  allows  with  a  sr 
"You  never  know." 
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Mister 

Natural 

Japan's  MASATSUGU  TANIGUCHI  is  creating  the  first  nonpolluting 
economy  in  the  world-and  trying  to  make  a  buck,  too. 


BY  BENJAMIN  FULFORD 


kipping  stones  across  an  inlet,  the  64-year-old  cement  executive  hardly 
seems  like  someone  out  to  change  the  world.  But  Masatsugu  Taniguchi 
aims  to  do  exactly  that.  He  is  leaving  Taiheiyo  Cement  Co.  to  start  a  new 
career  on  Yakushima  Island,  south  of  Kyushu,  Japan,  a  place  designated 
by  the  U.N.  as  a  world  heritage  nature  preserve.  His  mission:  to  create  the 
world's  first  zero-emission,  hydrogen-based  economy — and  to  pull  it  off  through 
no-nonsense  business  principles,  not  tree-hugging  wishflil  thinking. 

"I  heard  that  Iceland  was  planning  to  switch  its  economy  over  to  hydrogen,  and 
I  realized  we  could  do  it  way  faster  on  Yakushima,"  says  Taniguchi.  The  338-square- 
mile  Yakushima  makes  a  perfect  test  case.  It  is  a  steep  granite  island  drowning  in  320 
inches  of  rainfall  a  year.  That  means  it  can,  says  the  Agency  for  Natural  Resources 
and  Energy,  potentially  generate  233  megawatts  of  hydropower  without  having  to 
build  any  dams  bigger  than  100  feet.  Strong  ocean  winds  are  another  potential 
source  of  energy.  In  addition  to  harnessing  hydroelectric  power  from  an  existing  60- 
megawatt  plant  to  make  silicon  carbide,  used  in  various  industries,  Taniguchi  real- 
ized he  could  make  plenty  of  cheap  hydrogen  fiiel  with  current  technology. 

Hydrolyr.is-  -  running  an  electric  current  through  water  to  produce  hydrogen — 
yields  fuel  diat  is  usually  not  economically  competitive  with  other  forms  of  energy. 
In  Yakushima's  case,  though,  there  is  a  huge  surplus  of  electric  power  that  can't  be 
stored  or  exported  to  the  mainland;  creating  hydrogen  and  forcing  it  into  tanks  at 
350  times  atmospheric  pressure  makes  economic  sense.  Such  hydrogen  can  be 
exported  in  tankers,  similar  to  those  that  carry  liquefied  natural  gas.  To  set  up  the 
infrastructure,  Taniwchi  created  a  consortium  called  the  Yakushima  Clean  Energy 
Partners  (VCEP)  and  ',)iild  like  to  gather  $24  million  fi-om  private  investors,  includ- 
ing automakers,  other  n.aior  companies  and  various  municipalities. 

That  initial  investment  should  provide  die  island's  14,000  residents  with  enough 


clean  electricity  to  shut  down  its  heavy; 
oil-powered  generator  in  2004.  In 
longer  run,  by  2020  or  so,  Taniguchi 
envisions  that  there  will  be  sufficient 
hydro  and  wind  power  to  supply 
500,000  mainland  cars  with  hydrogen. 
This  wiU  be  a  huge  boon  to  the  island's 
tourism  industry,  which  employs  24% 
of  the  work  force  (fishing  and  forestry 
are  also  big  here).  Already  200,000  eco-, 
tourists  a  year  flock  to  see  the  island': 
towering  l,000-to-7,200-year-ol( 
cedars,  phantasmagoric  plant  life 
hordes  of  monkeys. 

"It  is  a  wonderful  idea,"  says  Yi 
Kawaguchi,  Honda's  top  researcher  f< 
future  auto  technologies.  He  says  it' 
the  best  private-sector  plan  he  has  seei 
for  a  hydrogen  economy.  By  contrast, 
he  criticizes  several  U.S.  and  Japanesi 
government  hydrogen  plans  as  bei 
too  geographically  scattered.  He  h 
shown  a  strong  interest  in  turning 
island  into  a  giant  laboratory  when  th( 
switch  to  fiiel  cell  vehicles  begins 
earnest  10  to  15  years  from  now,  as  we! 
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as  in  testing  the  safety  of  hydro- 
gen gas  stations,  the  long-term 
reliability  of  cars  and  the  economic  via- 
bility of  fuel  cells. 

YCEP  aims  to  be  profitable  from  the 
start,  initially  by  selling  electricity  to  the 
residents  and  later  by  peddling  hydro- 
gen to  automakers.  Tourists  who  visit 
Yakushima  will  be  required  to  ride 
hydrogen-powered  buses.  First,  how- 
ever, Taniguchi  must  get  bureaucrats  to 
loosen  overall  restrictions  that  prevent, 
for  example,  the  importation  of  fuel 
cell  buses  that  already  meet  European 
and  American  safety  standards.  The 
island  is  likely  to  be  designated  a  special 
economic  zone  with  relaxed  hydrogen 
regulations  within  2003,  so  that  in  2004 
the  first  hydrogen  buses  and  cars  will 
be  running. 

Toyota  announced  in  July  that 
within  a  year  it  would  introduce  20  fiiel 
cell  cars.  It  is  due  to  give  four  of  them 
to  the  Japanese  government  as  weU  as 
two  to  the  University  of  California's 
Irvine  and  Davis  campuses  in  Decem- 
ber. The  lease  is  $10,000  a  month  for  30 
months.  By  2008  the  price  should 
be  somewhat  lower — and  many 
Yakushima  residents,  subsidized  by  the 
government,  are  likely  to  be  driving 
them.  By  2020  or  so,  depending  on  the 
progress  of  fiael  cell  technology,  the  last 
of  the  island's  9,500  gasoline  cars  will 
be  gone  and  only  water- vapor-emitting 
fuel  cell  autos  will  remain,  according  to 
Taniguchi's  plan. 

Can  the  Yakushima  model  be 
exported?  It  might  make  sense  for 
vacation  spots,  like  Kami  Kochi 
National  Park  in  the  Japanese  alps,  that 
have  an  abundance  of  potential  hydro- 
electric power.  Imagining  hydrogen- 
powered  cars  and  buses  in  Yosemite 
and  Yellowstone  is  a  little  more  diffi- 
cult, given  the  unpredictable  snowfall 
and  the  fact  that  visitors  to  U.S.  parks 
drive  in  from  cities  where  gasoline 
remains  the  norm.  Still,  the  city  of 
Tokyo  has  already  banned  diesel  cars 
(effective  October  2003;  i-nd  there  is 
talk  of  eventually  banning  ii  -drocar- 
bon-based  cars  from  the  cit)    .  nter. 

It  will  take  visionaries  like 
Taniguchi  to  bring  the  hydrogen 
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economy  closer,  say  realists 
like  Masasuke  Takata,  a  pro- 
fessor at  Nagoaka  University  of  Tech- 
nology in  Niigata,  and  to  keep  the 
public's  expectations  a  few  notches 
below  the  utterly  impossible.  Says  he: 
"Ten  years  ago  people  were  predict- 
ing hydrogen  would  be  economical 
within  a  decade,  but  gasoline  kept 
getting  cheaper."  He  nonetheless 
believes  that  fuel  cells  are  already 
making  inroads,  as  combined  heating 
and  electric  systems  for  large  build- 
ings. Within  a  decade,  he  says,  if  gaso- 
line prices  rise  and  fuel  cell  cars  get 
cheaper,  the  switchover  could  begin. 
Taniguchi  has  a  reputation  as  an 


Yakushima  s  waterfalls 
could  be  harnessed  to  help 
produce  hydrogen.  There 
are  no  such  plans  for  the 
island's  macaques. 


enviro-capitalist  stretching  back 
decades.  Graduating  from  the 
Kyushu  Institute  of  Technology  in 
1960  with  a  degree  in  mining  engi- 
neering, he  discovered  there  was  no 
work  underground,  so  he  joined 
what  is  now  known  as  Taiheiyo 
Cement.  But  he  put  his  training  to 
work,  filling  empty  iron-  and  copper- 
ore  ships  with  lime  and  selling  it  to 
mines  that  exported  the  ore  (lime  is 
used  to  neutralize  acid  used  in  min- 
ing\  "As  I  visited  mine  sites  around 
the  world  I  began  to  feel  with  my 
ov^'n  skin  how  seriously  they  dam- 


aged the  environment  and  wondered 
if  there  was  not  a  business  opportu- 
nity here,"  he  says.  Taniguchi  trav- 
eled the  world  in  search  of  ideas  that 
would  both  make  money  and  reduce 
the  damage  caused  by  industry. 

Realizing  a  lot  of  industrial  waste 
contained  ingredients  that  could  be 
profitably  recovered,  he  became  an 
enthusiastic  recycler  of  gypsum  in 
Japan.  Scrubbers  used  in  thermal 
power  plants,  for  instance,  require 
limestone  to  capture  sulphur  from 
their  exhaust.  The  reaction  creates  gyp- 
sum that  can  be  sold  to  companies  Like 
waUboard  makers.  That  particular  vari- 
ety of  waste  recycling  is  now  common 
aroimd  the  world,  and  Taiheiyo  makes 
a  big  business  of  it. 

Taniguchi  was  also  inspired  to  use 
cement  furnaces  to  aid  in  the  disposal 
of  household  garbage.  In  Sweden  he 
visited  a  plant  where  refuse  is  rotated  in 
an  unused  rotary  kiln  for  three  days, 
allowing  bacteria  that  thrive  in  that 
temperature  to  quickly  degrade  it  into 
fertilizer  and  bits  of  plastic.  "It  smeUed 
so  bad  that  when  I  left  even  my  under- 
wear stank,"  he  recalls.  He  realized  that 
if  the  building  were  sealed  and  the  foul 
exhaust  pumped  into  a  3,600-degree 
cement  fiirnace,  the  odor  disappeared. 
Taiheiyo  was  able  to  cre- 
ate a  $375-million-a-year 
sideline  in  waste  treatment 
with,  Taniguchi  says,  a  20% 
operating  margin.  "If  busi- 
nesses start  taking  an  offensive 
instead  of  a  defensive  attitude 
to  environmental  issues,  then 
many  opportunities  appear,"  he  says. 

The  practical  side  of  this  dreamer 
was  forged  early.  Taniguchi  was  just  8 
years  old  and  just  a  mile  and  a  quarter 
from  ground  zero  when  the  atom  bomb 
hit  Hiroshima.  Aside  from  losing  his 
hair  for  a  while,  he  was  unharmed.  The 
grisly  experience,  he  insists,  did  not  af- 
fect his  views  on  the  environment  or 
atomic  energy:  "I  just  think  that  people 
are  so  scared  of  nuclear  energy  that 
power  plants  end  up  so  over-designed 
for  safety  they  are  not  profitable." 

Just  the  kind  of  attitude  to  face  his 
greatest  challenge  yet.  F 
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MANAGING  WEALTH  IN  A 


BY  LYNN  MORRIS 


What  is  the  number  one  financial 
ing  to  the  annual  Phoenix  Wealth 

During  the  long-running  bull  market, 
that  goal  seemed  perfectly  reason- 
able, yet  in  these  days  of  market  and 
financial  volatility,  a  comfortable  retire- 
ment now  seems  less  assured.  According 
to  the  survey,  34%  of  the  respondents 
fear  their  money  won't  last  through  their 
lifetimes.  "Obviously,  the  bear  market  has 
been  a  major  influence  on  how  they  feel 
about  their  financial  future, "  says  Walter 
H.  Zultowski,  senior  vice  president  of 
marketing  and  market  research  of  Phoenix. 
In  reaction  to  clients'  reservations, 
many  investors  have  drastically  changed 
their  strategies.  Playing  a  conservative 
investment  game,  however,  can  counter 
long-term  financial  goals.  As  an  alterna- 
tive. Phoenix  relies  on  fundamentals  to 
motivate  "frozen"  investors  to  get  back 
to  investing  for  the  long-term.  To  do  this. 
Phoenix  suggests: 

•  Undergoing  a  Financial  Check-Up 
Now  is  the  time  to  reassess  long-term 
financial  goals  relative  to  where  a  portfo- 
lio IS  today.  Make  sure  all  financial  bases 
are  covered,  such  as  estate  planning, 
retirement  planning,  income  protection, 
assisting  children  and  aging  parents. 

•  Take  an  Institutional  Approach 
Individual  investors  can  learn  from  large 
pension  funds  and  their  disciplined 


goal  of  the  high-net-worth  individual?  To  retire  comfortably,  a„L 
Management  Survey  commissioned  by  The  Phoenix  Companies^ 


approach  to  investing.  Above  all,  devel- 
op an  investment  policy  statement, 
which  lays  out  the  investment  strate- 
gies and  asset  classes  needed  to 
achieve  long-term  goals.  Just  as  pen- 
sion funds  regularly  shift  assets  when 
they  fall  out  of  line  with  targets,  indi- 
viduals should  periodically  rebalance 
their  allocations,  especially  during 
extreme  markets. 
•  Tackle  the  Bear  With  a  Pro 
An  experienced  financial  advisor  can 
offer  not  just  good  advice,  but  emo- 
tional support  and  the  courage  to  stick 
to  an  investment  plan  in  a  down  market. 
To  find  an  advisor,  ask  for  referrals  from 
family,  friends  or  business  associates 
with  similar  financial  needs. 

A  New  Need  for  Advice 

It  is  not  surprising  that  this  sudden 
sense  of  insecurity  over  their  personal 
finances  has  led  many  wealthy  investors 
to  actively  seek  professional  financial 
advice.  Amid  the  exuberance  of  the  long- 
running  bull  market,  high-net-worth  indi- 
viduals grew  confident  in  their  knowl- 
edge about  general  financial  issues, 
including  investments,  savings,  credit, 
etc.  Shrinking  portfolios  have  since 
eroded  that  confidence.  The  Phoenix 


For  more  informe 
for  online  copies  of 


call  1-800-243-4361,  orvisitwww.Phoenixlnvestments.com 
Market  Companion  and  Investing  in  Uncertain  Times. 


survey  found  that  only  55%  feel  el 
very  or  fairly  knowledgeable  about 
market  activity  —  a  drop  from  64 
2000.  Only  45%  are  now  making  rrn 
and  investment  decisions  without 
suiting  professionals  compared 
51  %  in  2001 .  In  addition,  27%  of  tlj 
who  do  not  currently  have  a  formal 
ten  plan  believe  they  would  benefit 
having  one. 

Clearly,    high-net-worth    indivic 
are  looking  for  more  support  from 
financial  advisors.  In  a  reflection  o 
times.  The  Phoenix  Companies  —  vi 
have   served  the  affluent  and  I 
net-worth  markets  for  more  than 
years  —  are  working  to  make 
clients  revisit  their  financial  goals,  re 
their  portfolio  and  develop  an  approp 
recovery  strategy  to  keep  them  on 
for  achieving  those  goals.  "We  us( 
market  intelligence  we  collect  from 
survey  to  tailor  products  and  ser\ 
that  support  our  advisors  and  distril 
partners  in  meeting  the  comple: 
changing  needs  of  their  wealthy  cli( 
says  Zultowski. 

By  keeping  a  cool  head  and  sti 
to  basic  investing  strategies,  yoi 
weather  the  bear  and  get  back  to  ac 
ing  your  long-term  financial  goals 
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Plastic  Man 

BOB  LANGER  is  an  architect  in  plastic  whose  remarkable  work 
may  one  day  let  you  grow  a  new  heart  or  replace  a  bone. 


BY  MONTE  BURKE 

obert  S.  Langer,  a  trim  54-year-old  man  with  a  crooked  smile,  main- 

K  tains  a  relatively  tidy  office.  Compared,  that  is,  with  the  clutter  of 
microscopes,  culture  dishes  and  bleary-eyed  postdoctorates  on  the 
third  floor  of  the  Whitaker  Health  Sciences  Building  at  the  Massachu- 
setts Institute  of  Technology.  His  science  was  behind  the  popular  Inter- 
net download  a  few  years  back  of  a  new  human  ear  grown  onto  the  back  of  a  mouse, 
a  photo  that  turned  the  collective  stomach  of  a  public  stiU  queasy  about  biotechnol- 
ogy. "The  publicity  wasn't  so  great,"  says  Langer,  thoughtfully  twisting  and  pulling  at 
a  stray  strand  of  hair.  "But  the  science  behind  it,  diat  was  fine." 

Langer,  the  Kenneth  J.  Germeshausen  Professor  of  Chemical  and  Biomedical  En- 
gineering at  MIT,  is  a  founder  of  the  budding  field  of  tissue  engineering— of  restor- 
ing, maintaining  and  improving  tissue  by  growing  it,  in  vitro,  on  a  biodegradable 
polymer  (plastic)  scaffold.  The  same  science  that  grew  an  ear  on  a  rodent's  dorsal 
could  one  day  save  the  6,200  people  in  the  U.S.  who  die  every  year  awaiting  transplants 
of  organs  like  the  liver,  heart  and  lung.  Or  the  2  million  Americans  who  need  bone 
and  cartilage  reconstruction  each  year.  It  could  allow  people  with  damaged  vocal 
chords,  like  lulie  .\ndrcwa,  to  sing — or  help  people  like  Christopher  Reeve  walk  again. 
The  concept  is  amazingly  simple:  A  polymer  scaffold  is  designed  in  die  shape  of, 
say,  an  individual's  liver.  Cells  are  harvested  fi-om  a  stem  or  donor,  or  ideally  the  host, 
and  placed  on  the  .scaffold.  There,  in  a  tighdy  controlled  environment,  diey  regener- 
ate and  create  a  new  natural  liver  The  organ  is  implanted,  blood  vessels  regenerate 
and  the  scafiblding  degrades  away  until  it  is  nonexistent.  The  procedure  has  worked 
in  rats,  but  it  must  undergo  some  twetiking  before  human  tiials  can  begin.  (The  pro- 
cedure has  received  approval  from  the  Food  &  Drug  Administration  for  human 
skin;  clinical  trials  for  cnilage  and  a  few  otiier  tissues  are  under  way)  "It's  plausible 
to  think  that  in  this  ceni  .rs\  Piir-,  uriuHnvs  in  the  human  body  will  be  able  to  be 


replaced  with  living  tissue  that's  virtu 
ally  identical  to  the  normal  healthy  tis 
sue,"  says  Langer. 

He  came  to  biomedicine  as  an  out- 
sider. Langer  was  trained  as  a  chemical 
engineer,  and  his  celebrated  work  has 
come  at  a  time  when  huge  strides  in 
medicine — like  the  bumped-up 
potency  of  drugs — have  coincided] 
with  advances  in  materials.  Working  a1 
this  crossroads  has  enabled  him  to 
make  huge  leaps  in  the  field  of  drug 
delivery  systems  and  to  design 
biodegradable  polymers  on  which 
human  tissue  can  grow.  But  if  he  had 
followed  the  whims  of  his  generation, 
Langer  might  not  have  entered  the  field 
of  medicine  at  all. 

Born  the  son  of  a  liquor  store 
owner  in  Albany,  N.Y.,  Langer  attended 
Cornell  University,  then  got  his  doctor 
ate  in  chemical  engineering  at  MIT  in 
1974.  Because  of  the  oil  crisis,  most  of 
his  peers  went  to  work  for  big  oil  com- 
panies. (Langer  himself  received  four 
offers  from  Exxon  alone.)  "But  I 
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thought  I  could  make  a  bigger 
impact  elsewhere,"  he  says. 

Judah  Folkman  of  Harvard  Med- 
ical School,  one  of  the  world's  leading 
cancer  researchers,  gave  him  that 
opportunity.  Folkman  came  up  with 
the  breakthrough  idea  of  trying  to 
choke  off  tumor  growth  by  blocking 
angiogenesis — the  development  of 
blood  vessels  that  a  tumor  needs  to 
grow  and  metastasize.  Langer,  he  says, 
"thinks  far  ahead  and  uses  good  science 
to  get  there." 


Langer  designed  a  dime-size 
plastic  wafer  inserted  into  the 
brain  during  tumor  removal.  The 
degradable  wafer  released  chemo  drugs 
directly  into  the  brain  without  affecting 
other  areas  of  the  body.  It  became  the 
first  new  brain  cancer  treatment  in  25 
years  when  the  FDA  approved  it  in 
1996.  (While  MIT  owns  the  patents  on 
his  inventions,  Langer  gets  a  piece  of 
the  royalties.) 

Like  many  creative  thinkers,  Langer 
sometimes  gets  ideas  from  way  outside 


When  he  stitched  a  piece  of  regenerated 
spinal  cord  onto  a  paraplegic  rat,  IT  WAS 
ABLE  TO  WALK,  albeit  with  a  slight  limp. 


At  the  time  Folkman  was  interested 
in  finding  a  plastic  that  would  allow 
proteins  to  be  released  at  a  slow  and 
precise  rate,  mimicking  the  action  of  a 
tumor.  Within  a  year  Langer  had 
invented  a  new  plastic  that  used  pro- 
teins to  burrow  holes  big  enough  to 
release  multiple  drugs  and  cancer- 
fighting  chemicals  into  the  body.  At  the 
age  of  27  he  had  filed  for  the  first  of  his 
eventual  300  patents  and  helped  spawn 
what  is  now  a  $20  billion-a-year  U.S. 
industry  that  includes  products  like 
nicotine  patches  and  coated  cardiovas- 
cular stents. 

Langer's  ideas  were  ahead  of  their 
time.  From  1977-78  he  submitted  nine 
separate  proposals  for  research  grants — 
including  work  on  the  controlled 
release  of  cancer  drugs  and  the  inhibi- 
tion of  angiogenesis — ^but  was  rejected 
by  the  National  Institutes  of  Healtli  and 
various  foundations.  "Peers  reviewed 
my  ideas  and  didn't  like  them  because 
they  weren't  in  the  textbooks,"  he  says. 
He  persisted  and  eventually  became  a 
full-time  asskiian:  professor  at  MIT. 

His  work  in  drug-releasing  poly- 
mers eventual!)  l-,  d  to  the  creation  of  a 
novel  way  '  '-?,  nii  cancer.  In  the 
past,  because  ;    ■        '   ri  htaiii  barrier 


in  the  skull,  dc 
overwhelm  paticiu 
cer-fighting  drugs  thai 
or  destroyed  the  livci 


irced  to 

"ih  can- 

iivaged 

•  '  '"I.  vs. 


Getting  a  big  lift:  liver  cells  growing  on 
degradable  polymer  scaffolding. 

his  areas  of  expertise.  In  the  early  1990s 
he  saw  a  PBS  program  on  the  micro- 
processor and  Intel  and  hit  upon 
another  notion:  Why  not  design  a 
microchip  for  drug  release?  The  result 
is  what  he  calls  a  "pharmacy  on  a  chip." 
The  thumbtack-size  silicon  chips  have 
hundreds  of  reservoirs  on  one  side  that 
hold  the  drug  (or  drugs);  the  other  side 
contains  the  circuitry  that  regulates 
release.  The  instructions  could  come 
from  the  outside — like  a  computer  that 
acts  as  a  garage-door  opener — letting 
the  drugs  out  of  the  reservoir.  Or  they 
could  be  preprogrammed,  with  the 
instructions  embedded  in,  say,  a 
patient's  wristwatch.  Eventually  there 
could  be  drugs  activated  by  the 
patient's  own  body,  with,  for  instance,  a 
chip  that  could  sense  when  a  diabetic 
has  high  levels  of  glucose  and  release 
the  required  dose  of  insulin. 


These  chips  are  now  in  animal  tri- 
als, and  Langer's  goal  is  to  begin  testini 
on  humans  in  two  years.  "It  couldJj 
usher  in  an  era  of  very  personalizec^j 
medicine  where,  based  on  the  smart 
dehvery  system,  one  pill  could  take  care 
of  many  different  things  for  an  individ 
ual,"  he  says.  This  year  Langer  w; 
awarded  the  Charles  Stark  Drapei 
Prize,  a  sort  of  Nobel  Prize  for  engi- 
neering, for  his  lifetime  of  work  in  dri 
delivery  systems. 

His  thoughts  these  days  are  traina 
on  organ  regeneration.  Langer  envi- 
sions a  time  in  the  future  when  tissui 
banks  are  full  of  hearts,  lungs,  liven 
and  pancreases,  all  grown  on  polymei 
scaffolds  from  stem,  donor  or  hosi 
cells.  When  a  patient  needs  a  donatio: 
the  organ  could  be  cut  to  form,  put  in 
FedEx  box  and  deUvered  to  the  hospi- 
tal. The  tissues  also  could  be  engi- 
neered for  cartilage,  ligaments,  blooi 
vessels,  intestines  or  spinal  cords. 

"Bob  is  the  top  of  the  top  in  tissue 
engineering,"  says  Bruce  Hamilton, 
director  of  bioengineering  and  envi- 
ronmental systems  at  the  National  Sci- 
ence Foundation.  "And  he's  also  one  of 
the  field's  principal  educators."  At  the 
MIT  lab  that's  named  after  Langer, 
where  60  graduate  students  and  post- 
doctorates  are  working  on  his  ideas, 
one  has  produced  heart  muscle  that,  in 
vitro,  actually  pulsed.  Another  has 
made  a  bio-rubber  to  enable  the  more 
elastic  tissues  of  the  body,  like  blood 
vessels,  to  be  grown.  A  third  group  of 
researchers  is  working  on  "smart  mate- 
rials" that  change  shape  according  to 
temperature  and  could  be  used  as 
sutures  that  tie  themselves  during  a, 
minimally  invasive  procedure. 

But  perhaps  most  amazing  is  hii 
work  involving  yet  another  rodent.  LasI 
year  Langer  and  his  group  snipped  a* 
piece  of  its  spine,  rendering  it  para- 
plegic. He  then  took  brain  stem  cells 
from  another  rat  and  grew  part  of  thr- 
spinal  cord  on  a  polymer  scaffold, 
When  he  stitched  the  piece  of  spinal 
cord  back  into  the  rat,  it  was  able  to 
walk,  albeit  with  a  sUght  limp.  He  has  a 
video  of  the  procedure.  But  don't  look 
for  it  on  the  Internet  anytime  soon.  F 
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when  you're  a  brand  leader,  there's  always  someone  waiting 
for  an  opportunity  to  bring  you  down. 

Today's  leading  business  brands  face  a  threat  many  never  see  coming — commoditization. 
It  con  shoot  down  a  lifetime's  worth  of  premium  value  in  a  heartbeat.  Fortunately,  we've  been 
helping  market  leaders  defend  the  premium  value  of  their  brands  for  more  than  20  years. 
To  find  out  how  we  can  defend  yours,  call  Rick  Segal  at  800-243-2648  or  visit  hsr.com. 
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While  the  West  debates  the  ethics  of  genetically  modified 
food,  FLORENCE  WAMBUGU  is  using  it  to  feed  her  country. 


nm 


BY  LYNN  J.  COOK 

ivil  war  in  Angola  and  Sudan  and  drought  in  Eritrea  mean  that  the  continent  is  on 
.'f  '  the  brink  of  another  mass  famine  like  the  one  that  swept  Ethiopia  in  the  early 

:  1980s.  Florence  Wambugu  knows  the  kind  of  hunger  that  swells  the  stomach  and 

dulls  the  eyes.  She  grew  up  with  it.  Now  she  has  the  makings  of  a  cure.  Wambugu 
was  born  in  1953,  just  a  few  miles  away  from  Treetops,  Kenya's  famed  game 
reserve.  (That  was  the  same  place  where,  a  year  earlier,  England's  Elizabeth  II  was  on  hoHday 
when  her  father,  King  George  VI,  died  during  the  night  and  she  awoke  as  queen.)  But  proxim- 
ity to  the  posh  highlands  resort  and  the  titled  travelers  who  lodged  there  didn't  spare  Wambugu 
and  her  nine  brothers  and  sisters  from  going  a  day  or  two  at  a  time  without  eating.  When 
Kenya's  colonial  government  crumbled  in  1963  Wambugu's  father  was  rounded  up — like  so 
many  young  men — and  trucked  off  to  work  on  a  white  settler's  farm.  That  left  her  mother  and 
ten  kids  to  scratch  a  life  from  the  land.  They  stayed  alive  on  sweet  potatoes,  a  rich  source  of 
calories,  vitamin  A  and  beta  carotene. 

"The  sweet  potato  is  a  woman's  crop,  a  security  crop,"  Wambugu  says.  "If  we  didn't  have 
sweet  potatoes,  we  had  nothing."  But  pests  love  it  as  much  as  people  need  it.  Growing  under- 
ground, it  is  prone  to  infestation  by  the  feathery  mottle  virus  and  worms.  Africa's  year-round 
tropical  temperatures  offer  no  winter  to  freeze  off  disease  cycles,  so  each  year  nearly  half  the 
sweet  potato  crop  fails.  In  Afi-ica  the  sweet  potato  harvest  averages  two  and  a  half  tons  an  acre; 
the  global  average  is  more  than  twice  that.  Afi-ican  yields  rank  dead  last  in  every  major  crop 
harvested,  from  corn  to  cotton. 

Today  the  dismal  yields  are  improving,  thanks  to  Wambugu's  decade-long  effort  to  genet- 
ically modify  crops  to  withstand  pests.  Into  the  sweet  potato  she  has  spliced  in  a  gene  from  the 
pyrethrum,  a  white  flower  whose  ingredients  are  fatal  to  insects  and  the  feathery  mottle  virus. 
This  shuffling  of  genes  is  a  hit-and-miss,  years-long  affair.  First  Wambugu  isolates  the  gene 
thill    '!■)  .  for  tlic-  production  of  insecticidal  pyrethrins  in  the  pyrethrum  flower  and  extracts 
it;  if  thousands  of  copies  are  made  and  mixed  together  with  tungsten  balls  just 
'  !ci.  Thousands  of  genes  stick  to  each  ball,  and  the  combination  is  loaded 
lich  consists  of  two  small  stainless  steel  chambers  and  a  vacuum  pump. 
■   1 II  •  the  gun  shoots  the  microscopic  gene-bearing  balls  into  sweet  potato 
; .  ugrate  otf  the  tungsten  and  into  the  nuclei  of  the  leaves'  cells,  and  are 


them 
one  III 
into  a  V,c 
Using  ci) 
leaves.  Soi 
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absorbed  into  the  collection  of 
DNA  that  defines  the  plant. 

It  was  a  breakthrough  25  years  in 
the  making.  From  the  time  Wambugu 
entered  the  University  of  Nairobi's 
plant  pathology  program  as  an 
undergraduate  in  1975  until  she 
earned  her  Ph.D.  in  plant  virology 
from  the  University  of  Bath,  U.K.  in 
1991,  she  tried  various  conventional 
hybridization  techniques  to  outbreed 
the  viruses  that  wipe  out  the  other- 
wise drought-resistant  and  energy- 
rich  tuber.  Nothing  worked — nor  did 
her  experiments  over  a  decade-plus 
at  the  Kenya  Agricultural  Research 
Institute.  Then,  in  1992,  the  U.S. 
Department  of  Agriculture  offered 
her  a  grant  to  study  transgenetics  in 
St.  Louis  in  collaboration  with  Wash- 
ington University  and  Monsanto,  the 
agrochemical  giant.  For  three  years 
Wambugu  labored  in  Monsanto's 


The  evils  of  weevils:  Wambugu's  transgenic 
work  could  help  promote  a  bumper  crop  of 
healthy— over  virus-infected— tubers. 

labs,  trying  to  splice  genes  for  viral 
resistance  into  the  sweet  potato.  It 
took  another  two  years  to  test  the 
transgenic  tubers  in  greenhouses  and 
yet  another  two  years  to  obtain  the 
necessary  permits  from  Kenya  to 
plant  the  crops  for  field  testing.  Now 
halfway  through  field  trials,  the 
results  are  astonishing. 

The  sweet  potato  is  sub-Saharan 
Africa's  first  genetically  modified  crop, 
and  its  yields  so  for  are  double  that  of 
the  regular  plant.  Potatoes  arc  bigger 
and  richer  in  color,  indicating  they've 
retained  more  riutritional  value.  On  a 
continent  whert  papulation  gro/th 
outstrips  food  supply  growth  by  1'  >  a 
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year,  Wambugu's  modified  sweet 
potato  offers  tangible  hope. 
According  to  the  World  Bank,  biotech 
crops  could  increase  food  production 
in  the  developing  world  by  25%. 

Wambugu  overcame  long  odds  . 
even  to  get  the  education  she  needed 
for  this  venture.  When  she  was  13,  with 
food  scarce  and  every  child's  hands 
needed  to  work  the  family  plot,  her 
mother  sold  the  family  cow  to  pay  for 
Wambugu's  boarding  school  10  miles 
away.  Her  mother  needed  a  dispensa- 
tion from  the  village  council  to  sell  the 
animal;  most  thought  she  was  crazy  for 
educating  a  daughter  when  it  would 
be  easier  to  marry  her  off. 


crops  are  experimental  but  insists  tl  c 
potential  good  far  outweighs  tlic 
risks.  It's  like  penicillin,  she  says 
Seme  people  are  allergic  to  it,  but  the 
medicine  has  cured  far  more  people 
than  it  has  hurt.  "This  is  not  a  ques- 
tion of  export  to  Europe  or  America," 
she  says.  "If  they  don't  want  it,  they 
don't  have  to  have  it.  We  have  locai 
demand.  We're  dying,  so  can  we  eat 
first?"  Her  former  boss,  Cyrus 
Ndiritu,  former  director  of  the  Ken\  a 
Agriculture  Research  Institution 
agrees.  "I  would  like  to  make  some- 
thing very  clear.  It  is  not  multin.i 
tionals  that  have  a  stranglehold  oi 
Africa.  It  is  hunger,  poverty  an.: 
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When  she  was  13,  with  food  scarce,  HERi 
MOTHER  SOLD  THE  FAMILY  COW  to  pay 
for  Wambugu's  boarding  school  10  miles  away. 


Today  Wambugu,  who  lives  and 
works  in  Nairobi,  faces  a  different 
sort  of  obstacle.  Groups  from  Green- 
peace to  the  Union  of  Concerned 
Scientists  fret  that  Africa  is  being 
manipulated  by  multinational  cor- 
porations, in  effect  serving  as  one 
big — and  potentially  dangerous — 
genetic  experiment.  Some  Africans 
are  so  freaked  by  plant  technology 
that  Zambia's  government  would 
rather  have  its  citizens  starve  than 
accept  donated  food  that  includes 
genetically  modified  corn.  Con- 
cerned with  the  misunderstanding 
about  transgenic  corn,  Wambugu 
created  A  Harvest  Biotech  Founda- 
tion International  to  serve  as  a  pan- 
African  voice  on  the  issue. 

Wambugu   concedes   that   GM 


deprivation.  And  if  Africa  is  going  lo 
get  out  of  that,  it  has  got  to  embrace 
GM  technology." 

If  tissue-culture  technology,  a  pre- 
decessor to  genetically  modifyinj 
organisms,  is  any  indicator,  the  pav- 
off  for  Africa  could  be  huge. 
Wambugu  won  the  World  Bank 
award  for  global  development  in  20(10 
after  introducing  the  tissue-culture 
banana  to  Kenya.  In  this  process  a 
piece  of  tissue  is  cut  from  a  healtliv 
plant  and  grown  in  a  sterile  enviro 
ment  into  several  plantlets  that  root| 
in  pasteurized  soil  before  being  trans- 
ferred to  the  field.  It  turned  what  was 
once  a  subsistence  crop  into  a  major 
income  earner  for  women  farmers, 
more  than  doubling  average  banana 
harvests  to  20  tons  per  acre. 

Wambugu's  next  challenge  is  get-^ . 
ting  the  funding  to  help  ^^"7^11 
farmers  pay  for  the  modified  swee^^f 
potato  and  tissue-propagated  banana 
plants.  To  that  end  she  is  working 
with  government  researchers  to  loan 
out  $15,000,  with  a  repayment  rate 
of  96%,  but  has  no  great  benefactoj 
on  the  horizon. 

That  has  not  deterred  her  from  h 
next  project:  reforesting  acres  strippi 
by  those  in  search  of  firewood. 
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a  global  program  where  real  Agilent  scientists  <3n(J  engineo 
volunteer  their  time  to  demonstrate  how  much  fun  science 


really  can  be.  It's  a  balloon-powered  car.  An  actual  operating 
periscope  you  can  build  at  home  It's  how  a  light  bulb  turns  on 
It's  igniting  a  spark  in  tomorrow's  scientists  and  engi: 
And  it's  just  a  small  part  of  Agilent's  ongoing  efforts  to 
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CHARLES  LIEBER  wants  to  wire  up  the  future 
in  a  multitude  of  cheap,  tiny  devices. 


BY  ELIZABETH  CORCORAN 

harles  Lieber  wasn't  supposed  to  end  up  at  Harvard  University.  The 

,;r#  school  turned  him  down  for  a  teaching  job  15  years  ago,  and  he  still 

' '  recalls  the  two-line  rejection  letter  he  received.  But  the  young 

chemist,  who  never  liked  doing  things  the  way  everyone  else  did 

them,  finally  landed  the  job  four  years  later. 
These  days  Lieber,  43,  holds  a  chair  in  Harvard's  chemistry  department.  He 
and  his  team  of  24  graduate  students  are  the  world's  leaders  in  building 
"nanowires,"  whiskers  of  semiconductors  so  thin  you  could  bundle  20  million 
inside  a  strand  of  2-lb.-test  fishing  line.  There  is  might  in  such  minuteness.  Much 
as  the  transistor  was  the  fundamental  building  block  of  modern  electronics, 
nanowires  could  similarly  transform  the  way  we  live — starting  with  infinitesimally 
small  sensors  that  scan  the  environment  for  invisible  toxins  to  devices  that  moni- 
tor a  diabetic's  blood  or  check  a  cardiac  patient  for  arrhythmia.  They  may  also  be 
instrumental  in  the  next  generation  of  almost-invisible  computational  devices, 
ones  so  small  and  cheap  they  could  be  woven  into  your  clothes. 

This  should  be  sweet  for  a  guy  whose  fourth-grade  teacher  had  her  doubts 
about  him:  Charlie  will  either  achieve  something  of  consequence- — or  end  up  in 
jail,  she  told  his  parents.  But  he  is  still  seeking  a  greater  win.  As  recently  as  two  years 
ago,  Lieber  says,  "I  thought  building  a  nanocomputer  chip  was  sort  of  a  joke.  Like, 
yeah,  you're  gonna  build  a  16-kbit  memory.  You  get  money  from  DARPA  [the 
Defense  Advanced  Research  Projects  Agency].  Yeah — wink,  wink.  There  were  so 
many  gaps  in  the  process.  I  like  to  deal  in  realism." 

But  the  reality  has  become  startling.  After  decades  of  research,  nanotech  is 
primed  to  burst  into  real  products  in  the  next  two  yeai-s.  Broadly  speaking,  nan- 
otechnology  descriics  work  on  materials  whose  critical  dimensions  are  measured 
in  nanometers,  or  one-billionth  of  a  meter.  It  promises  to  bridge  the  world  of  mol- 
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ecules  with  the  "macro"  world  that  the 
rest  of  us  inhabit.  "As  a  synthetic 
chemist,  I  could  make  any  molecule 
you  want,"  says  Nathan  Lewis,  a  pro- 
fessor at  the  California  Institute  of 
Technology.  "But  I  don't  know  how  to 
connect  the  molecules." 

Lieber  and  others  are  trying  to 
turn  molecules  into  useful  systems. 
from  sensors  to  integrated  circuits. 
"Charles  Lieber  is  showing  at  the 
nanolevel  actual  transistors.  That's 
extremely  important,"  says  Philip 
Kuekes,  a  leader  in  quantum  science 
research  at  HP  Labs,  which  is  pioneer- 
ing a  competing  approach  to  building 
nanoscale  memory  chips. 

Lieber   is   uncomfortable   with 
praise,  restless  to  do  better.  "I'm  really 
searching  for  . . . " — he  pauses,  picking] 
his  words — "for  a  way  of  impactinj 
more  ...  more  than  a  narrow  com' 
munity  of  scientists." 

As  a  teenager  he  was  more  of  a 
kerer  than  a  talker,  winning  nationi 
competitions  for  building  and  racin] 
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Once  upon  a  time  not 
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all  the  stocks  of  the  S&P 
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Spider  (MDY),  an  exchange 
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model  planes.  When  he  entered 
Franklin  &  Marshall  College  in 
Lancaster,  Pa.,  his  parents  nudged  him 
toward  prcmed.  The  interviews  for 
med  school  were  uncomfortahle  for 
the  taciturn  Lieber.  But  chemistry  had 
been  fun.  On  a  lark,  he  applied  to 
graduate  school  at  Stanford  University. 
He  was  a  restless  student,  dropping 
one  area  of  chemistry  research  for 
another,  searching  for  a  question  that 
was  big,  important — and  untouched. 
(He  received  his  doctorate  in  chem- 
istry from  Stanford  in  1985.) 

When  he  joined  Columbia  Uni- 
versity in  1987  for  his  first  job  after 
postdoctoral  studies  at  Caltech,  he 
scrapped  his  past  research  on  how 
electrons  move  through  biological 
molecules.  He  wanted  to  be  among 
the  first  to  refine  the  techniques  for 
viewing  atoms  by  using  scanning 
tunneling  microscopes  (STMs).  Grant 
committees  were  dubious.  "They'd 
say,  'This  young  principal  investiga- 
tor doesn't  know  anything  about 
physics  or  STMs,'"  Lieber  recalls.  But 
in  the  next  four  years  he  had  the 
pleasure  of  proving  them  wrong — 
and  showing  how  an  STM  could  vir- 
tually excavate  the  structure  of  mate- 
rials such  as  semiconductors  and 
superconductors. 

When  physicists  electrified  science 
by  creating  high-temperature  super- 
conductors, Lieber  switched  his  focus 
again.  This  time  his  key  contributions 
included  helping  understand  how  to 
make  the  materials  better  conductors. 
Harvard  bit,  inviting  him  to  join  the 
faculty  in  1991. 

"You  know  the  great  scientists  by 
the  problems  they  pick  to  work  on," 
says  Caltech's  Lewis.  "Charlie  knows 
how  to  place  his  scientific  interest  in 
the  hot  place,  at  the  hot  time.  There's 
no  teaching  thaf.  You're  born  with  it." 

The  nanotech  buz?  grew  louder 
in  the  early  1990s  as  scientists  dis- 
covered "carbon  nanotubes,"  soda 
straws  of  carbon  just  one  or  two 
nanometers  wide.  Carbon  uanotuln 
have  alluring  properties,  sometime 
acting  like  semiconductors,  other 
times  like  conductors.  Scientists  gei 


both  types  when  they  make  a 
batch  of  carbon  nanotubes. 
Sorting  them  out  is  hard. 

Such  frustrations  nudged  Lieber 
toward  silicon,  the  mainstay  of  the 
computer-chip  business.  He  and  his 
group  realized  they  could  grow  silicon- 
wires — chains  of  silicon  crystals  2  to  20 
nanometers  in  diameter  and  typically 
10  microns  long — on  top  of  nanosize 
flakes  of  gold.  They  "harvest"  the  wires 


Bringing  order  to  tiie  infinitesimal: 
A  scanning  tunneling  microscope  lets 
scientists  peek  at  atoms;  a  micrograph 
of  silicon  nanowires  shows  they 
grow  haphazardly,  but  Lieber's  team 
can  harvest  and  arrange  them  into 
useful  patterns. 

by  putting  them  in  solution  and 
jostling  the  mixture  until  the  wires 
snap  off  their  gold  anchors.  Like  tiny 
logs,  the  wires  float  on  top  of  water. 
Researchers  then  force  them  into  neat 
parallel  formations  and  lift  the  patches 
of  wires  off  the  water  using  thin  tilms. 
In  early  2000  Lieber  and  another 
Harvard  chemist,  Hongkun  Park,  cre- 
ated exquisitely  sensitive  biodctectors 
by  pasting  molecules — an  antibody, 
say,  that  is  attracted  only  to  a  particu- 
lar protein — to  their  nanowires.  They 
hooked  up  with  longtime  venture  cap- 
italist Lawrence  Bock,  who  had  seeded 
14  biotech  companies,  and  formed  a 
firm  called  Nanosys.  "I  settled  on 


Lieber  as  the  nucleating  point  for  the 
company,"  says  Bock.  "He  had  been 
able  to  do  in  a  lab  with  24  graduate 
students  what  much  larger  groups  had 
been  doing  with  carbon  nanotubes." 

Nanosys,  launched  in  September 
200 1 ,  is  modest  in  size  if  not  ambition. 
Bock  is  chief  executive  of  a  team  of  30 
based  in  Palo  Alto  and  has  raised  $17 
million.  Park,  Lieber  and  several  other 
noted  nanotechies  comprise  the  scien- 
tific advisory  team  and  provide 
patents  and  consulting  sessions.  (The 
founders  hold  20%  of  the  company.) 
Bock  wants  Nanosys  to  build 
nanowire  enabled  modules — say,  for  a 
simple  biosensor — which  corporate 
partners  could  plug  into  more  com- 
plex products.  Think  "'Intel  inside,'" 
he  quips. 

"What's  risky  for  Nanosys  is  learn- 
ing how  to  make  just  the  nanowires 
they  want,"  says  Josh  Wolfe,  editor  of 
the  Forbes/Wolfe  Nanotech  Report. 
"Once  they  do,  we  know  what  silicon 
can  do.  We've  got  four  decades  of 
work  on  silicon  behind  us." 

Back  at  Harvard  Lieber  and  his 
team  have  more  nanowire  ideas  than 
they  have  time  to  explore.  They  have 
concocted  nanowires  of  many  semi- 
conductor compounds  and  as  long  as 
100  microns;  "tutti-frutti"  wires  that 
have  one  type  of  semiconductor  fol- 
lowed by  another  type;  and  others  that 
have  one  material  tucked  inside  shells 
of  different  materials.  (Such  wires, 
Lieber  suggests,  could  have  an  elec- 
tronic device  like  a  diode  already  built 
in.)  They  have  made  colored  light- 
emitting  diodes  from  nanowires  and 
are  putting  the  final  touches  on  elec- 
trically pumped  minilasers.  And  still 
out  there  waiting  to  be  created  is  that 
most  elusive  of  breakthroughs — a 
nanoscale  "universal  computer"  that 
can  do  any  kind  of  computation. 

"A  universal  computer  would  val- 
idate so  much  of  what's  been  said 
about  nanotech,"  Lieber  says,  slow- 
ing down  to  savor  the  prospect. 
"That,  to  me,  is  doable  in  five  years. 
And  that  would  make  me  feel — at 
least  at  that  moment — like  I've  done 
something."  F 
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LARRY  BURNS  wants  to  ease  General  Motors  out  of  the  business 
it  knows  best— selling  internal  combustion  engines. 


BY  JONATHAN  FAHEY 

he  stuffy  second-floor  hall  of  a  private  golf  club  in  Bloomfield  Hills, 
Mich,  is  hardly  a  venue  for  provocative  ideas.  But  that's  where  Larry  D. 
Burns,  the  51 -year-old  vice  president  for  planning  and  R&D  for  Gen- 
eral Motors,  recendy  briefed  50  retired  GM  executives  on  future  prod- 
ucts. They  loved  hearing  about  the  tank-size  sport  utility  vehicles  for 
Cadillac  and  Hummer,  and  the  V-8  sports  car  for  Cadillac.  Then  he  mentioned  cars 
powered  by  hydrogen  fuel  ceOs  that  emit  only  water.  "We  started  with  a  simple  ques- 
tion," he  told  them.  "If  we  were  inventing  the  automobile  today,  what  would  we 
come  up  with?" 

Everyone  had  heard  a  similar  spiel  before.  They'd  lived  through  more  than  one 
"revolutionary"  power  train — Wankel  engines,  gas-turbine  engines,  batteries.  But 
it's  the  big  gasoline  engines  that  fund  their  pensions  and  golf  memberships. 

This  is  Burns'  dilemma.  Beyond  the  technical  hurdles  that  must  be  cleared 
before  fuel  cells  can  be  commercialized,  can  he  force  change  on  the  biggest  company 
in  the  world's  biggest,  stodgiest  industry?  For  94  years  GM  has  built  internal  com- 
bustion engines;  the  fates  of  GM's  350,000  worldwide  employees  and  460,000  retirees 
in  the  U.S.  are  still  largely  welded  to  that  engine.  Burns  thinks  he  can  do  better:  Using 
hydrogen  fuel  cells,  he  wants  to  take  automobiles  out  of  the  environmental  debate; 
make  cars  that  are  safer,  more  fun  and  more  stylish;  and  restore  serious  profitability 
to  a  company  that  is  operating  on  the  thinnest  of  margins.  "I  know  fuel  cells  are  a 
disruptive  technology,"  Burns  says.  "But  we  have  to  attack  ourselves." 

Burns  also  knows  something  about  the  harsh  necessities  of  adapting  to  change. 
Nine  years  ago  he  woke  up  in  the  middle  of  the  night,  nauseated,  dizzy — and  com- 
pletely deaf  For  a  year  he  relied  on  a  stenographer.  "I  was  exhausted  by  the  end  of 
the  day  just  trying  to  communicate,"  he  recalls.  A  cochlear  implant  allows  him  to 
hear  most  speakers.  Doctors  are  still  unsure  of  the  cause  of  his  hearing  loss. 

Every  day,  on  some  level,  he  is  selling  mind-bending  change  to  the  organization 
and  the  industry  It  helps  to  have  a  little  self-effacing  humor.  He  solemnly  tells  peo- 
ple of  the  weeks  after  losing  his  hearing,  how  his  wife,  while  coping  with  a  crabby 
spou.se,  searched  the  country  fc  r  doctors  and  kept  a  journal  of  her  efforts  for  him  to 
read  after  work.  One  night,  he  recounts  drvK,  he  scanned  the  diary  to  read  that  his 
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wife  had  called  Dr.  Jack  Kevorkian. 

GM  Chief  Richard  Wagoner,  fol 
one,  has  heard  Burns'  jokes  once  too 
often.  "Sick,  we  call  them,"  he  says.  But 
he  goes  on  to  say  that  Burns  is  the  per- 
fect guy  for  pushing  radical  technol- 
ogy— and  has  given  him  uncommon 
institutional  support,  by  promotuig 
him  to  vice  president  and  putting  1 
on  GM's  most  senior  managemei 
team  in  1998,  about  the  time  fuel  celj 
were  starting  to  show  promise. 

Promise?  Fuel  cells  have  bee 
around  since  at  least  1839,  when 
English  scientist  William  Robert  Grov 
buOt  one  out  of  platinum  and  zinc. ' 
Apollo  space  program  relied  on  hydro 
gen  fuel  cells,  which  work  by  stripping  J 
electrons  from  hydrogen  atoms.  Those  j 
electrons  turn  electric  motors  and 
power  the  headlights,  radio  and  heater. 
When  they  are  done  working,  the  par- 
ticles reunite  with  the  hydrogen  ioii-s 
and  with  oxygen  in  the  air  to  emit 
water.  If  only  some  way  can  be  found 
to  transport  and  store  hydrogen,  th| 
fuel  cell  has  two  powerful  things  goir 
for  it:  It  doesn't  pollute  and  it  convei! 
55%  of  the  chemical  energy  in  the  fiie 
into  useful  work.  A  gas  engine's  ef 
ciency  is  only  30%. 
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Several  companies  have 
drivable  fuel  cell  cars,  but  mass 
production  is  far  off.  Toyota  last 
month  announced  it  would  lease  two 
fuel  cell  vehicles,  but  at  the  daunting 
price  of  $  1 0,000  per  month,  per  vehi- 
cle. In  order  to  get  to  commercially 
viable  fuel  cells,  the  cost  per  kilowatt 
of  power  must  come  down  by  a  factor 
often,  to  about  $50,  Burns  estimates. 
(lOOhp  is  75  kilowatts.)  Still  to  be 
determined:  how  to  safely  and  eco- 
nomically store  hydrogen  on  board. 
Also,  no  one  has  figured  out  a  new 
system  of  hydrogen  gas  stations. 

What  makes  Burns'  pursuit  differ- 
ent from  those  at  other  companies?  His 
approach  is  to  rethink  the  whole  auto- 
mobile around  the  fuel  cell.  In  work 
that  began  in  June  2000,  Burns  brought 
together  two  groups  that  almost  never 
associate  with  each  other:  advanced 
technology  and  design. 


skiing  and  getting  a  Ph.D.  in 

civil  engineering. 
He  came  back  to  Motown  in  1978, 
joined  GM  and  established  a  reputa- 
tion for  unconventional  ideas.  There 
was  an  outbreak  of  hepatitis  in  Michi- 
gan schools  while  Burns  was  working 
on  ways  to  reduce  warranty  costs;  the 
Centers  for  Disease  Control  quickly 
discovered  the  cause — strawberries. 
Impressed,  Burns  created  an  early- 
detection  system  for  problem  parts 
based  on  the  CDC  model.  It  uses  "sen- 
tinel" dealers  to  alert  GM  to  problems 
outside  of  established  norms — like  an 
abnormal  disease. 

Burns'  fuel  cell  group  lets  his  peo- 
ple break  free.  Designers  don't  have  to 
sculpt  around  bulky  engines  and  steer- 
ing columns;  once  the  power  plant  is 
electric,  the  mechanical  linkages  that 
clutter  today's  cars  can  be  replaced  with 
electrical  and  electronic  ones,  similar  to 


Hy-Wire  Act 


GM's  emissionless,  hydrogen-powered  car  of  the  future. 


Driver  accelerates, 
steers  and  brakes 
with  hands-only 
electronic  controls. 


200  fuel  cells 

produce  94  kilowatts 
of  electricity  and 
pure  water. 


Three  compressed 
hydrogen  tanks 
store  Hy-wire's 
fuel  at  5,000psi. 


Electric  motors 
use  the  fuel  cell 
electricity  to  hit 
lOOmph. 


Just  an  old  trick  for  a  33-year  GM 
veteran.  A  native  of  tiny  Waterford, 
Mich.,  it  dawned  on  a  13-year-old 
Burns  that  the  way  to  escape  the 
drudgery  of  his  father's  diner  was  to 
get  an  education.  After  an  engineering 
degree  from  Gen-Ma!  Motors  Institute, 
Burns  spread  his  wings  in  the  mid- 
1970s  and  set  out  hr  B.-;rkeley,  Calif, 
in  a  customized  van  biKkp.icking, 


the  controls  on  an  airplane.  What  has 
emerged — vehicles  called  Autonomy 
and  Hy-wire — are  not  simply  new 
engines  inside  the  same  old  car. 

Engineers  put  the  vehicle's  guts 
in  an  Il-inch-thick  platform  that 
contains  the  fuel  cells,  electric 
motors,  brakes,  suspension  and 
hydrogen  storage.  Designers  then 
came  up  with  a  spacious,  wide-open 


V: 


cabin  that  looks  out  through  a 
giant  floor-to-roof  windshield  (see 
illustration). 

The  chassis,  which  GM  calls  the' 
"skateboard,"  is  supposed  to  last  fori 
decades,  and  it  can  put  on  different' 
bodies  like  they  were  clothes.  You 
might  have  a  minivan  body  for  Satur- 
day afternoon  and  a  sports  car  bodv 
for  Saturday  night.  The  idea  is  to  be 
able  to  download  different  driving 
characteristics  into  the  software  that 
runs  the  motors  and  the  suspensions, 
making  the  ride  edgy  and  quick,  or 
boatlike  and  soft.  When  a  car  is  sitting 
in  the  garage,  its  fuel  cells  could  sup- 
ply the  power  needed  to  run  a 
house — maybe  even  sell  electricity 
back  to  the  grid. 

Some  people  are  extremely  doubt- 
ful of  Burns'  futuristic  concept.  "GM 
keeps  telling  Americans  to  wait — and 
wait  and  wait,"  says  the  Sierra  Club's 
Daniel  Becker.  "No  one  shotxld  believe 
them  anymore.  It's  the  auto  company 
that  cried  wolf."  Worse  for  Burns,  one 
of  his  two  bosses.  Vice  Chairman 
Robert  A.  Lutz,  makes  no  secret  of  his 
contempt  for  fliel  cells. 

Burns'  response:  money.  As  the 
guy  in  charge  of  planning  for  Genera! 
Motors,  Burns  is  forced  to  make  the 
business  case  for  fuel  cells.  If  they  play 
out  the  way  he  intends,  they  could 
help  GM  slash  manufacturing  costs. 
"This  is  a  real  business  opportunity,' 
Burns  says.  "A  $180  billion  company 
can't  grow  by  getting  a  bit  of  market 
share  here  and  there." 

Six  mornings  a  week,  no  matter 
what  the  season  or  which  country  he 
is  in.  Burns  unhooks  his  cochlear 
implant,  leaving  him  deaf,  and  goc^ 
for  a  three-  or  four-mile  rim.  "It's  like 
meditation,"  he  says.  "It  recharges 
me."  Perhaps  that's  how  he  contains 
and  siphons  off  the  combustible  mix 
of  conflicting  challenges  he  faces  every 
day.  "He  sees  we  have  a  responsibility 
and  opportunity  to  affect  the  way  bil- 
lions of  people  live  their  lives,"  savs 
Jamie  C.  Hsu,  who  oversees  global 
technology  management  at  GM.  "tt 
puts  that  burden  on  himself,  and  thai 
drives  him."  F 
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Science 


STEVE  QUAKE  wants  to  speed  up  drug  discovery 


by  setting  off  a  million  reactions  at  once— all  in 
a  one-inch-square  slab  of  rubber. 


BY  ROBERT  LANGRETH 

overnment  and  industry  researchers  made  history  two  years  ago 
Jjr  »    when  they  unraveled  the  human  genetic  blueprint  with  the  help  of 

H  B^—.  hundreds  of  DNA  sequencers,  $300,000  machines  that  are  the  size  of 

^^         ^m  dishwashers.  Stephen  R.  Quake  hopes  to  usher  in  the  next  revolu- 
^^itawrfi^  tion  in  biology  by  shrinking  the  size  of  equipment  and  planting  sev- 
eral labs  worth  of  it  onto  rubber  chunks  no  bigger  than  a  postage  stamp.  Each  one 
will  cost  just  a  few  hundred  dollars. 

The  California  Institute  of  Technology  biophysicist  is  just  33  years  old,  but  he 
already  has  etched  his  place  in  the  emerging  field  of  microfluidics,  otherwise  known 
as  "lab  on  a  chip."  Starting  with  little  hunks  of  clear  rubber  onto  which  thousands  of 
microscopic  valves,  channels  and  reaction  chambers  no  thicker  than  a  strand  of  hair 
are  molded,  he  is  designing  a  new  generation  of  gadgets  that  integrate  bulky  lab 
equipment  into  affordable  devices  that  take  up  a  small  corner  of  a  desk  or  fit  into 
your  hand.  The  goal  is  to  turbocharge  the  pace  of  medical  discovery  by  allowing 
thousands — even  iniDions — of  experiments  to  be  performed  simultaneously  inside 
a  chip.  In  the  same  way  that  spreadsheets  can  instantaneously  perform  complex  sales 
projections,  biomedical  researchers  in  the  future  will  pimip  in  die  proteins  and  other 
chemicals  they  want  to  test  into  a  microchip,  and  die  result  will  be  quickly  spit  out 
on  a  computer  display  "We  want  to  revolutionize  biology  in  the  same  way  that  the 
integrated  circuit  revolutionived  information  science,"  Quake  says. 

His  most  recent  creati(^ii  was  the  cover  girl  of  the  Oct.  18  issue  of  Science.  Just 
one  square  inch,  the  chip  contains  2,056  microvalves  that  can  selectively  mix 
reagents  together  (in  this  case  to  test  for  the  activity  of  a  particular  enzyme  in  a  bac- 
terium) in  256  reaction  chambers,  each  one  holding  less  than  one-billionth  of  a  liter 
of  fluorescent  dye.  By  opening  and  shutting  the  vahcs,  researchers  can  route  reagents 
into  and  out  of  all  chambers  using  just  nine  input  hoses.  Quake  says  he  will  be  able 
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to  cram  100  times  more  features  in' 
the  same  space  in  the  next  few  years. 

Twenty  years  ft^oni  now,  the  impli' 
cations  will  be  seismic.  Every  doctoi 
may  sport  a  handheld  device  that  coni 
ducts  the  most  sophisticated  bloo 
tests  in  minutes,  instead  of  having  ti 
ship  samples  off  to  large  testing  lab( 
and  wait  days  for  the  results.  Oncolo- 
gists will  be  able  to  take  a  single  tumoi 
cell  from  a  cancer  patient  and  deter- 
mine within  minutes  or  hours  which 
aberrant  genes  are  responsible  for  the 
cancer's  growth,  allowing  them  to  cus- 
tomize therapy  to  the  patient's  particu- 
lar genetic  quirks,  rather  than  having  t( 
guess  which  drugs  might  work  best, 
Automated  drug-screening  equipmeni 
that  now  costs  millions  may  cost 
$1,000,  enabling  any  academic  to  pur-J 
sue  promising  drug  leads  instead  o 
just  well-heeled  biotech  firms. 

Quake's  technology  "could  alloT/ 
biologists  to  do  all  sorts  of  things  tha 
we  want  to  do  that  either  aren't  possi 
ble  or  are  too  time-consuming  ani 
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expensive  to  do  on  a  macro- 
scopic scale,"  says  W.  French 
Anderson,  a  gene  therapy  pioneer  at 
the  University  of  Southern  California. 
He  is  working  with  Quake  to  create  a 
thumb-size  chip  that  can  automatically 
catalog  the  genes  and  proteins  inside  a 
single  stem  cell.  This  could  help  scien- 
tists identify  key  genes  for  growing 
heart  muscle  and  other  tissues,  leading 
to  new  treatments  for  heart  failure. 

Quake's  father,  an  early  software 
entrepreneur,  exposed  him  to  the 
power  of  computers  at  a  young  age.  By 
high  school  (in  the  mid-1980s)  Quake 
owned  four  computers  and  made  extra 
money  teaching  his  classmates 
programming.  He  zipped 
through  his  undergraduate 
years  at  Stanford  University, 
earning  both  a  B.S.  in  physics 
and  a  master's  in  math  in  four 
years.  Sensing  that  pure  physics 
was  stagnating  but  biology  was 
about  to  explode,  he  won  a 
scholarship  to  Oxford  Univer- 
sity to  study  biophysics,  com- 
pleting his  Ph.D.  on  the  physi- 
cal properties  of  DNA  in  three 
years.  In  1996,  at  age  26,  he 
joined  the  applied  physics  fac- 
ulty at  Caltech  in  Pasadena. 

His  interest  in  DNA  soon  led 
him  to  experiment  with  gad- 
gets for  manipulating  biomole- 
cules.  Researchers  have  been 
toying  with  ultrafast  miniatur- 
ized labs  for  a  decade,  shrinking  single- 
function  gear — such  as  machines  for 
sizing  DNA  strands — onto  chips,  but 
combining  multiple  fimctions  is  diffi- 
cult. A  big  hurdle:  Using  silicon  (which 
requires  a  clean  room)  is  expensive;  its 
rigidity  makes  it  hard  to  devise  micro- 
scopic valves  that  won't  leak. 

Quake  wanted  something  simpler. 
He  got  wind  of  Harvard  chemist 
George  Whitesides'  success  in  making 
tiny  fluid-handling  devices  with  the 
same  type  of  rubber  used  in  household 
caulk.  The  idea  hadn't  gained  much 
traction,  but  it  made  sense  to  Quake. 
Rubber  was  cheap  and  easy  to  work 
with;  its  flexibility  made  it  simple  to 
create  waterproof  seals.  Quake  figured 


what  worked  for  toilets  might 
suffice  on  a  microscopic  scale. 
He  and  his  group,  along  with  Cal- 
tech's  Axel  Scherer,  added  a  few  clever 
twists.  His  chips,  the  size  of  a  half-dol- 
lar or  smaller,  are  made  with  two  layers 
of  rubber,  relying  on  a  technique  simi- 
lar to  injection  molding  used  to  make 
toys.  The  bottom  layer  has  hundreds  or 
thousands  of  tiny  intersecting  liquid- 
handling  channels,  each  about  the 
width  of  a  human  hair  (100  microns). 
The  top  layer  contains  hundreds  of 
control  channels  through  which  pres- 
surized water  is  pumped.  Valves  are 
formed  where  the  control  channels 


Lab  on  a  chip:  a  gadget  to  pinpoint  disease-causing  proteins. 


cross  over  the  fluid  channels.  When 
pressurized  water  is  fed  over  such  an 
intersection,  the  pressure  pushes  down 
the  thin  layer  of  rubber,  separating  it 
from  the  fluid  below,  and  it  clamps 
shut  the  fluid  channel  below,  like  step- 
ping on  a  hose.  Quake's  lab  can  make 
the  chips  with  $30  botfles  of  rubber,  an 
ultraviolet  light  to  create  molds  and  a 
convection  oven  to  cure  the  rubber.  A 
grad  student  can  design  and  make  a 
new  chip  in  less  than  two  days. 

Now  that  the  basic  architecture  is 
down.  Quake's  20-person  lab,  along 
with  various  university  collaborators,  is 
rushing  to  explore  potential  real-world 
applications.  Among  them:  shrinking 
an  optical  microscope  and  spectrome- 


ter to  fit  on  a  handheld  device  tha^ 
could  detect  as  little  as  a  single  mole; 
cule  of  pollutant  in  water  (currently 
•such  devices  typically  cost  abot 
$10,000  and  are  the  size  of  a  lasd 
printer);  a  DNA-decoding  chip  tha 
could  run  100  times  faster  (and  cost  fal 
less)  than  today's  machines,  which 
search  for  the  key  genetic  variatior 
that  cause  major  diseases;  and  a  chi| 
the  size  of  a  postage  stamp  to  purif 
minute  quantities  of  DNA  for  fingec 
printing  and  other  tests.  Once  stan<^ 
alone  devices  are  feasible.  Quake  hope 
to  combine  them  into  a  single  chip. 
Some  of  those  ideas  will  be  comJ 
mercialized  by  privately  hell 
Fluidigm  Corp.,  in  South  Sa 
Francisco,  cofounded  in  199 
by  Quake,  who  sits  on  th| 
board  and  owns  a  7%  stake.| 
(Its  $55  million-plus  in  ven- 
ture backing  comes  from^ 
among  others,  Eli  Lilly's  Lill^ 
Bio  Ventures  investment  armj 
Fluidigm's  initial  project  is  i 
$600  chip  smaller  than  a  credit 
card;  it  crystallizes  disease- 
causing  proteins,  a  key  fust 
step   in  determining  their 
three-dimensional  structure 
to  reveal  vulnerabilities  that 
can  be  targeted  with  new 
drugs.  The  process  is  so  labor 
intensive  that  researchers  have 
sketched  the  structures  of  less 
than  2%  of  the  100,000  or  so 
human  proteins. 

Quake  must  outrace  rivals  doing 
similar  work  at  dozens  of  university 
labs,  as  well  as  such  firms  as  Caliper 
Technologies,  that  are  pursuing  differ- 
ent lab-on-a-chip  technologies.  Each  ofl 
these  upstarts  must  prove  itself  to  i 
suspicious  biology  establishment,  bud 
the  possibilities  are  prodigious.  Instead 
of  looking  at  a  single  gene  or  protein  in 
isolation,  researchers  may  one  dajj 
study  all  of  them  at  once  to  understand 
how  the  body  functions  and  hov 
things  go  wrong,  charting  for  the  firs^ 
time  the  intricate  biochemical  chaii 
reactions  that  lead  to  heart  disease,  ( 
betes  or  schizophrenia — and  gainir 
astonishing  insights  into  cures. 
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Here  are  three  figures  any  CFO  and  CEO  will  love. 
$200  million.  250,000  disability  days.  16%  fewer  claims. 
That's  what  our  safety  programs  saved  our  clients  last 
year.  Those  numbers  become  even  more  compelling 
when  you  consider  this  fact:  injuries  and  disabilities 
can  comprise  5%  or  more  of  a  company's  costs. 
This  is  where  Liberty  Mutual  can  truly  help.  Over  the 
years,  our  loss  prevention  specialists  have  developed 
a  wide  range  of  safety  programs,  each  designed 
to  not  only  help  businesses  become  safer,  but  more 
cost  efficient 

We  use  all  the  latest  technologies,  but  the  approach 
itself  goes  back  90  years  to  our  founding  philosophy: 
to  help  people  live  safer,  more  secure  lives.  As  it 
turns  out,  that  includes  giving  companies  a  sizeable 
financial  advantage.  Something  any  board  member 
can  appreciate. 


HAN  rNSURANCE.  irS  INSURANCE  i«  ACTION. 


To  learn  the  top  10  causes  of  workplace  injury  and  how  they  can  affect  your  bottom  line, 
visit  www.libertymutual.com/toplO.   Or  to  contact  a  representative,   call  1-800-4LIBERTY. 

1  iiitftty  Mutual  Group 
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A  New  Kind 


Peruvian  economist  HERNANDO  DE  SOTO  has 
radical  ideas  about  how  to  end  world  poverty. 


1 


BY  KERRY  A.  DOLAN 

very  year  Hernando  de  Soto  racks  up  enough  frequent-flier  miles  for  a 

trip  to  the  moon.  The  Peruvian  economist  has  been  on  the  road  this 

year  for  eight  months,  giving  speeches,  meeting  with  world  leaders — 

,  from  Russian  President  Vladimir  Putin  and  King  Bhumibol  Adulyadej 

..-^  of  Thailand  to  U.N.  Secretary-General  Kofi  Annan — and  walking  the 

slums  of  the  world. 

Since  the  publication  of  his  book  The  Mystery  of  Capital:  Why  Capitalism 
Triumphs  in  the  West  and  Fails  Everywhere  Else  in  the  fall  of  2000,  De  Soto,  61,  has 
achieved  a  degree  of  celebrity  that  cuts  across  the  political  spectrum.  His  support- 
ers include  former  Secretary  of  State  Madeleine  Albright  and  Reagan-era  Housing 
&  Urban  Development  Secretary  Jack  Kemp. 

Why  all  the  interest?  De  Soto  has  simply  and  lucidly  spelled  out  one  of  the  most 
bedeviling  problems  of  poverty  in  developing  countries — and  offered  an  elegant 
solution.  He  points  out  that  as  much  as  90%  of  the  population  in  such  nations  oper- 
ates extralegally,  that  is,  outside  the  formal  economy.  Lost  is  the  opportunity  for 
them  to  leverage  their  assets,  say,  by  getting  a  mortgage  on  a  home  or  a  loan  on  a 
business,  and  thus  expand  economic  activity.  Also  lost  are  tax  revenues  from  the 
extralegal  businesses.  Solution:  Restructure  the  legal  system  to  enable  proper, 
streamlined  titling  of  properties  and  businesses,  which  can  then  be  leveraged  and 
traded,  thereby  unlocking  the  value  of  the  working  poor's  assets.  De  Soto  estimates 
that  those  assets,  which  he  c;ills  "dead  capital,"  are  today  worth  $9.3  trillion. 

His  message  has  hit  home  with  many  leaders  in  the  Third  World  because  for 
them  the  challenge  of  dealing  with  generations  of  indigence  looms  so  large.  "In  a 
country  like  Egypt,  !0%  of  the  people  work  in  the  legal  sector,  and  in  Mexico, 
20%,"  De  Soto  explains;  by  phone  from  Thailand.  "How  do  I  get  the  other  80% 
into  the  system?"  More  than  two-thirds  of  the  world's  6. 1  billion  people  live  in 


either  developing  or  formerly  com-| 
munist  countries,  where  much  of  1 
economy  is  extralegal.  But  the  crisil| 
affects  the  industrial  world,  as  well.! 
Enabling  economic  growth  in  thej 
developing  world  would  create  a  newl 
set  of  markets.  "De  Soto's  ideas  about! 
how  to  empower  the  world's  poor  I 
represent  one  of  the  most  significant! 
economic  insights  of  our  time,"  says! 
Bill  Clinton,  another  fan,  via  e-mail. 

It  helps  that  De  Soto  is  not  on\j 
passionate  about  his  ideas  but  also  al 
good  storyteller  with  a  sense  of| 
humor.  On  the  podium  at  a  recent 
speech  sponsored  by  the  Fannie  Mad 
Foundation  in  Washington,  D.C.,  ha 
held  up  an  apple  by  way  of  illustra-l 
tion.  He  explained  that  he  had  bough^ 
the  piece  of  fruit,  but  couldn't  find 
anywhere  on  the  apple  any  informa^j 
tion  indicating  that  it  belonged  tfl 
him.  Undocumented  apple  owne| 
ship,  he  added,  is  like  property  owner^ 
ship  in  many  parts  of  the  world, 
is  absolutely  the  best  at  selling 
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Once  upon  a  time-, 

there  was  a  company  in  danger 
of  getting  left  behind.  Customers 

were  demanding  more  service.  Customization. 

More  value.  So  they  bought  a  Time  Machine.  Flick  a  switch, 


and  they  could  go  forward  in  time  -  and  understand  what  their  customers  were 
going  to  need  before  they  actually  needed  it.  With  another  button  they  could  go 
right  back  in  time  and  undo  integration  snafus.  They  could  catch  up.  They 
were  jazzed.  Just  one  problem:  the  Time  Machine  was  a  flop.  It  didn't  work. 

AND  THAT'S  WHEN  THEY  CALLED  IBM. 

With  deep  expertise  in  18  industries  and  resources  in  160  countries,  the  people  of 
IBM  Business  Consulting  Services  can  help  you  understand  how  and  where  your 
business  can  succeed  in  the  on  demand  world.  Learn  more  at  ibm.com/ondemand 


IBM.  IBM  Business  Consulting  Services,  the  e-business  logo  and  e-business  on  demand  are  either  trademarks  or  registered  trademarks  of 
Intarnational  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ici2002  IBM  Corp.  All  rights  reserved. 
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(@  business  on  demand 


Once  upon  a  time, 

there  was  a  mid-sized  company 
in  peril  of  losing  business.  They 

weren't  connected.  They  couldn't  share 

information  about  their  customers.  They  couldn't     ff 

communicate  inside  of  their  own  four  walls.  So  they  bought  a 

Universal  Business  Adapter  (UBA).  The  box  said  that  it  could  "connect  anything 
to  everything."  There  were  prongs  for  e-mail.  Payroll.  Servers.  It  could  make  the 
incompatible,  compatible.  There  was  only  one  problem  -  it  was  a  lemon.  It  didn't  work. 

AND  THAT'S  WHEN  THEY  CALLED  IBM. 


IBM  can  help  you  serve  up  information  across  your  entire  company.  On  demand. 
We  have  people  and  Business  Partners  to  help,  along  with  IBM  WebSphere®  software, 
the  world  s  #1  integiation  software.  Lose  the  adapter.  Head  to  ibm.com/ondemand 


IBM,  the  e-business  logo,  WebSpheip  and  e-business  on  demand  are  either  trademarl<s  or  registered  lrademarl<s  of  International  Business  Machines 
Corporation  m  the  United  States  andtor  other  countries.  ©2002  IBM  Corp.  All  rights  reserved. 
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idea,"  says  Peter  Schaefer,  an  old 
friend  and  a  Washington-based 
senior  fellow  at  De  Soto's  think  tank, 
the  Institute  for  Liberty  &  Democracy, 
known  as  the  ILD.  "He  gets  these 
standing  ovations  from  gray-haired 
doyennes  in  New  York  City  as  well  as 
young  computer  whizzes." 

The  son  of  a  diplomat  and  a 
housewife,  De  Soto  was  born  in  Are- 
quipa,  Peru.  In  1948,  when  he  was  7, 
political  problems — a  coup  d'etat — 
sent  the  family  fleeing  to  Switzerland. 
He  returned  to  Lima  for  college  but 
got  graduate  degrees  in  economics  and 
politics  in  Switzerland.  Each  time  he 
came  back  to  Peru  he  was  struck  by 
the  contrast  between  the 
poverty  in  his  homeland 
and  the  entrepreneurial 
spirit  of  its  people. 

In  Lima  he  found 
that  nearly  half  the  work 
force  operated  outside 
the  legal  system.  Most 
often  it  was  tied  to  eco- 
nomic necessity.  To  get 
the  legal  paperwork  to 
establish  a  shop  with  one 
sewing  machine  in  the 
capital  took  289  days  and 
cost  $1,230—31  times 
the  monthly  minimum 
wage  back  in  1983.  To 
investigate  the  problem 
further  and,  perhaps,  find 
a  remedy,  De  Soto 
founded  the  ILD,  eventu- 
ally getting  funding  from 
the  U.S.  Agency  for  Inter- 
national Development. 

In  1987  he  published  his  findings 
in  The  Other  Path:  The  Invisible  Revo- 
lution in  the  Third  World.  The  title  was 
a  deliberate  tilt  at  the  Shining  Path,  a 
Marxist  terrorist  group  then  active  in 
Peru.  In  the  book  he  argued  that  poor 
countries  stayed  poor  not  because  of 
capitalism,  but  for  lack  of  properly 
developed  capitalism.  It  became  a 
bestseller  in  Latin  America  and  was 
translated  into  ten  languages. 

At  the  same  time  De  Soto  was 
transforming  his  theory  into  action. 
With  the  support  of  then-presidei't 


Alan  Garcia  and  his  successor, 
Alberto  Fujimori,  the  ILD  cre- 
ated a  plan  for  Peru's  poor  to  get  title 
to  land  and  businesses  more  quickly 
and  efficiently.  Lima  residents  could 
deal  with  just  one  government- 
agency  to  obtain  a  title,  instead  of  up 
to  14,  lowering  the  cost  of  register- 
ing a  business  to  $174.  From  1990  to 
1995,  300,000  titles  were  registered 
in  urban  Lima.  The  value  of  that  land 
typically  doubled  by  1998. 

In  the  early  1990s  De  Soto  got  a 
call  from  El  Salvador's  president, 
Alfredo  (Freddy)  Cristiani.  Could  he 
replicate  his  work  in  the  war-ravaged 
Central  American  nation?  De  Soto 


Other  leaders  from  the  Third 
World  called  as  well.  After  an  ideblog- 
ical  split  with  Fujimori  in  1993  Di 
Soto  became  more  open  to  exportinj 
his  "poor  people's  capitalism"  pro 
gram.  Since  1997  he's  been  brought  in 
by  the  governments  of  Haiti,  Egypt, 
Mexico  and  the  Philippines.  More 
recentiy  he's  started  projects  in  Hon- 
duras and  Ghana,  where  he  was  joined 
by  former  President  Clinton. 

De  Soto  has  his  critics.  Among 

them  is  Jagdish  Bhagwati,  a  Colum 

bia  University  economics  professo: 

who  wrote  in  the  political  journal  the' 

New  Leader  that  property  titling  aloni 

won't  bring  prosperity  to  places  o: 


II 


De  Soto's  critics  argue  that  property  titling 
by  itself  WON'T  BRING  PROSPERITY  to 
places  trapped  by  chronic  poverty. 


and  his  ILD  colleagues  trained  Sal- 
vadorans  to  set  up  a  system  of  titling. 
By  next  year  close  to  1  million  proper- 
ties will  have  been  titled.  "At  five  peo- 
ple per  property,  that's  nearly  the 
whole  country,"  De  Soto  says  proudly. 
And  the  El  Salvadoran  property  reg- 
istry is  recording  $800  million  in  new 
mortgages  a  year. 


chronic  poverty;  there  are  many  othe 
factors  to  consider.  De  Soto  agrees,  td 
a  point.  "Education,  elimination  o\ 
corruption,  financial  reforms — ali 
those   things  are  already  on  the 
agenda.  But  the  argument  I'm  talking 
about  isn't,"  he  says.  "I  believe  tha^ 
what  we're  doing  is  indispensable.  But  1 
I  don't  think  it's  the  only  thing."     F  j 
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Every  new  challenge  requires  a  new  a 
International  Paper  not  only  creates  a  wide  range  of  products, 
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A  Dirty 

Riismess 


CHAITAN  KHOSLA  is  leading  a  back-to-earth  movement- 
using  soil  bacteria  to  manufacture  lifesaving  drugs. 


BY  ROBERT  LANGRETH 

ew  people  enjoy  getting  their  hands  dirty  more  than  Chaitan  Khosla.  Among  the  leaves  and  sticks 
and  stones,  the  Stanford  University  chemical  engineer  is  pioneering  a  radical  method  for  pro- 
ducing new  medicines  to  treat  infections,  cancer  and  other  scourges — with  the  help  of  tiny,  genet- 
ically modified  soil  bacteria.  Some  lab.  Yet  in  the  past  half-century  microbe  and  plant  samples 
from  exotic  locales  around  the  world  have  been  one  of  the  richest  sources  of  new  drugs.  Soil  bac- 
teria and  fungi  are  particularly  proficient  at  producing  natural  chemical  weapons,  apparently  as  part  of  a 
subterranean  arms  race  to  spew  out  toxic  chemicals  to  kill  rival  species.  They  already  have  contributed  to  the 
development  of  the  antibiotics  erythromycin  and  tetracycline,  the  cancer  chemotherapy  drug  doxorubicin, 
Wyeth's  transplant  drug  Rapamune,  and  Merck's  cholesterol-lowering  medicine,  Mevacor. 

Khosla  is  pushing  nature's  ingenuity  one  step  further.  By  selectively  altering  key  enzymes  in  bacteria's 
chemical  weapons  factories,  he  hopes  to  redesign  microbes  so  they  are  more  likely  to  produce  compounds 
that  can  fight  human  disease.  "The  goal  is  to  speed  up  evolution  to  make  drugs  cheaper,  better  and  faster," 
says  Khosla. 

In  the  highly  specialized  world  of  scientific  research,  Khosla  is  a  rare  jack-of-all-trades,  fluent  in  chem- 
istry, genetics,  engineering  and  microbiology.  "He's  brilliant,"  says  Memorial  Sloan -Kettering  Cancer  Center 
chemist  Samuel  Danishefsky,  who  is  collaborating  with  Khosla  on  a  cancer  drug.  "A  lot  of  researchers  are 
technocrats,  but  he's  a  big-picture  guy.  He  has  a  wonderful  sense  of  how  to  integrate  chemistry  and  biology 
to  bring  products  out  into  the  world." 

To  commercialize  his  ideas,  Khosla  founded  Kosan  Biosciences  in  Hayward,  Calif,  with  Daniel  Santi,  a 
former  biochemist  ft-om  the  University  of  California,  San  Francisco.  Over  the  next  decade  they  hope  to  turn 
out  novel  types  of  antibiotics  to  outsmart  microbes  that  are  resistant  to  existing  medicines.  (Only  one  totally 
new  c'  s  of  antibiotic  has  been  introduced  in  nearly  40  years.)  Kosan's  first  such  drug,  a  more  powerful  ver- 
sion ol  ythromycin,  could  begin  human  trials  with  partner  Johnson  &  Johnson  within  a  couple  years. 
Another  ■  .  ,iims  to  use  bacteria  to  produce  superpowerful  chemotherapy  agents  to  shrink  tumors  that 

have  develoj         ■  istance  to  existing  drugs  such  as  Bristol-Myers  Squibb's  Taxol. 

Distant  e\\.'i  'U ,  perhaps,  but  not  as  tar  as  Kiiosla,  38,  has  already  come.  He  was  raised  in  a  suburb  of  Bom- 
bay and  studied  chemir:!'.  (ngineering  at  the  Ir,  lian  Institute  of  Technology.  But  at  the  time,  in  the  early 
1980s,  Khosla  feared  thai  lit:  would  end  up  fern  .nting  beer,  making  animal  feed,  or  refining  petroleum.  At 
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the  college  library  one  day,  he 
read  a  journal  article  by  the  late 
Jay  BaOey,  a  Caltech  chemical  engineer 
who  was  trying  to  use  genetic  engi- 
neering to  fashion  "designer"  bacteria 
to  produce  drugs,  agricultural  prod- 
ucts and  industrial  chemicals.  Fasci- 
nated, Khosla  enrolled  in  graduate 
school  at  Caltech,  becoming  one  of 
Bailey's  star  proteges.  Most  grad  stu- 
dents toil  years  to  publish  a  single  aca- 
demic article;  Khosla  pushed  out  six 
papers  in  five  years.  He  thrived  in 
America's  risk-taking  culture. 

His  life  took  another  twist  after  he 
came  upon  another  leading  scientist. 
An  English  geneticist  named  David 
Hopwood  had  discovered  one  of  the 
genes  that  soil  bacteria  use  to  manu- 
facture antibiotics.  The  finding  helped 
solve  a  long-standing  mystery  of  how 
soil  bacteria  could  make  such  antibi- 
otics and  other  druglike  chemicals, 
called  polyketides.  Some  bacteria,  it 
turned  out,  produce  polyketides  in  an 
assembly-line  fashion  in  much  the 
same  way  that  General  Motors  pro- 
duces cars.  They  contain  dozens  of 
modular  enzymes,  each  of  which 
assembles  one  component  of  the 
polyketide  and  then  passes  it  on  to  the 
next  team  enzyme. 

Khosla  immediately  grasped  the 
implications:  In  the  future,  biotech 
companies  might — in  theory,  at 
least — be  able  to  genetically  tweak 
bacteria  to  spew  out  improved  antibi- 
otics for  human  use  by  mixing  and 
matching  modular  enzymes  from  dif- 
ferent bacteria  in  ways  nature  never 
intended.  There  was  also  the  potential 
for  developing  better  cancer  drugs, 
since  polyketides  have  also  been  a  fer- 
tile source  of  chemotherapy  agents. 
Although  he  had  already  accepted  a 
job  at  Stanford  University,  Khosla 
decided  he  had  to  go  to  England  to 
learn  this  promising  new  field.  He 
intercepted  Hopwood  at  a  conference 
in  Los  Angeles  and  impressed  him  so 
much  in  ten  minutes  that  Hopwood 
offered  him  a  job  on  the  spot.  By  the 
time  he  came  back  to  Stanford  in 
1992,  Khosla  wns  neck-deep  into 
manipulating  soil  h  cteria  to  make 


better  drugs.  He  spentyears 
tediously  deducing  the  rules  by 
which  polyketides'  enzymes  work  and 
how  to  combine  them  in  new  ways. 

Kosan  Biosciences'  metier  is  out  of 
the  mainstream  of  medicinal  chem- 
istry. The  hot  new  thing  in  the  drug 
industry  was — and  still  is — robotic 
chemistry  techniques  that  could  auto- 
matically synthesize  thousands  of 
chemicals  in  a  few  days.  In  recent  years 
Merck,  Pfizer,  GlaxoSmithKline  and 
other  drug  giants  have  moved  away 
from  screening  natural  compounds, 


Improving  on  Nature 


Kosan  Biosciences'  engineered  version  of 
the  natural  tumor  fighter  geldanamycin 
(green)  attacks  a  cancer-promoting 
protein  called  Hsp-90  (gold  and  blue). 


which  is  unpredictable  and  labor 
intensive,  in  favor  of  automation. 
Khosla  thought  this  was  short-sighted. 
"Nature  has  been  a  great  source  of 
drugs  for  the  last  100  years,"  he  says. 
With  a  litde  genetic  tinkering,  "there  is 
no  reason  to  believe  that  they  cannot 
be  a  great  source  for  the  next  100." 

Such  thinking  helped  reshape  his 
company's  mission.  At  first  Kosan  set 
out  to  be  a  pure  technology  outfit, 
engineering  bacteria  to  randomly  pro- 
duce "libraries"  of  thousands  of  new 
polyketides  that  could  then  be  sold  to 
big  drug  firms.  But  Khosla  and  Santi 
realized  it  would  be  much  more  prof- 
itable to  find  ways  of  improving 
already-known  natural  drugs. 


In  1997  Khosla's  lab  engineered 
bacteria  to  make  new  variants  of  ery- 
thromycin. The  work  caught  thei 
attention  of  J&J,  which  is  providing 
undisclosed  funding  to  devise  newl 
antibiotics  that  work  against  resistant 
strains.  Kosan  has  generated  several 
hundred  variants  of  the  antibiotic, 
some  of  which  wipe  out  strains  of 
bacteria  that  are  resistant  to  most 
other  marketed  drugs — in  test  tube 
and  animal  experiments,  anyway. 

Khosla  and  company  also  are; 
using  engineered  bacteria  to  grow  new 
cancer  drugs  that  would  be  very  diffi- 
cult to  make  in  huge  batches  in  the 
lab.  Kosan  is  in  early  human  trials  of 
epothilone-D,  a  potent  variant  of  a 
promising  new  class  of  chemotherapy . 
drugs  derived  from  an  African  soil 
bacteria,  Sorangium  cellulosum. 
Switzerland's  Roche  Holding  is  paying 
up  to  $220  million  to  codevelop  the 
drug.  Animal  tests  conducted  by  Dan- 
ishefsky  at  Memorial-Sloan  Kettering, 
who  discovered  epothilone-D,  show 
the  compound  can  tame  tumors  that 
are  impervious  to  Taxol  and  other 
chemotherapy  drugs.  Without  Kosan 's 
technology  it  would  be  tough  to 
affordably  produce  enough  quantities 
of  the  drug  to  conduct  human  trials. 
Kosan  is  also  working  with  the 
National  Cancer  Institute  to  test  ana- 
logues of  geldanamycin,  a  bacteria- 
derived  agent,  in  early  human  trials 
that  may  boost  the  effectiveness  of 
chemotherapy.  It  does  so  by  helping 
degrade  crucial  ceU-signaling  proteins 
that  may  help  tumors  to  spread. 

Back  in  his  Stanford  laboratory, 
Khosla  admits  that  he  has  a  way  to  go 
before  his  approach  can  be  as  profi- 
cient at  churning  out  druglike  com- 
pounds as  automated  chemistry 
robots.  "It  is  a  herculean  challenge 
because  we  are  doing  atomic  surgery 
on  very  delicate,  complex  structures," 
he  says.  His  firm  faces  competition 
from  small  shops  such  as  England's 
Biotica  Technology  and  giants  like 
Novartis.  Khosla  won't  relax  until  his 
methods  yield  medicines.  In  drug 
development,  he  says,  "there  is  no 
partial  credit."  F 
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Direct  Investor  Marcus  Kemp. 


Wanted  to  be  his  own  portfolio  manager. 


Didn't  want  to  do  it  by  himself. 


Opened  an  account  with  Hamsdirect. 


Now  he's  in  charge.  But  he's  not  alone. 
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Suzhou  Industrial  Pa 


With  entrance  into  the  Chinese  market  now  a  firm  goal  for  many 
overseas  businesses,  the  question  for  some  time  has  been  not  when 
to  enter  the  fray,  but  where.  China's  original  five  special  economic 
zones  offer  favourable  tax  rates  and  excellent  locations  throughout 
the  mainland.  The  latest  zone  to  join  the  list  however  offers  even 
more,  including  independent  decision-making  power  that  goes 
beyond  any  other  area  in  China. 

Suzhou  Industrial  Park  (SIP),  on  the  outskirts  of  the  ancient  city  of 
Suzhou,  is  an  exceptional  base  for  Chinese  operations.  Effectively  a 
city  in  its  own  right,  SIP  is  just  70km  from  Shanghai,  placing  it  right 
in  the  centre  of  the  Yangtze  Delta  transportation  hub  and  yet  offering 
substantial  savings  on  setting  up  in  Shanghai  itself 

From  the  twentieth  floor  of  the  SIP  central  offices,  at  the  centre  of 
the  development,  it  is  possible  to  see  farmland  on  the  horizon.  The 
whole  area  was  once  agricultural  land.  But  look  closer  in  and  the 
sheer  scale  of  the  park  becomes  apparent.  Phase  One  of  construction 
began  in  1994,  was  completed  four  years  later,  and  consists  of  12 
square  km  of  lots.  Phases  Two  and  Three  are  still  underway  and 
extend  the  total  area  to  70  square  km,  across  Lake  Jingji  and  towards 
the  entrance  of  the  Huning  express  way  which  connects  Shanghai 
and  Jiangsu  Pro\ince.  By  the  time  of  completion,  SIP  will  lie  just 
half  an  hour  away  b)  road  from  Shanghai. 

Governmental  support  has  be  on  one  of  the  keys  to  SIP's  success.  In 
1994,  the  park  was  born,  from  ;in  agreement  signed  by  both  China 


A  prime  location 
foreign  companij 
looking  to  establi 
a  base  in  China. 


and  Singapore  ministers.  This  high-level  involvement  has  con 
and  has  meant  that  SIP  has  always  enjoyed  preferential  cond 
For  example,  companies  setting  up  in  the  area  benefit  from  thi 
one  stop  approval  status  of  the  park.  Working  througli  thi 
authorities,  newcomers  can  organise  business  license  applicatu 
approval,  documentation,  utilities  applications,  custom  clear 
and  so  on,  without  having  to  apply  to  separate  agencies  Fi 
more,  SIP,  unique  amongst  Special  Economic  Zones,  is  authon 
approve  investment  projects  of  unlimited  size.  Elsewhere  in  i. 
approval  authority  is  limited  to  US$  30  million. 

Favourable  conditions  have  made  doing  business  in  S' 
attractive  prospect.  Financial  statistics  have  also  kept  the  k& 
the  top  of  incoming  companies  wish-lists.  GDP  has  grov 
average  of  48%  annually  since  1994,  and  stands  at  over  RMB  25 
for  2002.  So  far,  the  site  has  attracted  a  total  investment  o 
US$16  billion.  Around  935  foreign  enterprises  have  bases  < 
park,  of  which,  43  are  listed  in  the  Fortune  500,  including  Siec 
Group,  Samsung  Electric,  Nabisco  Corporation,  Black  &  f 
Group  and  Glaxo-Wellcome  Inc..  Many  of  these  compani^ 
already  achieving  profits. 

Beyond  the  pure  figures,  however,  Suzhou  Industrial  Par' 
oft'ers  world-class  infrastructure.  One  of  the  benefits  of  buik 
city  from  scratch  has  been  the  opportunity  to  provide  utilities  su 
gas,  elecfricity  and  water  supplies,  as  well  as  sewage  treatment 
telecommunications  that  exactly   match  the  needs  of  incon 
companies.  Urban  construction  planning  has  also  ensured  that  to 
streetlights,   green   areas,   and  housing   are  combined  to 
maximum  benefit  to  new  residents.  SIP  is  also  home  to  a 
range   of  educational   establishments,   including   kinderga 


iiid  middle  schools  and  even  a  vocational  school  that  helps 
;\vly-qualified  workers  into  the  system.  Medical  care,  in  the 

range  of  clinics,  foreign-run  hospitals  and  first-aid  centres 
ace  of  mind  to  employees,  residents  and  their  families  alike. 

cilities  also  abound,  with  recreation  centres  and  sports 
scattered  across  the  area.  Large  green  areas  have  also  been 

since  the  start  of  construction.  Dedicated  green  land  is  kept 
%  as  standard  and  total  green  space  accounts  for  close  to 
ing  the  park  a  natural  atmosphere,  despite  the  industrial 
commerce  here. 

emational  companies  interested  in  investing  in  the  area, 
lent  standards  are  frequently  expressed  as  a  priority.  SIP 
from  its  Singapore  connection,  drawing  on    high  quality 

that  the  city  state  has  brought  to  the  region.  The  park's 
lent  management  team  has  a  high  Singaporean  presence, 
nd  a  thousand  of  the  parks  trainee  management  have 
training  in  Singaporean  government  departments.  Learning 

experiences  of  an  economically-developed  country  has 
hat  SIP  has  always  been  ahead  of  the  competition  when  it 
I  managing  the  growth  of  one  of  China's  most  exciting 
nt  opportunities. 


i 

1  Suzhou  Industrial  Park  .Administration  Committee 
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In  the  most  turbulent  of  times,  STEVEN  WALLMAN 
is  trying  to  make  the  market  a  more  efficient— 
and  more  secure— place  for  individual  investors. 


BY  NATHAN  VARDI 

wo  things  doomed  the  old-style  customer's  man  on  Wall  Street,  the 
•  fellow  who  made  his  living  on  commissions.  One  was  the  com- 

Iputer:  Who  needs  a  warm-blooded  middleman  to  move  100  shares 
of  Kodak  when  a  modem  will  do?  The  other  was  the  end  of  price 
rigging.  Beginning  in  1975  it  was  no  longer  legal  for  the  brokerage 
industry  to  maintain  a  minimum  commission  schedule.  Now  brokers  make 
most  of  their  money  on  other  fees  and  interest  rate  spreads. 

Steven  Wallman  aims  to  do  to  the  mutual  fund  industry  what  Charles 
Schwab  did  to  the  old  fixed  commission  structure — rip  it  up.  His  four-year-old 
FolioFN  in  Vienna,  Va.  has  a  system  for  replacing  the  traditional  fund  with 
automated  portfolios  that  the  customers  manage  from  their  own  computers. 

Mutual  funds,  themselves  a  financial  innovation  from  1924  (seepage  130), 
give  the  small  investor  what  large  investors  always  could  afford:  professional 
management  and  diversification.  Instead  of  owning  3.45  shares  of  this  car  com- 
pany and  1.19  shares  of  that  chemical  company  and  so  on,  you  own  100  shares 
of  a  mutual  fund  that  has  40  stocks  in  it.  Wallman's  variation  on  this  invention 
is  to  let  the  investor  hold  widely  diversified  portfolios  directly.  Cheap  com- 
puting makes  fractional  share  positions  and  daily  asset  value  updates  entirely 
plausible;  it  also  brings  liquidity,  since  a  single  mouse  click  can  create  a  simul- 
taneous buy  or  sell  order  for  all  the  stocks  in  the  portfolio. 

Do-it-yourself  fund  management  offers  two  things  to  the  small  investor. 
One  is  that  it  cuts  costs  dramatically.  A  typical  equity  fund  gobbles  up  more 
than  1%  of  your  assets  annually— $2,000  on  a  holding  of  $200,000.  Wallman 
will  handle  a  50-stock  portfolio  for  a  flat  $150  a  year.  The  other  thing  is  that 


direct  ownership  of  stocks  has  a  bigj 
tax  advantage.  A  fund  cannot  pass 
through  tax  losses  to  its  customers.l 
A  computerized  portfolio  can.  If  youl 
have  $50,000  of  losing  positions  in] 
that  $200,000  account,  the  computerj 
can  pluck  them  out  for  sale,  givingl 
you  a  capital  loss  to  claim  on  your| 
tax  return  and  leaving  the  winner^ 
undisturbed. 

"Treating  the  market  like  a  lot"^ 
tery  is  a  loser  for  most  people,  mostl 
of  the  time,"  says  Wallman,  49.  "Ij 
hope  to  make  the  market  a  lot  betterl 
for  them."  Meaning,  make  it  more] 
efficient  for  the  little  guy,  giving  hir 
some  of  the  advantages  of  exceed 
ingly    wealthy    and    institutiona 
investors — and,  maybe,  even  a  littlel 
say  in  how  companies  are  run.  Imag-| 
ine  cheap  hedge  fund  protections  foc 
small  investors;  simpler  and  les? 
costly  investments  in  corporate  andl 
municipal  bonds;  direct  access  toj 
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individual  foreign  companies 
that  don't  trade  on  American 
exchanges. 

Wallman's  is  a  private-sector 
solution  to  a  problem  he  first 
encountered  as  a  regulator.  After 
President  Bill  Clinton  named  him  as 
a  commissioner  on  the  Securities  & 
Exchange  Commission  in  1994,  Wall- 
man  toured  the  country  talking  with 
all  kinds  of  trade  organizations  and 
consumer  groups  about  how  asset 
diversification  could  minimize 
investment  risk.  The  securities  lav^^-er 
and  former  partner  at  Covington  & 
Burling  heard  plenty  of  complaints 
from  investors  about  the  fees  and 
high  tax  bills  mutual  funds  generated 
when  they  bought  and  sold  securi- 
ties. (One  speech  in 
1994  to  50  people 
caused  almost  no 
reaction  at  all.  The 
topic:  how  the  Inter- 
net would  change  the 
securities  industry. 
Perhaps  six  people 
stayed  in  their  seats  till 
the  end.) 

As  an  SEC  commis- 
sioner, Wallman  was 
able  to  save  investors 
money  by  champi- 
oning decimalization, 
the  listing  of  stock 
prices  in  dollars  and 
cents  instead  of  dollars 
and  fractions.  New 
technology  meant  that 
computers  could  han- 
dle the  many  quotes 
that  decimaled  stock 
prices  would  create.  „_„__„„,,„^ 
Decimalization  has 
narrowed  the  spread  between  the 
highest  bids  and  lowest  offers,  mean- 
ing individual  investors  are  paying 
less  when  buying  stocks  and  getting 
more  when  selling  them,  much  to  the 
chagrin  of  Nasdaq  marketmakers 
whose  spreads  have  been  crimped. 

But  Wallman  knew  that  regula- 
tory efforts  could  only  go  so  far. 
Advances  in  technology  and  the 
growing   reach   of   the    Internet, 


A  Fat  Target 


$6  trillion 


The  amount  U.S. 
investors  have  socked 
away  in  mutual  funds. 


le  number  of  individual 
U.S.  investors  in  mutual 
funds. 


The  average 
annual  expenses  for 
mutual  fund  assets. 


rff9 


The  estimated  amount 
Americans  shell  out 
each  year  on  mutual 
fund  management  fees. 

Sources-  Inveslnwnt  Company 
Institute;  Mcmingstar. 


including  the  appearance  of 
online  broker  E-Trade,  begged 
for  the  creation  of  new  financial 
products.  So  Wallman  left  the  SEC 
after  one  term  to  start  FolioFN,  rais- 
ing an  estimated  $3  million  from 
now  bankrupt  PSInet  in  return  for  a 
convertible  note.  He  later  raised 
more  funds  in  six  rounds,  which 
included  contributions  by  American 
Century  Ventures  and  the  Mayfield 
Fund.  Wallman  says  he  still  holds  a 
"significant"  amount  of  equity. 

FolioFN  executed  its  first  trade  in 
May  2000 — and  immediately  trig- 
gered hostility  from  the  mutual  fund 
industry.  Twice  the  Investment  Com- 
pany Institute,  the  industry  trade 
group,  tried  to  persuade  the  SEC  to 
regulate  FolioFN  as  if 
it  were  a  mutual  fund, 
instead  of  a  brokerage. 
The  SEC  denied  the 
petition.  In  fact.  Wall- 
man  now  has  his  imi- 
tators: Fidelity  Invest- 
ments and  E-Trade 
have  similar  offerings. 
Brokers  have  fallen 
on  hard  times  and 
FolioFN  is  not  exempt. 
It  is  reportedly  losing 
money  and  carrying 
no  more  than  8,000 
accounts  (Wallman 
won't  confirm  the 
numbers).  His  com- 
petitors seem  to  be 
even  worse  off:  Netfo- 
lio  shut  down  last 
year;  BuyandHold 
Securities  was  sold  out 
of  bankruptcy  court  to 
Fahnestock  Viner 
Holdings,  a  small  Toronto-based 
financial  outfit. 

Wallman  is  keeping  his  company 
alive  by  getting  such  outfits  as  Quick 
&  Reilly,  the  brokerage  arm  of  Fleet- 
Boston Financial,  and  Credit  Union 
National  Association  Mutual,  which 
services  the  credit  union  industry,  to 
act  as  distributors  of  his  products. 
FolioFN  is  also  picking  up  some  rev- 
enue by  applying  its  software  and 
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trading  systems  to  related  tasks,  such 
as  automating  the  work  of  maintain- 
ing separately  managed  accounts  a^ 
^Brinker  Capital.  With  help  fro^J 
FolioFN-like  trading  platforms,  sepa- 
rately managed  account  providers 
can  now  accept  individual  accounts 
as  small  as  $150,000  and  apply  a 
portfolio  strategy  (such  as  selling  loss 
positions)  to  a  large  group  of  cus- 
tomers en  masse. 

Wallman  sees  new  ways  to  har- 
ness cheap  computing  to  the  task  of 
investing  capital.  The  Vanguard-style 
index  fund  is  cheap,  he  concedes 
($360  a  year  for  a  $200,000  invest- 
ment in  the  S&P),  but  it's  mindless, 
You  wind  up  with  a  certain  percent 
age  of  your  money  in  Cisco  or  Km. 
if  that's  in  the  index,  no  matter  he 
overpriced  it  is.  Wallman  has  a  patent 
on  an  alternative:  an  intelligent  index 
fund  that  tracks  the  collective  port- 
folio decisions  of  several  thousand 
individual  investors.  He  holds 
another  patent  on  a  risk-reduced 
portfolio  that  would  combine  stock 
investments  with  portfolio  insuran^Uj 
and  such  hedging  techniques  as  co" 
lars.  With  a  collar,  you  agree  to  forfeit 
appreciation  in  a  stock  beyond  a  cer- 
tain point  in  return  for  getting  insur- 
ance against  a  fall  in  the  stock  below 
a  certain  point.  (It  amounts  to  selling 
an  out-of-the-money  call  option  and 
using  the  proceeds  to  buy  an  out-of 
the-money  put  option.)  If  you  have  a 
$5  million  position  in  one  stock,  a 
big  broker  will  sell  you  a  collar.  Wall- 
man  sees  no  reason  why  computers 
cannot  make  collars  available  to 
someone  trying  to  hedge  a  $5,000 
position. 

Also  on  Wallman's  agenda  is  get- 
ting into  the  nascent  business  of  sell- 
ing bonds  over  the  Internet,  without 
the  usual  high  fees.  He  may  also  ven- 
ture into  global  stocks,  now  costly  to 
buy  and  sell  unless  they  trade  on  the 
New  York  Stock  Exchange  or  as 
American  Depositary  Receipts. 

Computers  have  massively  cut 
the  cost  of  trading  stocks.  But  they 
have  scarcely  begun  to  do  all  that 
they  can  do  for  the  little  investor.  F 
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"You  no -good, 

overpriced, 

under-performing 

waste  of  space.'' 


If  you're  buving  more  servers  to  get 
more  from  your  web  infrastructure, 
you're  wasting  money.  Tlu-  fact  is  more 
than  liall  ol  ilu-  transactions  generated  by 
\seh  ap|)li(  aiioiis  are  rei  ims  of  requests 
that  your  sci  \ers  have  answered  before. 
This  means  thai  \()ui  servers  are  wasting 
precious  ( a|)acit\  doing  a  lot  of 
ininecessary  vvoi  k.  * 

(ionipk'nient  youi'  servers  for  a  change. 
epicRealm's  eXT  technology  helps 
you  stop  wasting  your  server's  time. 
And  more  importantly,  it  helps  your 
servers  stop  wasting  your  customer's 
time.  The  bottom  line?  Your  infrastructure 
with  epicRealm  will  deliver  up  to  ten 
times  more  throughput  at  20%  the  cost. 
You'll  do  more  computing  for  less  money. 

So,  the  next  time  you  feel  like  cursing 
\()ur  overworked  servers,  complement 
them  instead.  With  eXT  technology. 


^T|  epicJ^^Jm 


www.epicrealm.com 
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What  happens  to  your  donations?  VANESSA  KIRSCH 
is  reinventing  charity  by  screening  candidates  before  you 
sign  the  check— and  demanding  results  from  recipients. 


BY  ROB  WHERRY 

rharity  is  a  swell  idea — especially  if  your  dough  is  used  in  the  ways 
you  intended.  What  if  you  could  bring  some  of  the  same  sensibili- 
ties to  giving  away  money  that  you  do  to  picking  stocks?  Vanessa 
Kirsch  has  an  answer.  "I  want  to  create  a  way  that  philanthropists 
can  comparison  shop,"  she  says.  In  other  words,  a  portfolio  of  non- 
profit companies,  prescreened  for  transparency  and  results,  and  held  to  account. 
No  more  slip-sliding  accounting  a  la  the  United  Way  of  America. 

Her  vehicle  is  a  Boston-based  fund  called  New  Profit.  Launched  five  years  ago, 
it  has  raised  $11  million  from  investors  (yes,  "investors,"  not  "donors"),  and  doled 
out  a  portion  of  that  cash  to  just  eight  nonprofits — very  much  in  the  manner  of  a 
venture-capital  fund.  "We  don't  want  to  put  a  little  across  a  lot  of  ideas,"  says  Mark 
E.  Nunnelly,  a  New  Profit  investor  and  a  managing  director  at  Bain  Capital.  Kirsch 
doesn't  give  money  away  easily  She  wants  her  investments  to  be  able  to  break  loose 
ft-om  their  local  boundaries  and  become  national  brands  in  order  to  think  more 
broadly  about  their  programs.  But  she  holds  them  to  strict  reporting  guidelines. 
"Nonprofits  haven't  figured  out  how  to  bring  themselves  to  scale,"  she  says.  "There 
are  a  thousand  points  of  light  but  so  few  beacons." 

The  key  to  New  Profit  is  its  scorecard,  which  rates  a  nonprofit  on  a  series  of 
financial  and  other  sorts  of  benchmarks.  An  afterschool  program,  for  example,  can 
rack  up  good  points  for  keeping  dovm  costs  and  improving  student  performance 
on  standardized  tests.  New  Profit  investors  get  scorecards  on  all  organizations  once 
every  quarter.  They're  usually  famili  t  with  them  already  but,  at  a  glance,  they  can 
tell  if  their  money  is  being  put  to  good  use.  Poor  performers  are  washed  out  by 
well-run  operations.  That  happened  once,  Kirsch  says,  to  a  group  that  lost  its  focus; 
funding  dropped  after  two  quarters.  In  another  case,  the  fund  withheld  payments 
to  an  organization  until  it  got  its  act  together. 


The  timing  of  New  Profit's  launcn 
was  fortuitous.  Its  rise  coincided  witli 
the  now  wistfully  remembered  tech- 
nology boom  of  the  late  1990s,  when 
unprecedented  wealth  came  to  a  new 
generation  with  hard-nosed  instincts. 
"It  was  a  turning  point,"  says  Kirsch. 
"We  had  some  entrepreneurs  who! 
started  to  apply  the  same  rules  theyj 
used  to  make  their  money  to  their! 
philanthropy."  Donors,  she  says,  arej 
still  dipping  into  their  pockets,  even  inj 
more  straitened  times. 

Kirsch  has  always  had  a  weakness! 
for  causes,  but  she  learned  to  marryl 
them  to  a  disciplined  approach.  She! 
grew  up  in  the  shadow  of  Harvard! 
University,  the  daughter  of  a  painterl 
and  a  physicist.  Severely  dyslexic,  shel 
worked  hard  to  get  through  school| 
and  the  SATs,  but  gained  acceptance  to 
Tufts  after  writing  a  passionate  essay 
that  explained  her  disorder.  Kirsch  wa 
always  politically  active  and  after  grad-i 
uation    she    worked    on    Michael! 
Dukakis'  doomed  presidential  cam- 
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paign.  Later,  a  job  at  a  polling 
organization  had  her  conduct- 
ing research  on  Generation  X.  The 
results  were  frustrating,  but  out  of  it 
came  the  idea  for  a  business  called 
Public  Allies. 

Founded  in  1992,  her  Washington, 
D.C.-based  company  matched  recent 
college  graduates  with  organizations 
that  needed  talented  managerial  help. 
Those  who  signed  up  got  a  $4,725-a- 
year  education  grant  from  Ameri- 
Corps,  as  well  as  health  benefits.  Today 
Public  Allies  has  placed  1 ,000  people  in 
more  than  400  nonprofits. 

But  Kirsch  burned  out  long  ago, 
leaving  the  company  Ln  1995.  The  big- 
ger it  got,  the  harder  it  was  to  raise 
money.  "I  was  hitting  my  head  against 
a  wall,"  she  recalls.  So  she  took  a  year 
off  to  travel  around  the  world  with 
her  fiance,  who  heads  a  Boston  non- 
profit. It  was  a  busman's  vacation: 
The  two  of  them  interviewed  350 
activists  of  many  different  stripes. 
Those  meetings  provoked  ideas  about 
how  to  keep  an  organization  going. 
Companies  like  Microsoft  and  Cisco 
evolved  quickly  from  their  garage- 
based  origins.  Why  couldn't  most  of 
America's  1.4  million  nonprofits 
solidify  and  grow  large? 

Back  in  the  States,  Kirsch  gathered 
a  group  of  40  people — nonprofit  vet- 
erans, donors  and  recipients  of 
grants — every  Monday  night  for  four 
months  at  the  Kennedy  School  of 
Government.  Heated  discussions  there 
were  aplenty.  But  they  all  agreed  that 
holding  nonprofits  to  established  stan- 
dards would  be  a  good  idea.  But  how? 

Turned  out  that  Harvard  Business 
School  professor  Robert  Kaplan  and  a 
colleague  had  developed  a  "balanced 
scorecard"  for  corporate  clients.  In  the 
early  1990s  they  had  devised  a  way  for 
businesses  and  other  organizations  to 
measure  nonfinancial  performance — 
customer  perception,  for  example,  or  a 
company's  ability  to  foster  knowledge 
within  its  work  force — and  measure 
talent  it  wanted  to  keep  or  promote. 
The  scorecard  was  useful  to  Mobil 
Corp.  (as  it  was  then  known)  when  it 
was  trying  to  reorganize  its  business 
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around  competition  on  service, 
rather  than  price.  The  U.S. 
Army  used  it  to  judge  whether  troops 
were  sufficiendy  prepared  to  deploy  in 
hot  spots.  After  some  coaxing,  Kaplan 
agreed  to  adapt  his  scorecard  to  the 
nonprofit  world.  The  Monitor  Group,  ■ 
a  Boston  consultancy,  offered  free 
office  space  and  field  work. 

Kaplan's  new  scorecard  is  tailored 
to  each  of  New  Profit's  potential 
investments.  Among  the  categories: 
social  impact,  user  satisfaction, 
finances,  goals  met  and  staff  retention. 
How  to  judge  a  candidate?  A  group  of 
Monitor  consultants  descends  on  an 
organization,  scours  the 
operation  and  comes 
out  with  a  list  of  doable 
objectives — a  growth 
plan  of  sorts — that  the 
organization  must  hit  in 
order  for  New  Profit  to 
consider  donating  to  it. 
Such  scrutiny  can  scare 
off  some  nonprofits.  "A 
lot  of  organizations  ini- 
tially applied,"  says 
Kirsch.  "But  then  they 
didn't  want  to  be  under 
such  a  microscope." 
Roughly  2%  of  aU  appli- 
cants get  funded.  If 
they're  lucky  enough  to 
make  the  cut,  they  get  an 
average  $1  million,  dis- 
tributed in  quarterly 
parcels. 

Bell  (Building  Enter- 
prises for  Learning  and 
Living)  in  Boston  is  one 
of  New  Profit's  suc- 
cesses. An  afterschool 
and  summer  education 
program  for  poor  kids,  the  group 
demonstrated  that  its  students  had  a 
seven-month  head  start  in  reading, 
writing  and  math  over  their  peers. 
That  got  good  marks  for  social 
impact.  Parent  surveys  rated  it  highly, 
too.  Bell  also  scored  well  on  its  ability 
to  keep  tutoring  costs  to  $10  an  hour, 
retain  90%  of  its  staff  and  teach  95% 
of  its  workers  to  use  its  data  process- 
ing system. 


Most  of  U.S.  donations  go  to 
Just  a  fraction  of  all  nonprofits. 


IT 

Estimated  total  assets 
of  U.S.  nonprofits. 


aiSK'/*    The  percentage 
of  nonprofits  with 
budgets  of  less  than 
$500,000. 


Estimated  total  tJ 
deductions  for  charitable 
contributions  in  2000. 


"  Estimated  number  of 
New  Profit-like  venture 
philanthropy  funds. 
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The  typical  annual 
contribution  to  nonprofits 


New  Profit  isn't  all  about  scores.  It's 
been  a  longtime  supporter  of  Jump- 
start,  a  reading  program.  Starting  out 
as  a  pOot  for  early  childhood  education 
curriculum  in  New  Haven,  Conn. 
Jumpstart  now  serves  30  communitie 
and  helps  4,500  children.  (It  was  the 
subject  of  a  Harvard  Business  Schoo' 
case  study  last  year.)  But  the  organiza- 
tion recently  hit  a  snag.  After  eigh 
years  Jumpstart's  founder  was  ready  ti 
leave.  Kirsch  searched  for  a  replace- 
ment and  found  Robert  Waldron,  then 
chief  executive  of  Score  Learning  Cen- 
ters, a  S50  million  afterschool  tutoring 
program.  Over  dinner  in  a  Boston 
restaurant,  Kirsch  spent 
as  much  time  selling 
\\aldron  as  she  did  sell- 
ing his  wife  on  it — a 
smart  move,  since  he 
was  debating  his  deci- 
sion. "Vanessa  showed 
me  the  light,  and  if  I 
hadn't  taken  the  job  my 
wife  would  have  showed 
me  the  door,"  laughs 
Waldron.  He  joined  in 
March. 

Is  this  venture  im- 
pervious to  downturn? 
Kirsch  says  her  portfolio 
is  growing  at  35%  a 
\ear,  compared  with  a 
dismal  3%  for  the  in- 
dustry. With  minimum 
investments  at  $100,000 
over  four  years,  she 
hopes  to  raise  another 
S9  million  in  two  years 
and  increase  her  hold- 
ings to  around  two 
dozen  nonprofits — pri- 
marily with  educational 
organizations  in  the  Northeast  corri- 
dor. Imitators  already  abound.  Kirsch 
says  there  are  now  30  venture  philan- 
thropy funds,  up  from  3  when  she 
started  New  Profit.  I 

She,  too,  must  think  competitively? 
Where  next?  Kirsch's  expertise  is  in 
education.  But  she  hints  that  someday 
she  may  look  at  another  needy  indus- 
try whose  miserable  results  can  be 
measured:  health  care.  F 
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own  Sims,  P.C. 

77  West  Loop  South,  Tenth  Floor  •  Houston,  TX  77027-9007 
13)  629-1580  I  Building  relationships  based  on  integrity  and 
r\'ice.    I  v\'ww.brownsims.com 

Z  Technologies 

11  Avery  Road  •  Dublin,  OH  43016  •  (614)  761-1214 
materials  integrity  firm  "solving  problems  through 
lovation."  I  www.cctechnologies.com 

)yote  Exhibits  &  Design,  LLC 

le  Commercial  Dnve  •  Hanover,  IL  61041  •  (800)  269-6832 
«igns,  builds  and  services  trade  show  exhibits  for  clients, 
s-w  covoteexhibits.com 

'hone  Telecom,  Inc. 

15  Hemdon  Parkway  •  Hemdon,  VA  20170  •  (703)  787-7000 
566-825-3405  |  Provides  next  generation  voice  and  data 
lutions  worldwide.  |  www.ePhoneTelecom.com 

ibson  County  Utility  District 

).  Box  350  •  Trenton,  TN  38382  •  (731)  855-1441 

C.L'.D.  serves  over  11,000  natural  gas  customers  in  Gibson 

)unty.  I  www.gibsoncountygas.com 

WK  Investments,  Inc. 

215  Birch  Dr.  #200  •  Omaha,  NE  68164  •  (402)  496-7200 
penence  &  resources  to  put  you  closer  to  your  financial  goals, 
s'vs-.  g\NTinvestmen  ts.com 

uman-i-Tees  'I'VoHctigtogethsr  to  make  a  difference." 
D  Columbus  Ave.  •  Valhalla,  NY  10595  •  (914)  745-1000 
ndraising  program  with  environmentally  themed  T-shirts/ 
oducts.  I  www.humanitees.com 

ICI  Technologies 

301  Beaumeade  Circle  •  Ashbum,  VA  20147  •  1-877-641-lMCl 
S  and  Canada)  (703)  723-2448  |  Products  and  services  for 
heal  facilities  monitoring  and  management  |  www.  imci.net 

temational  Service  Agencies 

Canal  Center  Plaza,  Suite  310  •  Alexandria,  VA  22314 

X))  638-8079  |  International  Service  Agencies  helps  the  poorest 

the  poor  |  wT^-w.charity.org 

ijitas  Resort,  LTD. 

:  70,  Box  400  •  Lajitas,  TX  79852  |  1-877-Lajitas  |  For 
ccessful  people,  a  remote  haven  from  the  workday  world, 
rt'w.lajitas.com 

IS  V^egas  Institute  for  Advanced  Dental  Studies 

01  Hillwood  Dr.  .  Las  Vegas,  NV  89134  •  (702)  341-7978 

'I  offers  a  unique  opportunity  to  perform  dentistry  under  the 

recfion  of  nationally  known  experts.  |  www.lvilive.com 

estle  Product  Technology  Center  New  Milf  ord 

1  Housatonic  Ave.  •  .New  .Milford,  CT  06776  •  (860)  355-0911 
^^•eloping  systems  and  solutions  for  Nestle  out-of-home 
stomers.  |  www.nestle.com 

OMOS  Corporation 

91  Wexford  Ba\Tie  Road  •  Sewickley,  PA  15143 
800-70-NOMOS,  (724)  934-  8200  |  NOMOS  Corporation  - 
le  leader  in  radiation  therapy  technology.  |  www.nomos.com 

ovartis  Animal  Vaccines,  Inc. 

47 140th  St.  .  Larchwood,  L\  51241  •  1-800-454-3424 
vestock  biologicals  manufacturer:  custom  &  mass  market 
tjducts. 

rivate  Retreats 

7  John  St.  .  Southport,Cr  06890  •  1-800-925-7577 
ivate  Retreats.,  the  Ultimate  Private  Residence  Qub. 
wvs'.Private-Retreats.com 


" Sutnmerall  Success  Stories  spotlights 
companies  and  organizations  that  define 
'success'.  Each  has  demonstrated 
strong  leadership,  growth  and 
community  involvement  and 
is  worthy  of  your  patronage." 


Pat  Summerall 
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Pro-Line  International,  Inc. 

2121  Panoramic  Circle  •  Dallas,  TX  75212  •  (214)  920-2662 
Makers  of  ethnic  hair  &  personal  care  products  for  over  30  years. 
www.proline-intl.com 

Response  Companies 

23  East  39th  Sh-eet  •  New  York,  NY  10016  •  (212)  983-8870 
Alternative  staffing  solutions,  outsourcing  and  consulting 
services.  |  www.Responseco.com 

San  Antonio  Community  Hospital 

999  San  Bemadino  Road  •  Upland,  CA  91786  •  (909)  985-2811 
A  nonprofit  acute  care  hospital  serving  our  community  since 
1907.  I  www.sach.org 

Shop'n  Chek  Worldwide,  Inc. 

6025  The  Comers  Parkway,  Suite  200  •  Norcross,  GA  30092 
1-800-669-9939  |  Shop'n  Chek,  customer  service  measurement 
experts.  |  www.shopnchek.com 

Southwest  Putting  Greens  Inf  1,  Inc. 

15815  N.  Frank  Lloyd  Wright  Blvd.  •  Scottsdale,  AZ  85260 
(480)  661-5600  |  The  leader  in  design  and  installations  of 
synthetic  golf  greens.  |  WTvw.southwestgreens.com 

TNS  Intersearch 

410  Horsham  Road  •  Horsham,  PA  19044-0189  •  (215)  442-9609 
Global  leader  providing  market  information  throughout  the 
world.  I  www.intersearch.tnsofres.com 

Together  We  Grow 

381 5  Mission  Ave,  Suite  105  •  Oceanside,  CA  92054  •  (760)  757-6031 
Inclusive  program  for  typical  and  special  needs  children. 

Underwriters  Laboratories,  Inc. 

333  Pfingsten  Road  •  Northbrook,  IL  60062  •  1-847-272-8800 
Advancing  safety  worldwide  through  people,  processes  and 
technology.  |  wrww.ul.com 

Watkins  Ludlam  Winter  &  Stennis,  P.A. 

633  North  State  Sh-eet  •  Jackson,  MS  39202  •  (601)  949-4900 
A  century  of  comprehensive  business  law  practice  in  the 
Southeast.  |  www.watkinsludlam.com 

Windings,  Inc. 

39  Jon  Barrett  Rd.  •  Patterson,  NY  12563  •  (845)  878-7878 
Manufacture  and  license  the  REELEX  wire  coiling  system. 
www.reelex.com 
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Learn  more  about  these  up-and-coming 
companies  by  visiting  their  web  sites  or 
contacting  them  directly. 

Made  possible  by: 

Pat  Summerall  Productions 

Richardson,  Texas   •   (972)907-2525 
patsummerall.com 
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The  Biggest  Damn 


Former  Microsoftie  CHARLES  SIMONY!  wants  to  encode 
software  the  way  people  think. 


BY  QUENTIN  HARDY 

Coftware  freed  Charles  Simonyi  from  a  police  state.  Then  it  made  him 
one  of  the  world's  richest  men.  Now  he  wants  to  liberate  code — to  sim- 
plify software  development  the  way  John  D.  Rockefeller  rationalized  the 
a  refining  and  distribution  of  oil.  "Right  now,  consumer  electronics  sucks, 

car  navigation  sucks,"  says  Simonyi,  who  fled  communist  Hungary  at 
age  17  in  1966  and  later  became  one  of  the  chief  buUders  of  Microsoft.  "Why? 
Because  any  project  like  that  is  so  tough  to  code  that  a  team  is  delighted  just  to  get 
through  it;  they'll  never  try  to  do  it  over.  What  if  they  could  easOy  try  ten  different 
versions  to  make  it  better?" 

That's  why  Simonyi  left  Microsoft  this  year  to  launch  Intentional  Software — 
to  deliver  computing  systems  from  their  crisis  of  complexity.  Intentional  Soft- 
ware will  exploit  ideas  developed  at  Xerox's  Palo  Alto  Research  Center  and  dur- 
ing Simonyi's  ten  years  of  research  at  Microsoft.  The  promise:  cutting-edge 
strategies  for  software  for  a  coming  world  of  multiple  supercomputers,  where 
continually  swapped  programs  and  big  databases  will  find  and  exploit  unseen 
patterns  in  nature  and  society. 

Simonyi's  work  must  reverse  a  struggle  that  has  bedeviled  computers  since 
their  inception  just  over  half  a  century  ago:  the  fact  that  even  the  sharpest  pro- 
grammers must  spend  much  of  their  time  acting  like  machines.  "Now  coders  are 
like  authors  who  also  have  to  set  type  by  hand,"  Simonyi  says.  "I  want  it  so  they 
can  just  write." 

Already  the  burgeoning  size  of  computer  programs,  and  the  complications 
that  occur  as  even  small  programs  interact  over  the  Internet,  hint  at  the  coming 
challenge.  "Right  now  software  teams  are  drowning  in  complexity,"  says  Grady 
Booch,  chief  scientist  at  R.uional  Software.  "Simonyi  wants  to  encode  the  way 
people  think — a  way  cool  idea,  but  man,  is  it  hard." 


It  was  never  easy.  Five  decades 
back  programmers  effectively  wei 
the  software,  writing  math  tasks  in  the 
ones  and  zeros  of  binary  algebra,  then 
setting  these  designs  on  electromag- 
netic switches.  "On"  was  one,  "off" 
was  zero.  When  the  switches  stopped 
flipping,  problem  solved.  It  helped  the 
calculation  of  things  like  artUlery  tra 
jectories. 

More  switches,  eventually  transis- 
tors, made  possible  more  complex 
computing,  and  software  automated 
the  hand-setting  of  switches.  Even 
now,  the  millions  of  on/off  transistors 
that  nest  in  a  tiny  semiconductor  are 
ultimately  carrying  out  a  series  o: 
binary  exercises  that  control  the  soft- 
ware in  a  kid's  toy — or  a  program  at 
the  National  Security  Agency. 

Simonyi,  54,  learned  on  machines 
a  few  steps  above  hand-settings 
Through  family  connections  he  began 
programming  at  15  in  his  native  Bu 
dapest  on  an  old  Soviet  machine.  He 
then  moved  to  a  Danish  computer  in 
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the  state  statistical  offices,  where 
he  watched  the  machines  at 
night.  "They  exploited  me,  having  me 
work  for  free,  so  I  exploited  them,"  he 
says,  nestled  in  his  20,000-square-foot 
mansion  in  suburban  Medina,  Wash, 
and  surrounded  by  tech  and  art. 

Clearly  a  smart  guy  in  a  nation 
producing  lots  of  math  whizzes  (from 
Intel's  Andy  Grove  to  the  H-bomb's 
Edward  Teller),  Simonyi  won  entry 
into  the  Hungarian  state  university  at 
age  17.  His  knowledge  of  Danish 
computing  got  him  a  one-year 
assignment  in  Copenhagen  on  the 
promise  that  he  would  return  to 
Hungary.  Instead,  he  skipped  from 
Denmark  to  the  U.S.,  entering  the 
University  of  California,  Berkeley  on 


I 


sheet  program,  and  hired  many 
of  the  company's  early  big 
thinkers.  He  became  chief  architect. 

Intentional  Software's  offices  look 
down  on  Simonyi's  first  office  at 
Microsoft.  He  stares  at  them  over  a 
steel-and-fabric  chair  he  has  kept  all  • 
these  years.  His  dreams  for  Inten- 
tional were  first  hatched  during  his 
last  years  at  Microsoft.  The  dynamic 
remains  one  of  building  up  complex- 
ity, so  programs  can  do  more,  then 
searching  to  control  it  with  new  kinds 
of  abstraction.  Only  now  the  com- 
plexity is  really  big:  Microsoft's  Win- 
dows 2000  has  millions  of  lines  of 
instructions,  far  more  than  any  one 
person  can  possibly  understand. 
Worse,  looking  at  any  manageable 


He  wanted  to  get  rich.  Acting  on  a  tip,  he  flew 
to  Seattle  TO  MEET  A  KID  NAMED  BILL 
GATES,  who  had  30  employees.  They  hit  it  off 
and  talked  about  how  to  take  over  the  world. 


his  skills  as  a  programmer. 

Computing  had  progressed 
beyond  simple  programs  and  data  to 
machines  with  operating  systems 
managing  different  functions.  Like 
fixing  any  jumble,  software  gets  orga- 
nized by  putting  like  things  in 
boxes — a  process  called  "abstrac- 
tion"— and  it  flourished  in  the  com- 
ing years  through  techniques  like 
object-oriented  programming,  which 
shapes  the  Internet's  Java  language. 

Simonyi  was  at  Xerox  PARC  in  the 
1970s  when  its  scientists  famously 
created  the  laser  printer  and  the 
graphical  user  interface  that  the  com- 
pany failed  to  capitalize  on.  While 
there,  Simonyi  built  the  first  word- 
processing  program  that  let  users  see 
on  their  screens  exactly  what  they 
were  creating. 

He  wanted  to  ger  rich.  Acting  on  a 
tip,  in  1980,  he  flew  lo  Seattle  to  meet 
a  kid  named  Bill  Gates,  who  had  30 
employees.  They  hit  it  iff  and  talked 
about  how  they  might  take  over  the 
world.  Simonyi  later  designee' 
Microsoft  Word  and  the  Excel  spread 


chunk  wouldn't  let  a  programmer 
trying  to  adjust  the  software  know 
very  much  about  the  overall  design 
intention  of  the  program — what  it's 
meant  to  do. 

An  early  pursuit  at  Intentional 
Software  is  so-called  aspect-oriented 
programming,  which  focuses  on 
improving  those  group  interac- 
tions— somewhat  like  how  basketball 
coaches  develop  individual  skills  and 
team-passing  for  good  overall  ball 
movement.  AOP  can  program  in  one 
area  and,  using  a  "weaver"  that  moves 
through  the  program,  adjust  poten- 
tially thousands  of  relevant  points  in 
a  big  program. 

The  company  also  draws  on  gen- 
erative programming  to  automate 
some  parts  of  code  writing  and  on 
intentional  programming,  which  cap- 
tures a  programmer's  initial  design 
plans  as  code,  in  a  more  natural  form 
than  binary  algebra.  The  intentions 
can  then  be  stored  and  reused  for  effi- 
ciency and  refinement. 

Ultimately  this  bag  of  tools  may 
hone  a  software  package  down  to  its 


minimum  number  of  steps.  "Only  as 
complicated  as  it  has  to  be — no 
more,"  Simonyi  insists.  The  real  boon 
^will  be  software  design  so  close  to  the 
way  people  actually  communicate  that 
programmers  can  more  easily  write 
what  regular  people  want  out  of  their 
software.  Much  in  the  way  the  phone 
system  migrated  from  operator: 
hand-switching  every  call  to  users' 
dialing  directly,  Intentional  Softwari 
could  let  a  marketing  executive  creal 
the  code  needed  for  a  product  ca; 
paign  with  just  minimal  mediatio 
from  a  programmer. 

All  this  is  a  long  way  off,  and  the 
first  products  will  be  aimed  at  soft- 
ware-development types;  Simonyi 
hints  at  contacts  with  defense  and 
retail  companies  as  well.  Simonyi  says 
he  couldn't  bring  such  a  speculative 
package  into  Microsoft:  "It  will  start 
out  as  too  small  a  thing  for  a  big  com- 
pany, and  they  can't  afford  the  p.r.  risk 
if  it  fails."  With  a  somewhat  different 
spin,  top  Microsoft  managers  say  pri- 
vately that  they  doubt  Intention 
would  work. 

Simonyi's  team  includes  Gregor 
Kiczales,  who  developed  aspect-ori 
ented  programming  during  his  PARC 
stint.  Much  of  the  rest  of  the  staff  is  in 
Budapest,  allowing  the  company  to 
work  24  hours  a  day.  "I've  got  one 
guy — he  was  number  one  in  the 
country  in  both  math  and  physics  in 
the  same  year,"  Simonyi  brags.  And 
that  was  in  Hungary. 

They  had  better  be  good,  because 
plenty  of  others  are  vying  to  remake 
computing.  James  Gosling,  the  Sun 
Microsystems  engineer  who  devisee 
Java,  has  a  project  called  "Jackpot, 
aimed  at  creating  a  common  transit 
tor  for  the  many  software  language 
now  in  use.  Tim  Berners-Lee,  wht 
played  the  greatest  role  in  creating  th< 
World  Wide  Web,  is  now  devising  "th< 
semantic  web,"  a  kind  of  intelligenc< 
to  rest  atop  his  creation. 

Simonyi  still  likes  his  chances 
"I've  got  the  biggest  damn  opporta 
nity  in  software,  and  software  is  stil 
the  biggest  damn  opportunity  in  the 
economy." 
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ind  you  thought  facilities  manaqement  was  just  about  chanqinq  liqhtbulbs.  ] 


Facilities  management  is  no  longer  defined  by 
mere  service  contracts. 

At  Cushman  &  Wakefield,  we  do  things  with  facilities 
management  that  you  never  thought  possible  — 
from  aggressively  negotiating  energy  cost  savings 
for  different  clients  within  geographic  clusters  to 
customizing  service  teams  to  more  efficiently 
cover  multiple  client  locations  24/7. 

And  with  our  integrated  technology,  clients  can 
access  all  real  estate  information  online,  in  real 
time,  for  critical  decision  making. 

To  put  our  power  to  work  for  you,  call 

John  Santora,  EVP,  Asset  Services  at  2 1 2.84 1 .5060 

or  visit  vvww.cushmanwakefield.com. 
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Brave      ^ 

New  World 


WILL  WRIGHT'S  videogame  Is  a  first  big  step  into  a  future 
where  a  computer  will  analyze  you  and  reprogram  itself  to 
keep  you  intrigued— and  trapped. 


BY  MONTE  BURKE 

he  future  of  entertainment  has  httle  to  do  with  strapping  yourself  into  a  chair 
and  putting  on  virtual  reality  headgear  that  transports  you  out  of  this  world. 
It's  very  much  centered  on  Earth  and  revolves  around  your  life  as  you  know 
it — or  can  imagine  it.  While  you  can't  yet  buy  books  or  movies  that  reflect 
your  proclivities,  aspirations,  inhibitions  and  fears,  you  can  grab  a  hot 
videogame  that  allows  you  to  create  characters  and  develop  your  own  plot  lines  and 
outcomes. 

Yes,  everyone  has  heard  a  great  deal  lately  about  The  Sims  (at  8  million  units  sold,  the  best- 
selling  PC  videogame  of  all  time)  from  Electronic  Arts.  And  about  its  creator.  Will  R.  Wright,  a 
slim,  bespectacled  4 1  -year-old  who  wOl  introduce  an  online  version  this  month,  just  in  time  for 
Christmas.  All  but  neglected  in  the  rush  of  publicity  are  the  implications,  good  and  bad,  of  a 
game  that  allows  the  player  to  act,  in  effect,  like  God — fashioning  people  out  of  nothing,  imbu- 
ing them  with  specific  characteristics,  providing  situations  and  decisions  that  have  conse- 
quences large  and  small.  "There  really  isn't  anything  out  there  Like  it,"  says  Wright.  He  has  cer- 
tainly impressed  the  opposition.  "The  Sims  is  something  that  has  the  real  potential  to  change 
the  way  we  play  games,"  says  Peter  Moore,  president  of  Sega  USA,  one  of  EA's  staunchest  rivals. 
And  once  it  hits  the  Web,  the  game  will  take  a  primitive,  but  impressive,  step  into  a  brave  new 
world  where  computers  will  watch  and  analyze  your  preferences  and  habits  and  reprogram 
themselves  accordingly. 

On  the  surface,  at  least.  The  Sims  is  a  surprisingly  simple  game,  relatively  thin  on  motion 
and  Doomlike  violence.  Players  invent  their  own  simulated  characters  (hence,  "sims") — 
choosing  gender,  personality,  physical  appearance,  job,  house,  car,  appliances  and  so  forth — 
that  live  in  a  neighborhood  with  other  sims  and  interact  with  them.  Using  clicks  of  the 
mouse,  you  pick  from  a  finite  number  of  personality  traits;  you  can  download  from  the  Web 
a  virtually  infini'^e  number  of  physical  aspects,  from  looks  to  clothes;  your  character  can 
resemble  Britney  Spears  or  Queen  Victoria,  Marilyn  Manson  or  Bill  Gates.  You  put  your 
characters  into  day-to-day  situations,  then  either  sit  back  and  watch  them  work  out  their 
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own  decisions  or  intervene, 
determining,  for  example,  if 
your  sims  eat,  help  the  kids  with  their 
homework  or  flirt  with  a  neighbor. 
(Kissing  is  as  passionate  and  exphcit 
as  the  game  gets.)  Take  a  more  hands- 
off  approach  and  there  may  be  "seri- 
ous" consequences:  Fail  to  provide 
food,  and  your  sim  will 
become  grumpy,  per- 
haps even  die;  without 
a  trip  to  the  bathroom, 
a  sim  will  pee  on  the 
floor.  It's  the  outcome 
of  these  trivial  decisions 
that    makes    up    the 
game.  For  example,  if 
you've      created      an 
upwardly  mobile  sim, 
you'd  better  make  sure 
he  gets  a  good  job.  A 
lazy     sim      probably 
requires  a  large-screen 
TV  to  be  happy.  Wright 
has     programmed     a 
degree  of  free  will  into 
sims,  but  the  player  is 
the  real  demiurge  be- 
hind the  scenes. 

Wright  sees  The  Sims  as  a  pros- 
thetic for  our  own  imaginations, 
amplifying  creative  impulses  as  a  car  is 
a  souped-up  extension  our  legs  (and 
personalities).  "You  can  get  a  good 
sense  of  what  a  player's  ideals  in  life 
are  by  watching  how  they  play,"  he 
says.  "Are  they  trying  to  be  successful 
financially,  trying  to  fall  in  love  or  flirt, 
or  just  spending  all  their  time  building 
a  hot  tub  on  the  back  deck?  It's  a 
reflection  of  their  vision  of  happi- 
ness." Since  the  game  was  introduced 
two  years  ago,  players  have  created 
over  1,000  Web  sites  to  show  off  their 
characters  and  trade  "skins"  (traits  like 
clothes,  hair  and  the  like),  and  have 
downloaded  a  huge  amount  of  con- 
tent into  their  own  games.  "We  just 
sort  of  put  it  oc  there,  and  people  tai- 
lored it  to  their  ('  likes  and  dislikes," 
says  Wright. 

This  sort  ot  cvisromization  takes  a 
great  leap  forwai  J  in  the  online  ver 
sion,  which  provides  many  more 
choices  for  players.  Another  big  differ- 


ence: Instead  of  playing  the 
game  with  other  computer- 
controlled  characters,  you  will  be  meet- 
ing other  sims  who  are  controlled  by 
real  people  in  a  "virtual  sandbox."  You 
can  create  a  sim  that's  a  true  reflection 
of  who  you  are  or  your  ideal  version  of 
yourself — even  your  evil  twin. 

Using  a  central  data- 
base, Wright  will  also  be 
able  to  make  subtle  and 
dramatic  changes  to 
the  game  as  it  is  played 
over  time.  A  war  in  Iraq 
might  send  a  current 
of  anxiety — or  testos- 
terone— through  the 
neighborhood  and 
change  its  dynamics.  He 
can  also  introduce 
change  on  a  whim — say, 
drastically  lower  housing 
prices,  gauge  players'  re- 
sponses (from  rage  to  re- 
lief) and  adjust  the  dy- 
namics   of  the    game 

Unbuttoning  your  inhibitions:  The  Sims  lets  you  create  your  own  characters 


accordingly.  It's  a  crude 
step  in  the  direction  of  a 
game  that  can  eventually 
become  so  customized  to 
the  likes  and  dislikes  of 
individual  players  that  no 
two  versions  will  look 
the  same. 

In  the  not-so-distant 
future,  Wright  speculates, 
the  cyberagent  and  the 
customized  computer  will 
merge  to  become  a  mod- 
erator between  two  real 
people  collaborating  with 
their  imaginations.  Some- 
day perfect  strangers,  each 
wearing  their  personal- 
ized databases,  will  en- 
counter one  another's  digital  fantasies — 
the  cyberversion  of  two  dogs  sniffing 
each  other  out. 

All  of  this  from  a  playful  adult 
whose  title  on  his  business  card  is 
"metaphorical  cartographer."  Growing 
up  in  Georgia  and  Louisiana,  Wright 
was  a  kid  who  liked  to  build  model  air- 


planes. He  spent  five  years  in  two  col- 
leges, studying  aviation,  mechanical 
engineering  and  architecture,  but 
never  bothering  with  a  degree.  "I  pro- 
grammed computers  and  played  a  lot 
of  games,"  he  recalls.  "I  figured  I'd  bet- 
ter try  to  make  a  living  at  it."  In  1981 
he  moved  with  his  wife  to  the  Bay 
Area,  which  put  him  in  the  middle  of 
the  infant  cyber  phenom. 

Four  years  later  he  came  up  with 
the  idea  for  SimCity,  in  which  players 
designed  their  own  cities.  "I  wanted  it 
to  be  a  game  with  no  end,  like  an  Erec- 
tor Set,"  he  says.  When  he  took  it  to 
Broderbund  software,  he  was  told  to 
turn  it  into  a  game  that  could  be  won 
or  lost.  Wright  refused  and  founded 
his  own  company — Walnut  Creek, 
Calif.-based  Maxis — with  Jeffrey 
Braun,  a  software  salesman.  They  pub- 
lished SimCity  in  1989;  it  was  a  hit. 
SimEarth,  SimFarm  and  SimCopter 
followed. 

SimAnt,  a  game  in  which  players  de- 
sign their  own  complex  ant  colonies,  is 
based  on  the  books  of 
Harvard  biologist  Ed- 
ward O.  Wilson.  Around 
that  time  he  was  also 
reading  A  Pattern  Lan- 
guage, by  Christopher 
Alexander,  an  urban  the- 
orist who  pushed  for  a 
new  architecture  that 
served  various  aspects  of 
human  behavior,  reject- 
ing the  arbitrariness  ot 
present-day  offerings. 
Wright  connected  the 
two  disparate  works  and 
thought,  why  not  design 
^  a  game  that  involves  in- 

5  teraction  among  people 

M,  fi-om  the  ground  up?  The 

"  result  was  The  Sims. 

Downside:  the  po- 
tential for  addiction.  "The  idea  that  you 
could  have  a  system  that's  constant!) 
trying  to  find  your  weak  spots  an< 
catering  to  them  with  an  aim  to  drav 
you  in  and  make  you  stay  is  scary,"  h< 
says.  That  and  the  chilling  prospect  thai 
real  people  start  living  vicariousl) 
through  their  cyberselves.  f 
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They  say  a  tree  Is  known  by  its  fruit.  Well,  at  International 
Paper  we're  known  for  our  tiigh-quallty  packaging.  Which  Is 
consistent  all  around  the  world.  So  whether  you  ship  bananas 
from  Brazil,  porcelain  from  Portugal,  or  silk  from  Singapore, 
we  can  provide  the  packaging  from  one  dependable  source. 
Global  solutions  from... 
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PFIZER  DISCOVERS  NEW 
ELEMENT  FOR  SUCCESS. 


THEY  CALL  IT 

MICHIGAN 

#1  State  for  new  business  locations  and  expansions  5  years  in  a  row 

#4  Nationally  with  over  560,000  High-Tech  workers 

#2  Nationally  with  nearly  $19  billion  in  total  R&D  Expenditures 

Pfizer's  dec'sion  to  expand  in  Michigan  is  the  biggest  news  since  Boeing  expanded  in  Chicago.  Actuallyj 
bigger.  £'       j.v  Expansion  maqame  has  named  the  Pfizer  investment  the  largest  deal  in  the  nation  for! 

For  the  full  story,  call  1.800.946.6829  or  visitwww.michigan.org. 


MICHIGAN 


EAT  LAKES.  GREAT  LOCAT 


ilTAL  TQQLS  by  Stephen  Manes 
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PDAs,  Connected  and  Not 


IESPITE  ALL  THE  HOLIDAY  SELLING  HOOPLA,  THERE 
are  really  only  two  kinds  of  pocket  computers  on  the 
market:  connected  and  disconnected.  Connected  de- 
\  ices  like  smartphones  and  Research  In  Motion's 
BlackBerrys  can  access  e-mail  and  the  Web  without 
s.  Disconnected  models,  including  the  vast  majority  of 
>,  get  their  data  fixes  mostly  via  cables  hooked  up  to  par- 
:omputers.  There  are  arguments  for  both  types,  and  there's 
good  news:  Prices  are  dropping  sharply, 
'aim's  cheap  new  Zire  is  the  doyenne  of  disconnectedness, 
le  hitherto  unheard-of  price  of  $99,  it's  as  bare-bones  as  any 
1  ever  sold.  There's  no  upgrade  path,  so  what  you  see  is 
t  you  get.  The  connector 
in't  work  with  outboard 
ssories  like  keyboards,  and 
e's  no  way  to  add  memory 
le  basic  2  megabytes.  The 
comes  with  cables  rather 
a  cradle.  The  screen  lacks 
r  and  a  backlight.  Two  of 
original  four  buttons  have 
I  eliminated, 
till,  beneath  its  white  case 


Connected 
handhelds  let  you 
get  at  your 
e-mail  and  the 
Web  without  wires. 
Disconnected 
models  are  mostly 
fancy  organizer's. 


and  rubbery  blue  cover,  this 
slim  package  does  everything 
the  original  Palm  Pilot  did  and 
more.  It  can  store  thousands  of 
contacts  and  a  very  busy  calen- 
dar, and  it  synchs  with  both  its 
own  desktop  software  and  with 
Microsoft  Outlook.  It  may  not 
run  the  biggest  programs,  but 
aside  from  a  choppy  installation 
process  on  Windows  XP  and 
users'  need  to  learn  the  Graffiti 
handwriting  system,  it  works  weU.  And  if  you  happen  to  lose  it, 
you  can  replace  it  by  shedding  a 
C-note  rather  than  a  tear. 
At  $499  the  new 
Tungsten  T  is  a  differ- 
ent beast  entirely — a 
smaller,  fancier  one 
whose  limited  connectiv- 
ity translates  into  far  less 
value.  A  panel  at  the  bottom 
slides  open  to  reveal  the  Graffiti 
typing  area  below  the  screen  and 
closes  to  create  the  smallest  Palm  facade 
yet.  A  new  four-way  rocker  switch  with  a 
button  in  the  middle  makes  one-handed 
navigation  possible  once  you  get  used  to  some 
odd  conventions. 

A  new  backlit  color  screen  takes  a  nod  from  Sony's  Clie 
models  in  quadrupling  resolution  to  320-by-320  pixels — 
though  the  system  and  many  applications  still  use  clunky 
fonts  that  look  only  marginally  better  on  the  new  screen  than 
the  old.  But  the  screen  definitely  helps  programs  like  Docu- 
ments to  Go,  which  has  always  done  a  far  better  job  of  work- 
ing with  Microsoft  Office  documents 
than  Microsoft's  own  Pocket 
PC  counterparts  and  can 
now    display    fonts 
more  crisply  and 
accurately. 
The  Palm  Uni- 
versal Connector  on  the 
bottom  hooks  up  to  existing 
accessories  and  new  ones  like  a 
folding  keyboard  even  slimmer  than 
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Above:  Dell's  beefy, 
versatile  Axim  X5. 
Right:  HP's  svelte 
IPAQ  Pocket  PC  hl9IO. 


previous  models.  There's  a  built- 
in  microphone  that  works  with 
voice-recording  software;  a  version 
of  RealOne  Player  is  promised  for 
fans  of  digital  audio.  And  this  is 
the  first  device  to  run  the  new 
Palm  OS  5.0  operating  system.  Al- 
though it  is  compatible  with  many 
older  applications,  some  will  re- 
quire upgrades. 

But  the  wireless  feature  built 
into  this  unit,  alas,  is  the  hapless 
Bluetooth,  rather  than  the  far 
more  popular  and  useful  Wi-Fi. 
That  limits  it  to  communicating 
via  the  still  relatively  rare  Blue- 
tooth-enabled phones,  laptops  and 
other  devices.  The  Secure  Digital 
slot  should  one  day  make  Wi-Fi 
cards  an  option,  but  for  now 
they're  unavailable.  And  $500  for 
this  unit  seems  ridiculously  high 
in  a  world  where  you  can  buy  truly 
connected  smartphones  in  several  flavors  (FORBES,  Sept.  16)  for 
the  same  price — or  less. 

Or  you  could  get  a  couple  of  units  of  the  cheapest  Pocket 
PC  ever  offered:  the  Dell  Axim  X5,  which  costs  as  little  as  $199 
after  rebates.  I  tested  a  $299  model,  which  comes  with  a  faster 
processor,  more  memory  and  a  cradle  instead  of  cables  but  is 
otherwise  identical. 

The  major  drawback  of  these  price-busters  is  their  size: 
Compared  with  the  Palms  and  other  late-model  Pocket  PCs, 
they  seem  downright  beefy.  But  thanks  to  two  slots,  one  for 
Secure  Digital  memory  media,  the  other  for  Compact  Flash, 
they  are  potentially  as  versatile  as  any  pocket  computer 
ever  made. 

Expansion  slots  let  Dell's  big,  new  Pocket 
PC  link  to  wireless  networks;  HP's  slim 
new  iPAQ  is  essentially  deaf  to  the  world. 

That  Compact  Flash  slot  is  the  Axim's  path  to  connected- 
ness. I  plugged  in  a  $70  Linksys  WCF12  Wireless  Compact  Flash 
card,  and  suddenly — well,  more  like  eventually,  since  it  took 
considerable  fiddling  with  software  settings  hidden  hither  and 
yon — I  was  surfing  the  Web  and  collecting  e-mail  via  my  home 
wireless  network.  Want  wider  coverage?  Sprint  has  just  begun 
offering  a  $230  (not  counting  service)  Compact  Flash  unit 
called  the  PCS  Connection  Card  Mode!  CF2031.  It  uses  Sprint's 
national  Vision  network  for  data  and  even  lets  you  plug  in  an 
earphone  for  voice  calls.  The  hitch  is  that  its  outboard  battery  is 
twice  as  big  as  the  card  itself. 

The  Axim's  240-by-320-pLxel  backlit  screen  is 


Pocket  PC 
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sharp  and  reasonably  bright.  The  lithium-ion  batten 
is  removable,  a  boon  for  those  who  subject  their  hauM 
helds  to  constant  use.  A  folding  keyboard  is  promisee' 
shortiy. 

Though  the  four-way  switch  on  the  front  panel 
and  the  two-way  rocker  on  the  side  are  designed  to 
make  one-handed  operation  easier,  they  often  seemed 
imprecise,  overshooting  or  undershooting  intended 
selections.  There's  no  integrated  cover  to  protect  the 
screen;  the  leather  carrying  case  lacks  a  belt  clip  and 
makes  the  unit  even  bulkier. 

And  Microsoft's  Pocket  PC  software  remains 
shamefully  dopey,  not  to  mention  slow.  If  you  pick  u 
standard  P0P3  mail  with  the  handheld,  the  softwai. 
can't  synch  it  with  your  desktop  Outlook  folders.Ihe 
pocket  version  of  Office  stiU  routinely  destroys  desk 
top  documents'  original  formatting. 

Still,  thanks  to  those  built-in  slots,  $199  buys  yc 
a  unit  that's  relatively  fi 
ture-proof.  If  you're  wi!! 
ing  to  put  up  with  th 
drawbacks,  there's  no  re< 
son  to  pay  more. 

Hewlett-Packard  will  tr 
to  seduce  you  anywa\.  1 
cute  $299  iPAQ  h  1910  is  th 
smallest  Pocket  PC  I've  seei 
Though  its  screen  is  th 
same  size  as  the  Axim  >,  it 
clearly  brighter.  The  uii 
weighs  just  4.23  ouna 
compared  with  the  Axim 
6.9,  and  it  takes  up  not  muc' 
more  than  half  the  Axim 
space.  It  comes  with  largel 
the  same  software  as  the  DeO  models  and,  as  with  the  cheape 
Axim,  cables  rather  than  a  cradle.  It,  too,  has  a  removable  batter 
Unfortunately  the  iPAQ  suffers  from  permanent  disconnect 
edness.  Its  Secure  Digital  slot  lacks  the  feature  known  as  Sei-ui 
Digital  Input/Output  (SDIO),  which  means  it's  limited  primar 
ily  to  memory  and  doesn't  work  with  devices  like  cameras  arii 
network  cards.  The  iPAQ  is  essentially  as  deaf  to  the  world  as  tit 
$99  Zire.  The  unit  may  be  charming,  but  it's  a  bad  deal. 

If  a  disconnected  PDA  meets  your  needs,  get  theZirc  \ 
won't  have  to  mourn  when  you  eventually  decide  to  toss  it  i 
the  trash.  If  you  long  for  connectedness,  be  aware  that 
next  big  wave  of  PDAs  is  likely  to  have  Wi-Fi  built  inj 
Toshiba's  Pocket  PC  e740  already  does — but  at  a  far  loi 
price  than  Toshiba's  $599. 

For  now,  a  truly  connected  PDA  should  accept  Com] 
Flash  adapters  for  Wi-Fi  and  other  networks  as  the 
does — or  better  still,  be  inside  your  phone  and  come  wil 
built-in  thumb-typing  keyboard.  Hello,  Handspring  Treo. 


pYii-f^pc  I  Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been  covert 
■MK^^icoKi  I  technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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RT  Hi  IN  A  SERIES:  FOCUS  ON  SMARTZONES' 


Michigan,  Technology  Is  Job  One 

ry  Eckhoff 


ove  over  Silicon  Valley.  Michigan 

IS  nnaking  a  name  for  itself  in 

jy,  and  it's  not  just  IT  that's  steal- 

10W. 

last  five  years,  Michigan  has 
as  a  leader  in  life  sciences,  alter- 
ergy  and  advanced  manufacturing 
ng  technology  clusters.  Its  new 
les'"  program  will  accelerate  this 
ichigan  SmartZones  are  bringing 
'ersities,  researchers,  entrepre- 
enture    capitalists    and   workers 

They  also  have  helped  secure 
's  reputation  as  the  nation's  top 

location  for  five  years  running, 
)  to  Site  Selection  magazine, 
elieve  we  can  stimulate  innovative, 
I  economic  development  across 
with  SmartZones  as  significantly 
t  did  at  the  start  of  the  last  century 
automobile  industry,"  says  Doug 
president  and  CEO  of  the  Michigan 
:  Development  Corporation  (MEDC). 
an's  11  SmartZones  were  created 
with  funding  from  the  MEDC  and 
/  to  use  taxes  captured  from  the 
/vithin  the  SmartZone  to  support 
ture  and  ongoing  operating  costs. 
ing  is  being  used  for  infrastructure, 
te  and  a  variety  of  publicly  owned 
facilities,  including  business  incuba- 
iferencing   space,   telecommunica- 

R&D  labs.  The  funds  also  pay  for 
3  services  and  accelerator  programs. 
lones  are  designed  to  bring  togeth- 
minds  in  an  environment  that  can 


The  Michigan  Information  Technology  Center 
is  being  built  in  the  Ann  Arbor/Ypsilanti  SmartZone" 


accelerate  the  commercialization  of  ideas  into 
the  marketplace.  "By  having  each  SmartZone 
affiliated  with  one  of  Michigan's  four-year  uni- 
versities, we  will  create  the  ideal  setting  to 
spur  start-ups  and  a  whole  new  generation  of 
entrepreneurs,"  says  the  MEDC's  Rothweli. 
Significant  activity  has  already  begun  at 
SmartZones  across  Michigan.  For  exam- 
ple, the  Kalamazoo  SmartZone  is  anchored 
by  the  Western  Michigan  University  Business 
Technology  and  Research  Park  (WMU  BTR), 
which  hopes  to  attract  companies  in  life 
sciences,  IT  and  advanced  engineering  and 
will  house  a  58, 000-squa re-foot  innovation 
center  complete  with  business  incubator  and 
accelerator  programs.  The  center  will  open 
in  early  2003.  WMU's  new  College  of 
Engineering  and  Applied  Services  is  under 
construction  as  well,  while  a  paper  and  pnnt- 
ing  research  facility  recently  opened  nearby. 
A  handful  of  new  companies  in  life  sciences, 
fluid  handling  systems,  environmental  engi- 
neering and  IT  and  knowledge  management 
will  comprise  the  BTR's  early  tenants. 


The  Ann  ArborA'psilanti  SmartZone  will 
be  focused  on  IT,  nanotechnology  and  alter- 
native energy,  and  envisions  itself  as  a  vir- 
tual business  incubator  that  will  capitalize 
on  the  region's  fourth-place  national  ranking 
in  business  formation. 

One  of  this  SmartZone's  major  attrac- 
tions will  be  the  Michigan  Information 
Technology  Center,  a  100,000-square-foot 
facility  containing  incubator,  flexible  office 
and  lab  space  for  start-ups.  Other  tenants 
will  include  Internet  2,  a  private-public  sector 
partnership  dedicated  to  creating  the  next 
generation  of  high-speed  Internet,  offenng 
speeds  up  to  100  times  faster  than  the  cur- 
rent Internet,  and  Merit  Network  Inc., 
Michigan's  leading  provider  of  advanced 
Internet  services  for  research  and  education. 

While  SmartZones  are  not  the  only  loca- 
tions for  doing  business  in  Michigan,  they  do 
provide  a  nucleus  where  collaboration  and  a 
high-tech  workforce,  as  well  as  access  to 
high-tech  support  and  amenities,  are  easy  to 
find.  This  strategy  has  produced  impressive 
early  results:  24  new  companies  plus  $120 
million  in  private  investment  to  date. 

"Michigan  has  a  history  of  raising  the  bar 
when  it  comes  to  innovative  economic  devel- 
opment. Our  Renaissance  Zones,  Michigan 
Technical  Education  Centers  and  Brownfield 
Redevelopment  program  are  the  first  initia- 
tives of  their  kind  and  have  been  copied  by 
other  states,"  says  Rothweli.  "We  believe 
SmartZones  will  continue  that  innovative  rep- 
utation, as  well  as  aid  our  state  in  gaining 
greater  national  and  international  recognition 
as  a  center  for  technological  advancement." 

i-'or  more  information  on 
Michigan's  SmartZones,  please  contact  the 
Michigan  Economic  Development  Corporation 
at  800-946-6829  or  visit  www.michigan.org. 


SmartZone' 
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The  sluggish  economy  has  forced  security  analysts  to 
cut  their  expectations  of  corporate  earnings  again  and 
again.  So  where's  the  bottom?  by  tricia  mcginnis 
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Revisions  Index 


Based  on  the  monthly  ratio  of  S&P  500  estimate 
increases-to-decreases,  analysts  are  now  more 
pessimistic  than  they  have  been  in  many  years. 


S&P  500  fiscal  year  forecasts 
over  preceding  12  months 


:;0.93 


^Average  __. 

I 11978-2001      ^S  2003 


0.74 

I 


0.75 


0.63 


0.36 


10.28 
J9 


S&P  500  Earnings 


Profits— before  writeoffs— fell  18%  in  2001  but  are 
expected  to  rise  8%  this  year  and  14%  in  2003. 
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Source:  Thomson  F$nj  ■    .  'IHES. 
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GROWTH  OVER 
PREVIOUS  YEAR 

2000 

$55.12 

25.8 

8.5% 

2001 

45.16 

26.4 

-18.1 

2002E 

48.75 

20.7 

7.9 

2003E 

55.70 

16.2 

14.3 

Actual  and  estimated  earnings  are  before  writeoffs. 
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1^  ecurity  analysts  may  be  Wall  Street's  perennial  cheer- 
|™  leaders,  but  even  they  have  had  to  pat  away  the  pom- 
^^  poms  during  this  prolonged  economic  slowdown. 
I^B  Analysts  are  now  predicting  only  an  8%  increase  in 
1^  S&P  500  profits  in  2002,  or  earnings  of  $49  per  S&P 
before  writeoffs.  That's  better  than  last  year's  18%  drop, 
year  ago  these  seers  were  predicting  a  15%  gain  during 
And,  if  you  don't  want  to  be  depressed,  don't  even  look  at 
ottom  line  after  writeoffs  are  subtracted.  Standard  & 
s  expects  $31  for  that  number  in  2002. 
ow  will  2003  shape  up?  Analysts  are  now  forecasting  a 
earnings  gain  for  the  S&P  500;  back  in  AprU,  21%  growth 
xpected.  And  analysts'  recent  downward  estimate  revi- 
are  overshadowing  their  upward  revisions  to  a  greater 
t  than  they  have  historically  (see  chart  opposite). 
^ith  earnings  estimates  in  such  a  volatile  state,  how  can 
tors  profit  from  this  information?  One  outfit  that  tries  to 
out  the  signals  from  all  this  estimate  noise  is  StarMine, 
I  looks  at  the  spread  between  consensus  earnings  forecasts 
he  average  forecast  of  just  those  analysts  with  the  best 
ds  (see  box  below). 

dee  a  look  at  Dow  Jones  &  Co.,  publisher  of  the  Wall  Street 

lal.  After  a  weak  2002  (the  general  expectation  is  for  a 

56  cents  a  share  in  net),  the  company  is  supposed  to 


rebound  smartly  next  year.  How  far?  The  consensus  forecast 
calls  for  2003  profits  of  94  cents  a  share,  but  the  smartest  secu- 
rity^  analysts  are  predicting  $1.04.  A  positive  earnings  surprise 
of  that  magnitude,  if  it  comes  through,  should  do  good  things 
for  the  stock. 

On  page  356  we  pick  apart  the  expert  opinions  for  three 
sectors:  biotechnology,  food  and  home  construction. 

•Analyst  Agreement  is  ranked  on  a  scale  of  1  to  5,  with  a  5 
signaling  almost  complete  agreement  among  analysts. 

•  Instinefs  Earnings  Evaluation  Rank  scores  companies  on  a 
scale  of  1  to  10  for  past  earnings  surprises,  earnings  revisions 
and  expected  earnings  growth.  A  rank  of  9  or  10  signals  bullish 
sentiment,  whOe  a  1  or  2  is  bearish. 

•  Barra  Risk  Factor  can  help  predict  a  stock's  price  sensi- 
tivity to  missing  or  beating  its  consensus  forecast  or  to  chang- 
ing its  earnings  guidance  (the  public  hints  from  the  company 
about  coming  earnings  numbers).  This  factor  projects  likely 
stock  price  volatility  and  is  based  on  more  than  40  compo- 
nents such  as  stock  turnover  rate,  earnings  variability,  senior 
debt  rating  and  historic  earnings  growth.  The  scale  is  from  0 
to  100,  with  100  indicating  the  greatest  volatility  relative  to 
the  overall  stock  market. 

Similar  data  for  an  additional  12  industrial  groups  can  be 
found  at  forbes.com/forecasters.  F 


Stargazing 


Consensus  earnings  estimates— the  average  forecasts  from  all 
the  analysts— are  widely  available  through  the  Thomson  Finan- 
cial/lBES  system  and  thus  tend  to  be  incorporated  in  the  prices 
of  stocks.  How  do  you  get  an  edge  in  stock  picking?  Find  out  which  analysts  are  the  best  and  use 
their  forecasts  rather  than  the  consensus. 

StarMine,  a  four-year-old  researph  boutique  in  San  Francisco,  has  made  a  specialty  of  analyzing  the  an- 
alysts. Working  with  Thomson,  it  collects  earnings  estimates,  revisions  and  recommendations  on  5,500  U.S. 
companies  from  3,500  analysts.  It  compares  analysts'  forecasts  with  companies'  actual  results  and  matches 
stock  performance  against  the  analysts'  buy  and  sell  recommendations.  The  top  32.5%  of  the  profession  get 
four  or  five  stars,  and  their  forecasts  are  tracked  separately. 

Sometimes  the  top  stars  line  up  with  their  less  luminous  peers.  In  the  semiconductor  sector,  for  example, 
2003  forecasts  for  Intemational  Rectifier  and  STMicroelectronics  come  out  the  same  whether  you  use  just  the 
best  analysts  or  the  whole  lot.  But  sometimes  there's  a  wide  spread— and  in  a  volatile  stock,  a  difference  of  a 
nickel  a  share  off  the  consensus  forecast  can  mean  a  big  swing  in  a  stock  price  when  earnings  come  out.  Here 
are  six  companies  with  significant  spreads  between  consensus  and  four-  and  five-star  forecasts.        —T.M. 
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2003  ESTIMATED  EPS 

COMPANY/BUSINESS                        'HHHH 

CONSENSUS 
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Agile  Software/internet  software 

$8.36 

-$0.18 

-$0.36 

Dow  Jones  &  Co/publishing 

40.75 

0.94 

1.04 

HJ  Heinz/food  processing 

34.68 

2.53 

2.15 

Landstar  System/trucking 

51.00 

3.24 

3.42 

Nextei  Partners/wireless  services 

7.05 

-0.66 

-0.57 

Whole  Foods  Market/supermarkets 

50.55 

1.98 

1.66 

Prices  as  of  Nov.  20.  Sources.  StarMine:  FT  Interactive 

Data,  Thomson  Fmancial/IBES  send 

Muffex  via  FactSet  Research  Systems. 
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llie  Skinny  on  2003 

> 
\ 

Here's  the  outlook  for  big  biotechnology,  food  and  home  construction  stocks.  The  experts 

are 

saying  that  home  building  will  remain  hot,  but  biotech  could  see  a  still  bigger 

earnings  rise.    1 

■1 
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2003         EARNINGS 
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Abgenix                                        $8.69 

-$1.53       -$1.69      -$1.49          6 

NM            MM 

3 

77 
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Affymetrix                                    28.10 
Amgen                                           46.82 

0.12           0.45          0.47        10 

269%           63 

2 

63 

1.36           1.64          1.65          7 

21              28 
8              26 

3 

34 

4.m 

Biogen                                           43.49 

1.57           1.70          1.69           5 

3 

47 
30 

il 

Chiron                                            40.87 
Genentech                                    35.73 

1.29           1.45          1.47          8 
0.92           1.08          1.07          3 

13              28 

3 

17              33 

3 

41 

Genzyme                                      30.70 
Gilead  Sciences                            36.27 

1.08           1.38          1.40          8 
0.37           0.76          0.70          9 

28             22 
111              48 

3 

57 

O.40' 

2 

52 

IDEC  Pharmaceuticals                  38.54 

0.81           1.13          1.14          9 

40              34 
NM            NM 

3 
2 

54 
78 

0.36 

ILEX  Oncology                                703 

-1.50         -1.48        -1.45           6 

0.03' 

Medarex                                           3.99 

-0.95         -1.09        -1.05           2 

NM            NM 
60              30 

2 
NA 

78 
42 

0.05* 

Techne                                         32.80 

0.645          110          1.12          7 

1 

0.14 

FOOD 

7-Eleven                                          8.05 

0.67           0.69          0.75          6 

4              12 

3 

48 

8.4 

ConAgra  Foods                             24.69 

1.62           1.76          1.80          8 

9             14 

3 

2 

271 

Dean  Foods                                  38.12 

2.78           3.05          3.06          9 

10              13 

5 

12 

8.d 

Fleming  Cos                                     5.56 

1.26           1.72           1.74          5 

36                4 

2 

84 

16.9 

HJ  Heinz                                        34.68 

2.49           2.53          2.15           2 

2              14 

3 

4 

9.j 

Kellogg                                          34.47 

1.73           1.89          1.89          5 

9              18 

5 

3 

8.5 

Kraft  Foods                                    3740 

2.03           2.25          2.27          7 

11              16 

5 

5 

34.1 
51.1 

Kroger                                           15.10 

1.67           1.79          1.78           3 

7                8 

3 

23 

Safeway                                       21.57 

2.76           2.51          2.53           3 

-9                9 

3 

24 

34.8 

Smithfield  Foods                           1727 

0.99           1.78          1.71           1 

79             10 

2 

27 

77 

Sysco                                           31.25 

1.01^           1.18         1.18          7 

17              27 

3 

5 

23.9 

United  Natural  Foods                    24.00 

0.89=          1.19          1.19          6 

34              20 

4 

39 

U 

i  HOME  CONSTRUCTION 
Beazer  Homes                              60.58 
Centex                                           46.26 

10.745        12.11        12.18          9 
8.19           9.17          8.78          8 

19                5 

3 

II 

30 

'i 

12                5 
10                6 
18                5 

3 
3 

19 
20 

^1 

Lennar                                           52.45 
DR  Horton                                     18.10 
Hovnanian  Enterprises                 32.35 
KB  Home                                       43  54 

736           8.10          8.27          7 
2.875          3.38          3.34          6 

3 

21 

6.1' 

4.35           4.67          4.60          9 
6.82            759           768          7 

7                7 

4 

43 

2.; 

4  ' 

11                6 

3 

17 

MDC  Holdings                               33.60 
NVR                                             31725 
Pulte  Homes                                  44.80 
Ryland  Group                                 36.55 
Toll  Brothers                                  19.65 

5.89           6.38          6.40          8 
36.03         40.27        41.34          8 

8                5 

3 

29 
23 
16 
33 
26 

2 
3 

1 

12                8 

3 

707            789          8.03          8 

12                6 

3 
3 

6.09           6.73          6.65          8 

11                5 

2.88           3.23          3.35          7 

12                6 

3 

Standard  Pacific                            23.74 

3.58            4.09           4.30           6 

14                6 

2 

29 

J 

^^^^H                                                       For  additional  estimate  data  on  12  other  industries,  go  to  forbes.com/forecasters.                                                 1 1 

Prices  as  of  Nov.  20.  'Four-  and  five-star  analysts.  'Instinet  Earnings  Evaluation  Rank  captures  the  relationships  among  earnings  surprises,  estimate  revisions,  expected  earnings  grow  |«, 
and  future  share  price  changes.  A  rank  of  9  or  10  is  considered  bullish,  while  1  or  2  is  bearish.  =Level  of  agreement  among  analysts:  A  score  of  5  means  very  high  agreement  and  1  mear  1 
very  low  level  of  agreement.  "Risk  factor  shows  a  stocks  projected  volatility  relative  to  the  overall  market.  A  higher  number  means  greater  risk.  Scale  is  from  0  to  100.  ^Actual.                f 
NA:  Not  available.  NM:  Not  meaningful.  Sources:  StarMine:  Barra  Risk  Factor  Analysis:  Instinet:  FT  Interactive  Data,  Thomson  Financial/IBES  and  Multex  via  FactSet  Research  System: 
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Winning  with  e-commerce:  There's  something  new  at  London's  antiquarian  book  dealer 
Peter  Harrington.  They're  selling  25%  of  their  volume  on  the  Web.  Their  platform? 
The  easy-to-manage  IBM  (©server  xSeries™  Select  xSeries  models  feature  the  Intel® 
Xeon™  processor  to  give  you  superior  performance  and  cost-effectiveness.  For  a 
complimentary  IDG  report  on  how  growing  companies  are  using  IT  to  advance  their 
business,  go  to  ibm.com/eserver/peterharrington     (^l,^,^ ,}  TJfeqn^.  H*^ibH/H 


rs  and  results  reported  are  from  customer  sources.  This  customer  example  is  intended  as  an  illustration  only.  Costs  and  results  obtained  in  other  customer  environments  will  vary 
I,  among  other  things,  on  individual  customer  configurations  and  conditions.  IBM,  the  e-business  logo,  e-business  is  the  game.  Play  to  win  and  xSeries  are  trademarks  or  registered 
3  of  International  Business  l^techines  Corporation.  Intel,  the  Intel  Inside  logo  and  Xeon  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States 
:ountries.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©  2002  I BM  Corporation.  All  rights  reserved. 
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StarMine  five-star  analyst  Mark  FitzGerald  was  ahead  of  many  of  his  peers  when 
he  boldly  called  a  slowing  long-term  growth  rate  for  the  semiconductor  business. 
His  outlook  for  2003  doesn't  get  any  rosier  |  by  arik  hesseldahl 


n  December  2001  Mark  FitzGerald,  then  a  year  and  a  half 
;  -;  into  his  job  as  a  semiconductor  capital  equipment  analyst  at 

Bank  of  America  in  San  Francisco,  sensed  the  end  of  the  old 
fe^  world  and  the  beginning  of  the  new.  As  the  chip  industry  was 
i"  closing  out  the  worst  year  in  its  history,  FitzGerald  saw  little 
hope  for  the  long-expected  recovery  that  should  be  just  around 
the  corner. 

Cycles  in  the  chip  business — and  in  the  chip  manufacturing 
equipment  sector  that  supplies  it — have  always  been  extreme.  But 
over  two  Jc-  :,:les  investors  in  chip  stocks  could  always  take  comfort 
in  a  compouiv  i  ;u)rm<:'  sales  growth  that  averaged  just  below  15%. 

"No  more'  was  Fi.zGerald's  message  a  year  ago.  The 
decades  of  predictable  !ont;-terr  \  growth  punctuated  by  harsh 
boom-and-bust  cycles  were  o\.'j  Annual  sales  growth  of  just 
5%  to  10%  was  more  likely.  "F;  .  k  then,"  he  says,  "we  were 
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considered  heretics  for  saying  it." 

Once  unthinkable,  FitzGerald's  view  is  now  pretty  close 
conventional  wisdom.  Even  the  industry's  flagship  trade 
the  Semiconductors  Industry  Association,  is  projecting  a' 
revenue  growth  of  8%  to  10%  in  the  years  to  come. 

FitzGerald  thinks  that  chipmakers  will  continue  to  su: 
2003.  Intel,  which  long  preached  a  philosophy  of  spe 
through  the  downturn,  will  probably  trim  capital  spen 
2003  to  $3.5  billion  from  $4.7  billion  for  2002.  Advanced  ^ 
Devices,  whose  founder  and  Chairman  Walter  J.  Sanders  cfl 
the  phrase  "Real  men  have  fabs,"  has  plans  to  outsource  S 
manufacturing  in  order  to  reduce  capital  costs. 

Equally  gloomy  is  FitzGerald's  outlook  for  chip  manufa 
ing  equipment  companies.  Chipmakers  are  taking  on  two 
tal-intensive  burdens  at  once:  increasing  the  size  of  silicon 


American  Values 


C'ery  day,  our  founder  has  the  same  it's  a  tradition  around  here.  One  of  the  many  we've 


nch.  It  isn't  lobster  tail. 


created  in  our  44  years  of  managing  investments. 


5  a  true  story  At  noon,  he  sits  down  in  the  cafeteria  Over  time  we've  grown,  but  two  things  have  remained 

d  eats  a  peanut  butter  sandwich.  When  he's  done,  he  constant.  His  lunch.  And  our  values.  Your  success  is 

ds  up  his  paper  sack  so  it  can  be  used  again  tomorrow.  still  our  first  priority.  The  proof  is  in  the  peanut  butter. 


mean  Century  Investment  Services,  Inc.  ©2002  American  Century  Services  Corporation 


American 
Century. 

Investment  Managers 
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to  300  millimeters  and  decreasing  the  size 
of  transistors  on  a  chip.  The  cost  of  a  new 
chip  factory  now  runs  about  $3  billion. 

FitzGerald  has  slashed  his  2003  fore- 
cast for  Applied  Materials  from  the  $1.03  a 
share  he  was  expecting  in  May  to  16  cents. 

There  are  six  companies  that  can 
afford  to  move  to  300-millimeter  wafers, 
FitzGerald  says.  Of  those  six,  two  are  Tai- 
wan's contract  chip  manufacturers,  Tai- 
wan Semiconductor  and  United  Micro- 
electronics, both  of  which  will,  in  his 
view,  stand  to  benefit  from  an  industry- 
wide increase  in  outsourcing.  F 


Semi  Slowdown 


Sales  may  recover,  but  growth  rates  will  be  lower. 


$250 
200 


Worldwide  semiconductor 
sliipments  ($bil) 


^♦« 


Source:  Semiconductor  Industry  Association. 
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These  semiconductor  firms  might  be  worth  their  steep  prices  if  there  were  expectations  for  fabulous  long-term  growth.  Analyst 
Mark  FitzGerald  of  Bank  of  America  in  San  Francisco  has  no  such  expectation. 


ESTIMATED  EPS 

CONSENSUS 

m 

INSTINET 

ANALYST 

UTEST 

2003 

EARNINGS 

ESTIMATED 

AGREEMENT 

BARRA 

12M0NIN 

RECENT 

2002 

TOP 

EVALUATION 

P/E 

ON  2003 

RISK 

SALES 

COMPikNY 

PRiCE 

CONSENSUS 

ANALYSTS' 

RANK' 

2003 

ESTIMATE* 

FACTOR' 

($Ba) 

Advanced  Micro  Devices 

$5.55 

-$1.81 

-$0.97 

3 

NM 

1 

83 

$3.0 

Amkor  Technology 

4.96 

-1.65 

-0.28 

5 

NM 

1 

96 

1.6 

Analog  Devices 

29.81 

0.28^ 

0.87 

2 

38 

3 

51 

1.7 

Applied  Materials 
ASML 

15.86 
9.68 

0.165 
-0.23 

0.22 

1 

79 

1 

51 

5.1 

0.12 

1 

93 

NA 

74 

4.4 

Broadcom 

Cypress  Semiconductor 

Fairchlld  Semiconductor 

17.65 

5.96 

13.97 

-0.20 

-0.24 

0.22 

0.19 
0.10 
0.48 

1 

5 
4 

98 
75 
29 

1 
NA 

77 

1.0 

77 

0.8 

2 

68 

1.4 

Infineon  Technologies 
Intel 

9.18 
19.15 

-1.52 
0.49 

0.28 
0.59 

1 
1 
9 

61 
31 
33 

NA 
2 
2 

67 

5.0 

48 
73 

28.6 

international  Rectifier 

22.46 

0.755 

0.69 

0.8 

KLA-Tencor 

39.82 

1.10^ 

0.61 

1 

63 

2 

47 

1.5 

Lam  Research 

14.11 

-0.71^ 

0.03 

6 
2 

470 
27 

NA 

68 

0.8 

LSI  Logic 

6.80 

-0.12 

0.27 

2 

74 

1.7 

Maxim  Integrated 
Micron  Technology 
National  Semiconductor 

39.56 

0.735 

0.95 

1 

42 
NM 

3 

1 
1 

47 
65 
56 

1.1 

14.59 
1787 

-1.515 
0.01 

-0.68 

4 

2.6 

0.51 

5 

41 

1.6 

Novetlus  Systems 
Nvidia 
STMIcroelect.   !;:^ 

34.03 
14.88 
23.37 

0.27 

0.44 

6 

1 
10 

74 
24 
31 

1 
2 

53 
78 

0.8 

0.72 
0.48 

0.63 
0.76 

1.9 

2 

51 

5.9 

,  Taiwan  Semiconductcr 

8.32 

0.17 

0.22 

4 

33 

NA 

58 

3.5 

^  Teradyne 
Texas  Instruments 

14.91 
18.42 

-1.18 
0.18 

-0.26 
0.34 

5 

1 

NM 
66 

1 

67 

1.1 

2 

53 

8.0 

United  Microelectronics 

4.42 
r2.53 

0.06 
0.47 

0.10 
0.69 

1 
3 

49 
33 

NA 
3 

56 

2.0 

57 

1.1 

Prices  as  of  Nov.  20.  'Four  aid  livc-slar  analyst    In  iiiurt  Emiings  Evaluation  Rank  captures  the  relationships  among  earnings  surprises,  estimate  revisions,  expected  earnings  grow 
and  future  .«hare  price  changes    A  rank  of  9  or  10  is  considered  bullish,  while  I  or  2  is  bearish.  ^Level  of  agreement  among  analysts:  A  score  of  5  means  very  high  agreement  and  I  msi 
a  very  low  level  of  agreement.  T,  .k  factor  shows  a  stocks  projected  volatility  relative  to  the  overall  market.  A  higher  number  means  greater  risk.  Scale  is  from  0  to  100.  'Actual. 
NA:  Not  available.  NM:  Not  meanmgful.  Sources;  StarMine:  fl.irra  Risk  Factor  Analysis:  Instinet;  FT  Interactive  Data,  Thomson  Financial/IBES  and  Multex  via  FactSet  Research  Systm 
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The  American  Business  Awards^'^-  "The 
Stevies™"-  have  been  created  to  generate 
national  recognition  of  great  performances  in 
business  across  the  United  States. 

Submit  nominations,  and  show  your  employees 
that  you  recognize  and  appreciate  their  efforts. 
Win  a  Stevie,  and  receive  nationwide  acclaim  for 
your  company. 

Choose  from  more  than  40  categories,  honoring 
individuals,  companies,  teams,  products,  and 
corporate  media.  Structured  so  that  you'll 
compete  only  against  firms  of  your  size,  in  your 
industry. 

Nomination  deadlines: 

Final  entry  deadline:  January  21 ,  2003 


RADIO 


\wm 


DHR 


Inc 


empire 

Sollin^power 


Forbes 


■  com 


031  fBEEH 

WHATS    NEXT 


©  2002  Stevies  Awards,  All  Rights  Reserved 


MONEY  &.  INVESTING  I  TAXING  MATTERS 


Tax 
Roulette 

The  White  House  and  Congress  want  to  re-do  the  Internal 
Revenue  Code.  Here's  how  to  play  the  odds  on 
possible  changes,  by  janet  novack 


WITH  TALK  OF  TAX  CODE  CHANGES  BUBBLING  IN 
Washington,  Gerald  MandeU,  67,  is  in  tax-planning 
limbo.  Does  he  gamble  that  the  estate  tax  will 
end?  Under  current  law  the  estate  tax  shrinks 
slowly  through  2009,  dies  in  2010,  then  is  res- 
urrected in  2011.  George  Bush  says  he  wants  to  make  the 
elimination  of  the  estate  tax  permanent.  He  has  majorities 
in  both  houses  of  Congress,  but  there  are  four  congres 
sional  elections  and  two  presidential  ones  between 
now  and  2011.  Anything  can 
happen. 

Right  now  Mandell  has 
been  paying  hefty  money  in 
case  the  levy  sticks  around: 
$17,000  in  yearly  premiums 
for  a  $2  million  universal  life 
policy.  That's  so  two  sons,  who  work 
in  Mandell's  Queens,  N.Y.  supermarket 
business,  wiU  have  insurance  proceeds  (which 
aren't  taxed)  to  satisfy  estate  taxes.  Otherwise 
they  might  be  forced  to  sell  the  company  to  pay 
the  tax  tab.  Making  matters  worse,  because  low  in- 
terest rates  have  undercut  the  policy's  investment  re- 
turns, Mandell  must  double  his  premiums  to  keep  the 
insurance  in  force  bt/vind  2005. 

The  permanent  elimination  of  the  estate  tax  is  just 
one  of  a  range  of  tax  changes,  including  "simplification 
schemes,  an  increase  in  the  $3,000  capital-loss  deduction 
and  a  reduction  in  the  double  taxation  of  corporate  profits 
(say,  with  a  corporate  dedu-.tion  for  dividends  paid)  that  are 
possible.  At  the  least,  tinkering  of  some  kind  is  certain  r  ext  year. 
Since  1997  Congress  has  made  1,159  changes  in  the  tax  code,  by 
tax  publisher  CCH's  count.  With  the  law  in  such  flux,  planning  is  a 
gamble.  Not  planninj^,  though,  is  a  bigger  risk. 
Here  are  some  strategics  for  p'aying  the  odds. 
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ler  iqicoine  (if  you're  not  in  amt).  Last  year's  $1.35  trillion  tax 
laved  the  biggest  breaks  for  the  well  off  until  later  in  the 
?.  The  four  top  tax  brackets— now  38.6%,  35%,  30%  and 
-are  slated  to  drop  a  percentage  point  each  in  2004  and  to 
33%,  28%  and  25%  in  2006.  The  cuts  I'kely  are  safe  for 
nd,  should  the  Republicans  get  their  way,  may  even  take 
jarlier.  Bernard  Kent,  a  PricewaterhouseCoopers  financial 
Jig  partner,  deferred  some  income  this  year  after  calculat- 
it  waiting  until  2006  increased  the  net  present  value  of  his 
t  25%.  Before  following  his  lead,  Kent  warns,  weigh  the 
lat  your  employer  will  go  out  of  business  in  the  interim 
be  sure  you  are  not  subject  to  the  alternative  minimum 
tax  this  year. 

The  AMT  is  a  shadow  tax  originally  designed 
to  ensure  that  fat  cats,  blessed  with  tax 
breaks  like  oil-well  depletion,  paid 
some  tax.  But  it  also  denies  rou- 
tine deductions  for  personal 
exemptions  and  state  and 
local  taxes  and  some- 
times traps  folks  with 
big  families  or  large 
capital    gains.     If 
you're  paying  the 
AMT  this  year,  say 
because  of  a  large 
capital  gain,  and 
are  past  the  "ex- 
emption phase- 
out"   ($346,000 
or  above  in  alter- 
native minimum 
taxable    income 
for  a  couple)  then 
additional   com- 
pensation  is  taxed 
at  a  28%  rate.  Take 
it  now. 

Accelerate  deduc- 
tions (if  not  in  amt).  It 
often  makes  sense  to 
accelerate  deductions  by 
making  a  last  2002  state 
tax  payment  due  Jan.  1 5  on 
Dec.  3 1  or  by  prepaying  a  real 
estate  tax  bill.  The  deductions 
are  worth  more  now  should  rates 
drop  next  year.  Moreover,  if  the  2006 
rate  cuts  are  moved  up  to  2003,  the 
number  of  taxpayers  expected  to  be  caught 
in  AMT  in  2003  jumps  70%  from  3  million  to 
5.1  million,  according  to  the  Urban-Brookings 
Tax  Policy  Center.  Almost  all  the  increase  will  be 
long  taxpayers  earning  $100,000  to  $500,000,  and 
:an  expect  to  lose  some  or  all  of  their  state  and  local 


tax  and  miscellaneous  deductions. 

If  you're  at  risk,  cram  as  many  deductions  into  2002  as  you 
can  without  tipping  yourself  into  AMT.  (A  tax  pro  or  2002  tax 
software  will  tell  you  how  far  to  push  this.)  Conversely,  if  you're 
already  stuck  in  AMT  for  2002,  put  off  paying  local  tax  bills. 

Note:  Charitable  deductions  aren't  lost  in  AMT,  but  they're 
usually  worth  more  when  you're  not  paying  AMT. 

Max  out  retirement  accounts.  The  current  pro-savings  political 
consensus  makes  stuffmg  pretax  dollars  into  your  retirement 
accounts  a  safe  wager;  the  extra  15%  penalty  tax  on  excess  dis- 
tributions from  big  retirement  accounts,  repealed  as  of  1997, 
seems  unlikely  to  come  back.  But  don't  ignore  the  prospect  that 
with  the  budget  again  in  deficit  and  the  baby  boomers'  retire- 
ment looming,  tax  rates  could  rise  in  the  long  run. 

Might  your  tax  rate  be  higher  when  you  retire  than  it  is  now? 
If  so,  a  Roth  IRA  has  a  big  advantage  over  a  traditional  tax 
deductible  IRA.  Money  going  into  a  Roth  isn't  deductible,  but 
withdrawals  after  five  years  and  age  59M  are  tax-free.  (You  can 
compare  returns  from  a  deductible  versus  a  Roth  IRA,  using  dif- 
ferent tax  rate  assumptions,  with  the  forbes.com  Roth  calcula- 
tor.) Unfortunately,  eligibility  for  a  Roth  begins  to  phase  out  at 
$150,000  in  adjusted  gross  income  for  married  couples. 

Follow  the  tax  debate.  Don't  react  in  knee-jerk  fashion,  but  do 
keep  an  ear  on  the  tax-cut  talk  for  changes  that  could  affect  your 
investments  or  where  you  hold  them.  (Some  Web  sites  in  the 
box  on  p.  365  will  help.)  Something  to  watch  for,  says  Mark 
Weinberger,  Americas  deputy  vice  chairman  of  Ernst  &  Young:  a 
Bush  Administration  proposal  for  relief  from  the  double  taxa- 
tion of  dividends.  Lehman  Brothers  tax  analyst  Robert  WiUens 
points  out  that  this  would  make  high-yielding  securities  such  as 
preferred  stock  and  bank  and  utility  common  stock  much  more 
popular.  If  you  are  going  to  buy  such  stocks,  buy  now  before 
they  get  too  expensive. 

Also,  a  hike  in  the  amount  of  capital  losses  that  can  be 
deducted  against  ordinary  income  would  strengthen  the  case  for 
holding  bonds  in  your  retirement  accounts  and  individual 
stocks  in  taxable  accounts. 

Make  tax-free  gifts.  A  repeal  of  the  death  tax  effective  in  2003 
is  unlikely,  says  Weinberger.  Given  the  many  elections  before 
2010,  the  repeal  of  estate  taxation  may  never  happen.  Hence  con- 
tinuing to  transfer  wealth  now  to  the  younger  set  makes  sense. 
The  trick  is  to  avoid  gift  taxes.  Remember,  you  can  pay  tuition  or 
medical  bills  for  anyone  directly  and  can  give  $1 1,000  a  year  to 
each  person  you  want,  without  the  gifts  counting  against  your 
lifetime  $1  million  exemption  from  gift  and  estate  taxes. 

Annual  gifts  can  shift  income,  too.  When  you  give  stock,  the  re- 
cipient takes  on  your  basis  and  acquisition  date.  If  you've  held  a 
stock  for  more  than  five  years  and  give  it  to  a  child  14  or  older,  he 
can  sell  it  and  (if  his  taxable  income  isn't  above  $27,950  in  2002) 
pay  gains  taxes  at  an  8%  rate,  versus  the  20%  you'd  likely  pay.  (A 
younger  child's  unearned  income  above  $1,500  is  taxed  at  the  par- 
ent's rate.)  High-yielding  stocks  and  bonds  work  well  too — be- 
ginning this  year,  dependents  14  or  older  pay  just  10%  on  the  first 
$6,000  of  ordinary  income,  including  interest  and  dividends. 

In  addition,  low  interest  rates  make  this  an  ideal  time  to  use 
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such  vehicles  as  grantor  retained  annuity 
trusts  and  charitable  lead  trusts.  If  the 
assets  put  in  a  GRAT  appreciate  faster  than 
a  set  rate — 4%  a  year  for  GRATs  set  up  in 
December  2002 — you  pass  on  assets  gift- 
tax  free.  If  they  don't,  you  keep  the  assets 
and  are  out  only  the  attorney's  fee.  The 
interest  rates  you  must  charge  on 
intrafamily  loans  (to  avoid  aU  sorts  of  tax 
complications)  are  also  near  historic 
lows — ^just  3.3%  on  a  loan  with  a  matu- 
rity of  more  than  three  and  up  to  nine 
years,  for  example. 

Keep  your  insurance.  Fee-only  life 
insurance  adviser  Peter  Katt  of  Mattawan, 
Mich.,  suspects  that  the  estate  tax  will  be 
with  us  after  2010.  "Class  envy  is  not 
going  to  be  permanently  put  in  a  box,"  he 
says.  Anyway,  he  notes,  under  the  present 
law  when  the  estate  tax  is  (however 
briefly)  repealed,  families  that  bought 
insurance  to  pay  estate  taxes  may  need  it 
to  pay  capital  gains  once  they  start  reallo- 
cating the  inherited  assets.  In  return  for 
the  2010  repeal,  the  law  limits  the  current 


step-up  in  basis  that  inherited  assets  get  at 
an  owner's  death. 

If  you're  buying  insurance  to  cover 
estate  taxes,  consider  a  term  policy  that  is 
convertible  to  permanent  insurance  or 
a  no-load  permanent  policy,  says  J.J. 
MacNab,  a  Bethesda,  Md.  fee-only  in- 
surance adviser.  Since  a  no-load  policy 
isn't  weighed  down  by  big  commissions, 
you  won't  lose  your  investment  to  sur- 
render charges  if  you  turn  it  in  after  a 
few  years.  Insurers  selling  higher-com- 
mission products  are  now  offering  "es- 
tate tax  repeal"  riders  waiving  such  sur- 
render charges  if  the  tax  goes  away.  Read 
the  fine  print:  Some  riders  are  riddled 
with  conditions. 

Plan  for  your  state's  estate  tax.  Until 
2001  most  states  limited  their  estate  tax 
to  the  "state  death  tax  credit" — a  part  of 
the  federal  estate  tax  ceded  to  the  states. 
In  2001  the  feds  got  a  top  rate  of  39% 
and  the  state  at  most  16%  from  a  $10 
million  estate  paying  the  top  55%  mar- 
ginal rate.  But  the  2001  tax  act  reduces 


the  states'  top  share  of  an  estate  to  8%  in 
2003, 4%  in  2004  and  0%  in  2005.  Mean- 
while the  feds'  top  rate  rises  to  41% 
2003,  44%  in  2004  and  47%  in  200.' 
Some  tax  cut. 

So  far  17  states  and  the  District 
Columbia  have  "decoupled"  from  t 
federal  estate  tax,  meaning  they've  refii^ 
to  reduce  their  rates  and/or  are  not  ra 
ing  their  estate  tax  exemptions  along  w 
the  federal  exemption,  which  went  to 
million  this  year  and  goes  to  $3.5  milli 
by  2009.  If  you  and  your  spouse  haw 
net  worth  of  $1.5  million  to  $5  millii 
this  creates  big  planning  problems,  s> 
Bruce  Steiner  of  New  York's  Kleinbt 
Kaplan  Wolff  &  Cohen. 

The  standard  plan  in  this  asset  rai 
aims  to  preserve  the  estate-tax  exempti 
of  the  first  spouse  to  die,  while  maki 
sure  the  survivor  has  enough  to  live  ( 
You  leave  assets  equal  to  the  fade 
exemption  to  a  "bypass"  or  "credit  sh 
ter"  trust;  the  rest  goes  directly  to  yo 
spouse.  The  trust  can  pay  income — an^ 
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;d,  principal — to  your  spouse,  but 

he  or  she  dies,  the  principal  goes 
;-tax-free  to  your  kids,  bypassing 

pouse's  estate. 

ippose  you  die  in  2004  in  New  Jer- 

hich  has  frozen  its  exemption  at 
000,  and  you  leave  the  full  S  1.5  mil- 
ederal  exemption  to  a  bypass  trust. 
estate  will  owe  a  $64,400  state  tax 
bu  could  leave  just  $675,000  to  the 
s,  delaying  the  state  bill,  or  avoiding 
npletely  if  your  spouse  moves  to 
ia.  Still,  that  might  cost  your  family 
:essary  federal  taxes, 
^at's  the  optimum  amount  to  leave 
ypass  trust?  While  you  can't  predict 

your  surviving  spouse  or  your 
's  executor  may  be  in  a  better  posi- 
o  judge.  So  make  your  estate  plan 
>le  to  allow  for  tax  law  changes. 
)ns  include  a  disclaimer  trust,  a  Q- 
xist  and  a  Clayton  Q-Tip  trust. 
le  disclaimer  trust  is  an  empty  by- 
rust  into  which  a  surviving  spouse 
iisclaim"  assets.  The  Q-Tip  is  a  trust 


for  the  surviving  spouse;  using  it  gives  an 
executor  up  to  15  months  to  divide  the 
deceased  spouse's  assets  into  two  pOes — 
those  that  will  eventually  pass  to  the  kids 
imder  the  first  spouse's  estate  exemption 
and  thus''  that  will  go  into  the  surviving 
spouse's  estate.  With  a  Clayton  Q-Tip, 
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those  assets  that  are  picked  to  fund  the  first 
spouse's  estate  exemption  are  put  into  a 
bypass  trust,  which  can  give  the  surviving 
spouse  more  control  over  the  assets  than  if 
they  were  left  in  the  Q-Tip.  F 
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►  www.turbotax.com,  from  Intuit,  offers  tax  news,  information  and  calculators.  Use 
the  Tax  Relief  Estimator  in  the  "free"  tax  tools  section  and  click  on  "see  detailed 
calculations"  to  get  a  rough  idea  of  whether  you're  headed  into  AMT  territory. 

►  www.taxpolicycenter.org,  a  new  site  from  the  Urban  Institute  and  Brookings  Insti- 
tution, helps  you  handicap  various  tax  cuts  by  showing  costs  and  who  benefits. 

►  taxes.yahoo.codi,  from  Yahoo,  is  a  well-organized  gateway  to  other  tax  sites. 

►  www.house.gov/jct,  from  Congress'  Joint  Committee  on  Taxation,  explains  tax  bills 
and  posts  tax  law  studies,  including  a  three-volume  treatise  on  complexity. 
►www.irs.gov,  the  Internal  Revenue  Service's  huge  site  provides  all  the  forms  and 
instructions  covering  current  tax  law,  but  has  little  insight  into  what  lies  ahead. 
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The  Contrarian  By  David  Dreman 

Four  Simple  Rules 


DESPITE  THIS  FALL'S  RUNUP,  MUCH  HAS  CHANGED  IN 
the  current  bear  market,  the  worst  decline  since  1929- 
32.  Investors  are  a  lot  less  wealthy.  Some  people  have 
awakened  to  the  idea  that  stock  prices  do  not  rise 
inexorably.  And  there's  a  lot  of  skepticism  about  the 
tech  issues  that  got  us  into  this  mess.  But  one  thing  hasn't 
changed:  bubble-era  accounting. 

This  approach  of  business  as  usual  is  not  good  for  you  and 
it's  not  good  for  the  market.  As  I  detailed  in  my  last  column 
(Oct.  28),  companies  continue  to  release  dubious  results  under 
the  rubric  "operating  earnings"  or  "pro  forma  earnings."  These 
inventions  use  no  consistent 
standard  other  than  to  toss 
out  the  problem  items.  Man- 
agement can  hype  income  by 
excluding  costs  on  just  about 
anything  from  payroll  ex- 
penses to  inventory  write- 
downs to  interest  charges. 

Scads  of  big  companies, 
including  Yahoo,  Cisco,  Qual- 
comm  and  Juniper  Networks, 
blithely  continue  to  play  the 
operating  earnings  game  the 
same  way  they  did  at  the  top 
of  the  bubble,  even  though 

this  has  cost  investors  trillions.  A  daunting  400  companies  in  the 
S&P  500  exclude  significant  ordinary  expenses  as  defined  by 
generally  accepted  accounting  principles.  For  every  dollar  of 
earnings  reported  by  S&P  500  companies,  36%  would  be 
excluded  by  GAAP  in  the  18  months  ended  June  30. 

Standard  &  Poor's  has  tried  to  change  the  status  quo  for 
accounting  standards,  although  no  one  can  tell  if  its  effort  will 
take.  Since  GAAP  isn't  perfect — this  method  allows  companies 
to  ignore  the  cost  of  stock  option  grants,  for  instance — Stan- 
dard &  Poor's  has  come  up  with  a  concept  called  core  earnings 
to  factor  IP  things  like  options  and  pension  programs. 

Don't  expect  the  government  to  alter  the  landscape.  The 
accounting  lobby,  with  powerful  support  from  the  likes  of  Rep- 
resentative Michael  Oxley,  chairman  of  the  House  Committee 
on  Financial  S':r-  ices,  ignores  the  recent  debacles  and  stands 
foursquare  against  truly  reforming  accounting  standards. 
While  the  Oxle)  Sarbanes  law  passed  this  summer  took  some 
baby  step-  war.'  reform,  the  central  weakness  of  the  system 
remains  in  : 

How  stroiij,  \i  ti  :■  accounting  lobby?  Very.  Simply  look  at 
the  disastrous  atten     s  by  he  Securities  &  Exchange  Commis- 
(under  exitin,    Chairman 


We  stiil  just  can't 

trust  earnings, 

despite  all  the  talk 

about  reform.  So 

here  are  some  tips 

on  other  ways  to 

gauge  stocks. 


tion  at  the  new  board  that  is 
oversee  the  profession.  Pitt  oril 
inally  wanted  John  H.  Biggs. 
TL\A-CREF,  who  boasted  stro 
accounting  expertise,  yet  t 
industry    pressured    Pitt 
switch  to  William  H.  Webst 
who  enjoyed  an  impeccat 
public  record  but  had  lit 
accounting  background.  Wf^ 
ster  quit  when  news  broke  of 
service  on  the  audit  commit! 
of  insolvent  U.S.  Technologies,  which  is  under  investigation 
fraud.  The  Webster  imbroglio  ended  up  costing  Pitt  his  job| 
and  left  the  oversight  board  in  disarray,  just  as  the  account 
firms  prefer. 

In  the  meantime,  how  can  you  protect  yourself  from 
worst  of  the  accounting  devils  still  skulking  around?  Here 
four  simple  rules  that  should  help: 

1 )  Ignore  operating  earnings.  Companies  also  must  rep 
GAAP  earnings,  even  if  the  analysts  you  read  don't.  Check 
the  news  releases  on  their  Web  sites  or  their  SEC  filings. 

2)  Buy  companies  that  have  at  least  a  ten-year  recorc 
earnings,  and  just  as  important,  have  not  made  radical  chan 
in  the  nature  of  their  operations.  This  rule  is  not  bulletpn 
but  it  should  steer  you  away  from  the  Enrons  and  WorldCo 

3)  Avoid  companies  that  give  large  stock  option  plana 
their  managements.  This  practice  puts  management  interest 
conflict  with  those  of  shareholders;  it  motivates  them  to  strt 
earnings  just  long  enough  to  sell  shares  and  to  run  up  huge  c 
loads.  And  if  internal  earnings  targets  are  met,  executives  o 
are  rewarded  with  still  more  options. 

4)  Buy  value  stocks,  which  will  keep  you  away  from  mo; 
the  phony  accounting  used  to  give  the  illusion  of  fast  gro\ 
These  meet  the  above  criteria  and  also  have  solid  oudooks: 

British  American  Tobacco  (17,  BTl)  is  one  of  the  largest  ma 
facturers  of  cigarettes  internationally,  with  a  trailing  P/E  ( 
yield  5.3%;  General  Electric  (27,  GE),  P/E  18,  yield  2.6%;  man. 
care  provider  Humana  (10,  hum),  P/E  9;  May  Department  St 
(24,  may),  among  the  largest  domestic  department  store  ch; 
P/E  13,  yield  3.8%. 

Bank  stocks  look  good,  so  buy  Bank  of  America  (69, 1 
P/E  12,  yield  3.7%;  Citigroup  (38.  c),  P/E  12,  yield  1.9%;  Keyi 
(26,  key),  a  major  regional  bank  holding  company,  P/E  20, ) 
4.6%;  Wachovia  (35,  wb),  which  gained  heft  with  last  year's 
Union  merger,  P/E  14,  yield  3%;  Washington  Mutual  (36,  \ 
P/E  12,  yield  3.1%,  the  nation's  largest  thrift. 


sion 


Harvey  Pitt)  to  fill  the  tc-p  posi- 
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Greed  is  not  good.  The  fallout  from 

scandals  plaguing  corporate  America 

continues  to  spread  to  investors,  to 

consumers,  and  to  the  economy.  The 

implications  are  immense:  if  all  leaders 

put  the  good  of  their  companies  ahead 

of  their  own  interests,  would  the  world  be  a  better  place?  Doing  the  right  thing  is  good 

for  business.  If  more  women  were  in  top  spots,  what  would  be  the  difference?  Would 

there  be  as  many  Enrons,  "WorldComs,  Global  Crossings,  Tycos  and  Adelphias?  Maybe 

not.  Will  the  backlash  against  corporate  malfeasance  create  a  culture  of  honesty?  Can 

women  executives  benefit  from  and  lead  this  change?  We  certainly  hope  so.  The  2003 

Forbes  Executive  Women's  Forum  comes  at  a  critical  time  for  business,  when  leadership 

is  at  a  crossroads  and  the  future  of  capitalism  could  be  at  stake. 
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Yes,  But  By  James  Grant 

Stocks  on  Stilts 


heavily  leveraged. 


COLUMNIST  DANIEL  KADLEC  WRITES  IN  THE  NOV.  25 
issue  of  Time:  "The  wisest  choice  when  investing  is 
often  the  toughest.  Today  that  means  buying  stocks 
even  if  you  have  to  mortgage  the  house — hterally. 
Your  financial  adviser  probably  won't  tell  you  so,  for 
fear  of  being  fired  on  the  spot. . . .  But  everyone  who  has  a  lot  of 
time  until  retirement,  little  debt  and  a  whopping  gain  in  real 
estate  ought  to  make  the  most  of  their  home  equity  by  extract- 
ing some  and  wading  into  equities." 

Kadlec  is  preaching  to  the  choir.  Borrowing,  to  Americans,  is 
what  comes  naturally.  In  relation  to  GDP,  personal  income  and 
corporate  profits,  there  is 

more  debt  than  ever  before.  — ,  .       no* 

Vis-a-vis  the  rest  of  the  world,  *  "®  entire  U.O.  IS 

the  hole  of  indebtedness  is 
$2.3  trillion  deep.  That  was 
the  difference,  at  year  end        ^QW  fhe  buliS  Want 
2001,  between  the  value  of 

U.S.-owned  assets  abroad  and      yOU  tO  leVCragB  Still 
foreign-owned  assets  in  the 

U.S.  (including  stocks,  bonds      inore,  mortgaging 

and  direct  investments).  The  ^^^  j^^^gg  ^^  ^ 

house  ot  America  is  already 
mortgaged. 

For  people  of  the  "Yes, 
but"  frame  of  mind,  this  is  the 
autumn  of  their  discontent. 
The  news  is  bad,  yet  the  bad 
news  is  out,  supposedly.  The 
Dow  is  up  and  the  S&P  500  is 
up  and  the  four  ultracheap 

tech  stocks  mentioned  in  the  previous  installment  of  this  col- 
umn (Nov.  25)  are  up.  But  so,  too,  are  stocks  that  have  no  busi- 
ness being  up  even  a  little  bit — e.g.,  the  certifiably  worthless 
common  shares  of  bankrupt  WorldCom,  which  in  recent  days 
jumped  by  50%  (aii  .he  way  to  30  cents). 

Incor  solable  in  September,  the  market  had  turned  euphoric 
by  Novembc:  The  bulls  look  forward  to  a  short,  victorious  war 
with  Iraq,  in  c::ocipcition  of  which  the  oil  price  will  collapse. 
They  expect  the .  ^ -ntLnuv  rl  panic  of  neophyte  short-sellers  (who 
are  falling  all  ova  themselves  to  cover  bearish  bets).  They  pre- 
dict that  the  Repablii  a  i  congressional  majority  will  pass  a  tax 
cut,  and  the  Federal  Re^;^  ;.^  \vi;  continue  to  run  three  shifts  a 
day  at  the  monetary  prii.ting  pkait. 

As  for  that  hole  in  Amerity's  pocket,  this  happens  to  be  the 
pocket  of  the  world's  hegcmoiiic  power.  And  in  that  unique 
capacity,  the  bulls  go  on,  tl.  'J  S.  will  continue  to  consume 
much  more  of  the  world's  goo  than  it  produces;  i.e.,  the  cur- 
rent account  deficit  nKiy  get  big -er.  Bui  because  the  U.S.  is  the 
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Stocks— even  if  you 

have  to  pay  50 

times  earnings  to 

get  them. 


only  vibrant  major  economy, 
will  continue  to  attract  a  gn 
ing  volume  of  the  world's  & 
ings;  i.e.,  the  deficit  will 
financed  with  ease. 

The  bulls  aren't  finish 
They  say — and  who  can 
it? — that  a  rising  market  s^ 
motion  bullish  forces  qi 
independent  of  the  so-cal 
fundamentals.  Put  yoursi 
the  seat  of  a  mutual  fund 
folio  manager.  There's  no  shame  in  losing  money  during  a 
market.  Then  you  aren't  alone.  But  not  to  make  money  in  a  bii 
market  is  a  firing  offense.  So  rising  prices  beget  rising  prices. 
These  familiar  arguments  are  currently  carrying  the  di 
They  have,  indeed,  carried  many  a  day  in  the  past  18  month 
The  stock-price  updraft  that  started  in  October  is  the  fouii 
rally  of  15%  or  more  since  the  market  peaked  in  March  2 
So  we  hear  over  and  over:  "The  bottom  is  in."  Whal 
don't  hear  is  that  stocks  are  cheap.  Some  stocks  are.  (S( 
stocks  always  are.)  But  the  S&P  500,  at  33  times  trailing  eari 
under  generaUy  accepted  accounting  principles,  isn't.  The 
ket  looks  less  overvalued  using  forward  estimates:  It  trades 
times  Wall  Street's  perfectly  objective  and  unquestionably  al 
rate  forecast  for  2003.  However,  it  looks  more  overvalued 
trailing  S&P  "core"  earnings  (the  calculation  that  treats  grar 
of  stock  options  as  an  expense  and  does  not  treat  pension  gai 
as  income):  Stocks  are  at  50  times  those  earnings.  Ji| 

The  market  has  fallen,  but  from  the  heavens.  At  the  2^  ' 
peak  the  ratio  of  total  market  cap  to  GDP  was  an  alltime  peak 
183%,  according  to  Bianco  Research.  At  last  report,  the  ral 
was  just  over  100%.  Consider,  though,  it  was  81.4%  on  th^ 
of  the  1929  crash. 

The  boom  of  the  late  1990s  was  the  gaudiest  on  recJ 
Booms  go  boom  because  the  underpricing  of  capital  has  coi 
quences.  If,  as  in  the  1990s,  money  on  Wall  Street  is  fi^ee,  pe 
will  help  themselves.  They  will  build  and  invest,  and  overiij 
They  will  invest  in  the  wrong  things  (the  temporary  derai 
ment  of  the  financial  markets  removes  an  essential  ched 
bad  business  decisions).  In  the  subsequent  downturn  bo( 
time  errors  are  marked  to  market.  Debts  are  paid  down, 
speculators  rue  the  day  they  ever  tuned  in  to  CNBC. 

What  has  always  happened,  in  the  wake  of  a  bubble,  is 
at  some  point  the  once-inflated  prices  get  truly  cheap.  Cc 
this  time  be  different?  Anything's  possible.  But  I  wouldn't  nij 
gage  the  ranch  on  it. 


i  Forbes 


James  Grant  is  the  editor  of  Grant's  Interest  Rate  Obsei 
Visit  his  home  page  at  www.farbes.com/grant. 
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Introducing  the  first  Brand  Increase  Guarantee 


The  Web  is  the  most  trackable  medium  ever.  Savvy  advertisers  can 
clearly  identify  their  online  campaign  ROI.  Yet  no  medium  has 
guaranteed  the  results  of  marketers'  brand  advertising  campaigns. 
Until  Now! 

« 

Forbes.com  guarantees  that  your  campaign  will  increase  one  of  four  brand 
advertising  effectiveness  metrics  as  measured  by  independent  research  firm 
Dynamic  Logic.  Or  your  money  back. 

For  full  details,  contact  Bill  Flatley,  V.P.,  Chief  Advertising  Officer 
at  212-366-8951  (bflatley@forbes.net)  or  your  local  Forbes.com 
representative  today. 


Home  Page  For  The 
World's  Business  Leaders'^ 


Forbes 

^^■^^^^^^H  ■  com 

CAPITALISM  IN  REALTIME^ 


Finannial  StratRgy  By  A.  Gary  Shilling 

The  Deadbeat  Economy 


THE  RAGING  BULL  MARKET  AND  BOOMING  ECONOMY 
of  the  late  1990s  removed  the  word  "risk"  from 
lenders'  vocabularies.  Since  they  had  already  saturated 
creditworthy  borrowers  with  loans,  they  ascended  to 
what  they  thought  would  be  lending  heaven.  Instead, 
they  descended  to  subprime  hell. 

Lenders  figured  they  could  profit  handsomely  off  the  spread 
between  their  (low)  cost  of  funds  and  the  (sizable)  interest  rates 
they  charged  downscale  borrowers.  Sure,  they  would  have  to 
suffer  some  bad  loans,  but  not  enough  to  erase  that  spread. 
They  didn't  stop  to  think  that  exuberant  conditions  were  tem- 
porary and  that  bad  loans 
would  spiral  upward.  And 
they  didn't  see  that  when 
myriad  lenders  pile  into  the 
same  sandbox,  the  profit  mar- 
gins thin  out.  As  competition 
increased  for  these  dubious 
customers,  standards  became 
absurdly  loose. 

Credit  cards  are  the  most 
obvious  weak  point.  Hell-bent 
on  growth,  issuers  pumped 
up  solicitations  from  1  billion 
in  1991  to  5  billion  last  year. 
With  37%  of  credit  card  loans 
now  subprime,  defaults  have 
doubled  since  1991. 

When  problems  surfaced 
last  year,  subprime  credit  card  king  Providian's  stock  collapsed 
from  $59  to  $3.  This  year  the  stock  of  another  big  subprime 
lender.  Household  International,  was  cut  in  half  before  the  firm 
sold  out  to  London-based  bank  HSBC  Holdings.  My  firm  subse- 
quently shorted  HSBC.  Sears,  Roebuck  &  Co.  recently  confessed 
to  unexpected  credit  card  weaknesses  that  clipped  third-quarter 
profits  by  28%,  and  Sears  expects  rising  defaults  on  customer 
credit  cai  '  which  account  for  60%  of  pretax  earnings.  Its  stock 
droppc.  I  ai i  Mt  32%.  Target  and  Capital  One  also  report  big 
trouble.  Bui  .i.    .anger  extends  far  beyond  credit  cards. 

Take  iramifav  tured  housing.  In  the  mid-1990s,  lenders 
dropped  down  t  ■i-.'ments  frora  the  10%-to-20%  range  to  5%, 
and  strcvched  rep-i/rnents  to  20  to  30  years,  from  12  to  15.  They 
also  rushed  to  fii  ice  di  -Jcr  inventories,  spawning  a  big  school 
of  thinly  capilali-  1  dealers.  M-,iHifactured-home  shipments 
leaped.  Amid  the  i;  'itable  crash  to  earth,  top-name  lenders 
retreated  from  the  b>  r  ss,  including  Citigroup's  Associates 
First  Capital,  United  Cos.  r  ■  .i.-  rial  and  Deutsche  Bank.  Conseco 
faces  bankruptcy  -is  punishi;  nt  for  buying  Green 
Tree,  the  leader  in  mobile-home  financing. 
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Subprime  lending  is 

a  curse  that  is 

afflicting  a  scary 

array  of  industries 

far  beyond  credit 

cards.  Wireless, 

autos  and  housing 

are  also  guilty  of 

this  foolishness. 


Wireless  providers,  with  aA 
phone    market    penetratic 
nearing  50%,  have  gone  aft 
students  and  other  questional 
prospects.  Sprint  issued  pho: 
accounts  with  abandon,  alh 
ing  subscribers  to  its  Clear  P 
service  to  make  up  to  $125 
calls  without  any  payments  ar 
starting    in    May    2001,   i 
deposits.  During  last  year's  st 
ond  quarter  half  of  all  new  ci 
tomers  enrolled  in  Clear  Pay,  which  accounts  for  one-third 
Sprint's  14.6  million  subscribers.  No  surprise:  Sprint  is  endi 
service  for  accounts  110  days  delinquent.  And  1,600  Spn 
employees  and  500  outside  contractors  are  getting  pink  slip- 
What's  next  in  this  parade  of  subprime  disasters?  My  ( 
14  column  said  the  Achilles'  heel  of  the  strong  housing  marki 
the  low-income  and  other  high-risk  borrowers  that  Fannie  h' 
and  other  government-sponsored  lenders  are  attracting  \\ 
down  payments  of  3%  or  lower.  The  second  recessionary  di 
forecast,  led  by  consumer  retrenchment,  seems  to  be  unfoldii 
Mounting  layoffs  will  eliminate  those  subprime  house  buy 
with  few  other  assets.  Then  the  whole  housing  sector  will  be 
jeopardy  as  their  exit  ripples  through  the  move-up  market. 

Already  homeowners  in  bankruptcy  have  swelled  fn 
450,000  five  years  ago  to  750,000,  and  1.2%  of  mortgages  are 
foreclosure.  Bankruptcy  filings  under  Chapter  13,  whicl 
homeowner-ft-iendly,  were  up  8%  in  the  second  quarter  fror 
year  earlier.  Mortgage  delinquencies  are  jumping,  especiall\ 
the  FHA  category  dominated  by  subprime  loans.  Are  you  aw 
that  H&R  Block,  in  addition  to  its  other  woes,  is  a  big  mortg 
lender  whose  portfolio  is  loaded  with  subprime  loans  that  dc 
meet  Fannie's  standards? 

Don't  think  Fannie  is  risk-free.  Its  required  core  capita 
only  2.4%  of  on-balance-sheet  assets.  Delinquencies  are  wc 
than  they  seem.  With  its  new  PaymentPower  program,  born 
ers  can  skip  two  payments  every  1 2  months.  But  they'll  show 
on  the  bad-loan  list  someday. 

We'll  soon  learn  how  Detroit  is  part  of  the  problem,  1 
Automakers'  desperate  attempt  to  keep  auto  plants  hurrun 
will  lead  to  subprime  lending  rot.  Lots  of  marginal  buyers  r 
simply  mail  back  their  car  keys  when  the  zero-zero-zero  gi 
periods  expire.  Even  BMW  is  extending  low  interest  rate  loan 
flawed  borrowers  to  keep  used  cars  ft^om  clogging  dealer  lot 
Avoid  stocks  of  subprime  lenders.  When  nonpaymt 
become  a  deluge,  the  subs  will  be  underwater. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultan  | 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shllllng. 


i 


torbes  Investors  Advisory  Institute  Finds 
locks  That^Rise  Even  In  A  Down  iVIarket 

\Tien  Everyone  Else  Was  Dumping  AMZN,  TTI,  and  AMSY,  Institute 
Vjialysts  Forecast  These  Stocks  Would  Tiun  Around.  They  Did. 


Profitable 

Picks  For 

12  IVIonths 

During  Bear 

Market! 


(ur  subscribers  earned  profits  during  the  12  months 
hen  the  S&P500  averaged  a  10.4%  loss. 


Wallace  Forbes,  President.  Forbes  Investors  Advisory  Institute 


Our  analysts  at  the  Forbes  Investors  Advisory 
titute  see  more  profitable  opportunities  ahead 
;  year  You  could  be  one  of  the  few  investors  to 

their  recommendations.  Our  Institute  has 
etly  picked  a  huge  number  of  vvinning  stocks 
he  last  48  vears.  During  a  severe  bear  market, 

last  12  picks,  from  July  2001  to  June  2002, 
'e  been  profitable  on  average. 

Amazon.com  shot  up  64'^  in  just  31/2 
nths.  That's  triple  the  gain  for  the  S&P500  in 

same  period,  September  21,  2001  through 
uary  4,  2002.  Tetra  Technologies,  Inc.  climbed 
within  3  months  after  the  Insritute  spotlighted 

r  our  clients.  The  S&P  500  fell  37<  during  the 
le  period. 

The  Insfitutes  selections  include  blue  chips, 

11  caf>s,  value  stocks,  growth  stocks,  manufac- 
ers,  retailers,  energy  stocks,  and  (sometimes) 
1  stocks. 

Even  in  the  middle  of  the  tech  wreck,  the 
titute  s  December  2000  tech  stock  selection 
ned  19%  in  5  months.  You  would  have  lost 
ney  if  you  had  in\  ested  in  the  S&P  500  instead. 

On  September  21.  2001,  when  Amazon.com's 

ck  price  plummeted  way  down  near  a  52-weck 

■,  we  looked  beyond  the  dot-com  collapse  and 

terrorist  attacks.  Amazon's  sales  were  headed 
light  up  -  even  as  the  stock  price  plunged. 

When  we  ran  the  numbers  and  did  our  due 
gence,  we  found  that  a  lot  of  AMZN's 
npetitors  had  gone  out  of  business.  Net  losses 
re  finally  decreasing  and  the  company  had  a 
xl  shot  at  finally  turning  a  profit.  International 
es  had  just  jumped  by  75%.  And  AMZN  was 
king  strategic  alliances  with  retailers  like 
■get  and  Circuit  City  that  would  start  paying 
big  time. 

We  set  our  target  price  at  $12  per  share  within 

years.  But  our  analysis  proved  too  conserva- 

.  The  stock  hit  our  target  price  in  just  3  months! 

By  January-  4,  2002,  with  Amazon.com  trading 
jve  our  target  price,  we  felt  that  the  stock  had 
ced  in  most  —  if  not  all  —  of  its  upside  poten- 
.  We  advised  the  Institute's  subscribers  to  take 
'ir64%  profits.  Not  bad  for  a  3  1/2  month 
estment! 

When  we  recorrunended  Tetra  Technologies,  a 
le-known  firm  that  provides  supplies  and 
vices  to  oil  well  drillers,  we  determined  that  it 
s  undervalued  by  30%.  Third  quarter  revenues 


$24.76 
$19.10 
$16.60 

Tetra  Technologies 

1 

"^^^ 

Buy              Sell          Low  Again 

11/16/01                2/28/02                7/19/02 

were  up  43''< .  The  gross  profit  margin  was  also 
climbing.  TTI  had  reduced  debt  by  56%.  We 
advised  buying  it  at  $16.60  on  November  16,  2001. 

By  February  28,  2002,  with  TTI  a  hair  above 
our  target  price,  we  told  our  subscribers  to  sell 
because  we  were  concerned  that  falling  energy 
prices  could  push  the  stock  price  back  down. 
And  that's  exactly  what  happened.  The  stock 
started  a  downward  drift  shortly  after  our  sell 
recommendation. 

But  our  subscribers  made  a  49%  profit  in  just 
3  months  —  in  an  'old  fashioned"  investment. 

Every  month,  the  analysts  at  Forbes  Investors 
Advisory  Institute  use  our  proprietary  stock  selec- 
tion system  to  pinpoint  undervalued  stocks  that 
have  the  potential  to  appreciate  enough  to  make 
you  grin  from  ear  to  ear. 

Our  screening  process  goes  way  beyond  the 
information  in  the  Forbes  magazine  database.  The 
Institutes  System,  which  is  updated  regularly, 
evaluates  3,000  stocks  —  and  picks  out  a  handful 
of  issues  that  we  determine  are  temporarily 
undervalued. 

Beating  the  S&P500  by  1,620  basis  points 

But  computer  screening  is  only  the  first  step. 
Once  we  have  the  short  list.  Institute  analysts 
start  the  extensive  investigation  that  narrows  our 
selection  down  to  a  single  stock  of  the  month  — 
a  stock  we  have  ever)'  reason  to  believe  will  pay 
handsome  rewards  to  our  subscribers  —  even 
though  other  investors  may  be  dumping  it. 

If  you  had  been  a  subscriber  to  the  Institute  s 
newsletter,  Forbes  Special  Situation  Survey,  and 
you  had  invested  $1,000  in  each  of  our  last  12 
monthly  recommendations,  your  holdings  would 
now  be  worth  $12,700.  And  this  during  one  of  the 
worst  bear  markets  in  history.  Indeed,  if  you  had 
invested  the  same  amount  in  the  S&P  500  during 
the  past  12  months,  your  portfolio  would  be 


worth  only  $10,750;  almost  $2,000  less. 

The  stocks  we  recommend  may  be  depressed 
because  earnings  slipped  temporarily  ...  the 
sectors  they're  in  are  out  of  favor  ...  they're  in  the 
midst  of  merger  negotiations  ...  or  there  have 
been  long-needed  management  shake-ups. 

In  the  48  years  we've  specialized  in  underval- 
ued stocks,  we've  become  experts  in  figuring  out 
why  a  stock  is  depressed  —  sometimes  there's  no 
apparent  reason  at  all.  And  we're  also  experts  at 
figuring  out  whether  that  depression  is  temporary, 
and  the  stock  is  a  good  turnaround  candidate. 

The  Institute's  computer  system  looks  at  the 
basics  first.  We  screen  stocks  by  earnings  momen- 
tum, trading  volume,  cash  flow,  profit  margins, 
book  value,  financial  leverage,  etc.  We  also 
consider  the  company's  market  share  and  indus- 
try leadership. 

Time  to  take  profits 

When  you  subscribe  to  Special  Situation 
Survey,  you  get  an  in-depth,  10-12  page  report  on 
a  new  stock  each  month.  It's  also  posted  on  our 
secure  Web  site  available  to  subscribers  only. 

In  addition,  you  get  timely  updates  for  all  the 
open  recommendations  you  have  received  during 
your  subscription  term.  We  deliver  these  to  you 
whenever  there's  important  news  about  one  of 
your  holdings.  That  ensures  you'll  always  know 
our  latest  evaluation  of  each  special  situation 
stock  we  have  recommended  to  you. 

And  most  important,  we'll  tell  you  when  it's 
time  to  take  your  profits.  So  you'll  never  wonder 
about  the  best  time  to  sell. 

The  Institute's  staff  is  working  on  another 
recommendation  right  now.  We  don't  have  the 
target  price  calculated  yet,  but  it  could  produce 
double-digit  returns  like  the  62%.  we  made  on 
Shaw  Group  (while  the  S&P500  was  up  a  pitiful 
1.8%  fi-om  February  15,  2002  to  April  18,  2002)  ... 
or  26%i  for  the  Scholastic  Group  (while  the 
S&P500  lost  6.8%  from  June  18,  2001  to  January 
24,  2002). 

You  can  subscribe  now,  and  save  $400.00  off 
the  regular  subscription  price,  simply  by  caUing 
1-888-647-7302.  Or  mail  the  $400  off  coupon 
below.  Of  course,  your  satisfaction  with  Special 
Situation  Survey  is  100%  guaranteed. 

Subscribe  today!  We  believe  this  next  recom- 
mendation is  a  powerful  profit  opportunity.  Don't 
miss  it!  Call  1-888-647-7302  now! 


-orbes  Special  Situation  Survey  —  Subscribe  Now 

ind  Save  57.6%  Call  1-888-647-7302  or  mail  coupon 


CSI  I  want  to  get  the  Forbes  hivestors  Advisory'  Institute's  monthly  stock  reconunendations 
at  have  averaged  double-digit  returns.  Please  enter  my  12-month  subscription  at  the  special 
tioductory  price  of  just  $295  —  a  S400  savings  off  the  regular  subscription 
ice.  I  understand  1  must  be  100?c  satisfied,  or  you'll  refund  my  subscrip- 
in  fee  for  all  unmailed  issues. 


$400 

Off 
Coupon 


I  enclose  my  check,  payable  to  Forbes  Special  Situation  Survey  for 
$295  for  a  full  year  (12  stock  picks). 

Charge  my  credit  card: 

Q  Visa       Q  MasterCard       Cj  Amex       U  Diners  Club 


ud  number 


Expires . 


;nature_ 


Name 


Address 


City  . 
State 


.  Zip  Code  _ 


Email  address  _ 
□    BUI  me 


Mail  to:  Forbes  Special  Situation  Survey,  Post  Office  Box  5477,  Harlan,  lA  51593-4977 
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MARKETING 


MARTIN  HANAKA  AND  SPORTS 
Authority  were  both  dam- 
aged goods  when  the  retail- 
ing executive  landed  the  top 
slot  at  the  sporting  goods 
chain  in  September  1998. 

Kanaka's  career  had  been  derailed  the 
year  before,  when  he  was  arrested  for  al- 
legedly assaulting  a  23-year-old  female  un- 
derling with  whom  he  was  involved.  Soon 
after,  he  resigned  from  Staples,  where  he 
was  president  and  chief  operating  officer. 
Hanaka's  reputation  seemed  forever  sul- 
lied, even  though  the  charges  were  later 
tossed  out  by  a  judge.  Disgraced  executive 
and  desperate  company  were  matched  up 
by  Massachusetts  Governor-elect  Mitt 
Romney,  who  served  on  the  boards  of  both 
Staples  and  Sports  Authority  and  reasoned 
that  Hanaka  "deserved  a  second  chance." 
The  sporting  goods  retailer  seemed  an 
unlikely  launching  pad  for  a  comeback. 
The  Fort  Lauderdale-based  company, 
which  sells  just  about  any  hobby-related 
item,  fi-om  Rollerblades  to  rifles,  was  per- 
ilously close  to  bankruptcy.  Rapid-fire 
growth  had  boosted  the  number  of  stores 


tor  Group,  fell  through.  "We  had  a  broken 
company,"  says  Hanaka,  53. 

Fixing  its  stores  was  one  of  his  top  pri- 
orities. Hanaka  ordered  a  comprehensive 
six-month  survey  of  Sports  Authority 
stores  and  its  shoppers.  In-house  re- 
searchers created  a  database  of  some  9  mil- 
lion Sports  Authority  customers,  studied 
credit  card  purchases  and  information  and 
used  blind  online  surveys.  The  results  were 
startling:  Sports  Authority  didn't  have  a 
clue  about  who  was  buying  its  products. 
For  years  management  assumed  that  most 
of  its  customers  were  men — stores  and  ads 
were  designed  to  appeal  to  them — but 
Hanaka  found  that  women  shoppers  actu- 
ally drive  most  of  its  business.  Specifically, 
women  aged  25  to  45  contribute  70  cents  of 
every  dollar  spent  at  Sports  Authority, 
whether  the  purchase  is  footwear,  fishing 
equipment  or  Little  League  gear.  "Mom  is 
pivotal,"  Hanaka  says. 

Now  much-belated  changes  are  under 
way  to  make  Sports  Authority  more  ap- 
pealing to  her.  Cluttered,  warehouse-like 
stores  with  dark  walls  are  being  redesigned. 
In  new  stores  shelves  sit  closer  to  the 


study  of  stores  and  consimiers,  he  learn 
that  one  store  in  Illinois  offered  100  difiG 
ent  firearms  in  an  area  where  only  18  pe 
pie  held  gun  permits.  Now,  factors  such 
the  number  of  gun  licenses,  swimmii 
pools  and  Little  League  diamonds  in 
town  determine  a  store's  product  mix. 
instance,  Hanaka  tripled  the  shelf  sp; 
dedicated  to  lacrosse  equipment  in  Spoi 
Authority's  five  stores  on  Long  Island 
in  Arizona,  where  lacrosse  isn't  popular, 
equipment  isn't  offered.  Company  sales  i 
lacrosse-related  goods  rose  40%  after  tl 
mix  was  rejiggered  in  2001. 

Although  Hanaka  wants  to  boost 
of  private-label  gear,  which  is  33%  mol 
profitable  than  name-brand  goods,  froi 
9%  to  15%  of  revenue,  the  new  stores  h 
helped  Sports  Authority  land  so 
higher-priced,  big-name  sports  appa^ 
and  equipment  makers  that  once  shunne 
the  chain.  Among  them:  Salomon,  Dii 
mondback  and  K-Swiss.  "Managemei 
has  reinvigorated  the  retail  sales  staff  an 
you  feel  it  when  you  walk  into  the  stores, 
says  K-Swiss  Chief  Executive  Steve 
Nichols,  who  had  yanked  his  product 
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Retail  Redemption 

MARTIN  HANAKA  burnishes  troubled  Sports  Authority  and,  with  it,  his  owi 
tarnished  reputation.  It's  a  surprise  comeback  for  both.  by  brendan  coffe 


to  228  in  1998  ft-om  just  8  in  1990,  but  the 
expansion  was  neither  well  planned,  nor 
well  funded.  Many  stores  were  opened 
without  a  senior  executive  looking  at  new 
locations  or  studying  the  markets.  The 
company's  debt  ballooned  to  $275  million 
as  it  borrowed  money  to  pay  for  new  store 
development.  Although  the  new  stores 
helped  push  sales  to  $1.6  billion  in  1998, 
the  company  posted  a  $64  million  loss. 
That  same  year  a  proposed  purchase  by  a 
potential  savior,  Foot  Locker  parent  Vena- 


ground;  aisles  are  wider;  lighting  is 
brighter;  walls  and  ceilings  are  white;  and 
sales  associates  assist  shoppers  with 
footwear  selection.  Women's  apparel  and 
equipment  is  being  boosted  to  40%  of  store 
offerings,  up  33%. 

The  merchandise  mix,  meanwhile,  is 
being  tailored  to  local  interests  in  store 
markets.  Previously,  nearly  all  of  the  45,000 
items  sold  in  Sports  Authority  stores  were 
tlie  same  in  each  store — a  sloppy,  one-size- 
fits-all  retail  strategy.  As  part  of  Hanaka's 


from  Sports  Authority  in  1999. 

There's  also  a  new  emphasis  on 
keting.  An  aggressive  direct  mail  campaij 
targets  women,  promoting  yoga  gear  ar 
sneakers.  In  new  stores  there's  an  in-sto 
TV  "network,"  called  WTSA,  that  feature.^ 
blend  of  sports  news,  celebrity  features  ai 
ads  for  products  in  the  stores  in  two-hoi 
programming  loops.  Hanaka  has  also  mai 
aged  to  ink  deals  with  manufacturers  lil 
Nike  for  the  Nike  Driver,  the  golf  club  Tig 
Woods  used  in  the  Masters  Tournamer 
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It  promotes  on  the  network.  The 
jamming  and  the  ads  hit  consumers 
n  they  are  shopping  for  such  items, 
y^  have  also  enabled  Sports  Authority 
ash  its  advertising  and  marketing  bud- 
tO%,  says  Kanaka. 

Results?  The  average  sale  in  revamped 
es,  $48,  is  10%  higher  than  in  Sports 
lority's  old-format  outlets.  And  overall 
e  sales  increase  5%  a  year  once  stores 
•emodeled,  says  Kanaka.  That  increase, 
di  amounts  to  about  $450,000  a  year 


on  average  annual  store  sales  of  $9  miUion, 
covers  the  cost  of  each  store  redesign. 

The  204-chain  company  is  on  track 
to  post  sales  of  $1.5  billion  for  the  fiscal 
year  that  ends  Feb.  2.  That's  a  6%  increase 
over  2001  and  the  first  uptick  in  four 
years.  Net  income  is  expected  to  jump 
46%  to  $22  miUion  in  the  chain's  third 
straight  year  of  profitability,  thanks  in 
part  to  the  closing  of  two  dozen  money- 
losing  stores.  Debt,  meanwhile,  has  been 
reduced  to  $156  million.  "Marty's  done  a 


fantastic  job,"  says  Sports  Authority 
founder  Jack  A.  Smith,  one  of  the  com- 
pany's largest  shareholders. 

There  are  still  hurdles.  Store  renova- 
tions won't  be  completed  for  three  more 
years.  And  the  stock,  which  closed  recently 
at  $7,  trades  at  just  10  times  earnings  after 
liitting  $14.85  in  April.  But  Kanaka  is  opti- 
mistic. "The  turnaround,"  he  says  tri- 
umphantly, "is  done." 

And  he's  not  just  talking  about  the 
sporting  goods  chain.  r 
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New  pain  relievers  are  moving 

through  research  labs.  NICOLAS  BAZAN  hope  lii 

drug  may  ease  future  aches,  by  aliya  sternste 


■  SBhN  vane  knows  a  lot  about  pain,  the  BRITISH 
phSiSsafacologist  won  the  Nobel  Prize  in  Medicine  in 
^  1982  ft>f  discovering  the  link  between  aspirin  and  pain 
I  sigrfi^k)  the  brain.  Now  he  says  scientists  can  do  a 
better  j^^^^inpointing  and  relieving  pain. 
The  prom(^:  Researchers  are  busily  developing  a  new  gen- 
eration of  dr™p^'everything  from  minor  pangs  to  postsurgi- 
cal trauma,  wSfc  i  i  de  effects  that  have  dogged  some  of  the 
more  recent  en^aius  in\the  pain  relief  market.  If  all  goes  well, 
the  first  of  these'ncw  i|irugs  should  be  available  by  prescription 
by  2005  and  over  the  crougtoi  within  ten  years. 
.      The$14-billio        ''^  ' 


seen  some  torrid  growth  lately,  thanks  to  the  new  class  o  i 
called  COX-2  inhibitors  targeted  at  arthritis  and  pain.  Sal  'i 
Pharmacia's  Celebrex  should  pass  $2.9  billion  this  year,  up  I  n 
$2.2  billion  in  2000.  Merck's  rival  drug,  Vioxx,  should  gen  tc 
$2.1  billion  this  year,  up  from  $1.5  billion  in  2000.  Meanv  k 
sales  have  flattened  for  name  brand  over-the-counter  drugs  !' 
as  Tylenol,  Aleve  and  Nuprin,  which  accounted  for  $2.5  bi 
of  the  $3  billion  segment,  according  to  Mark  Goldstone,  lo 
tracks  industry  data  for  marketing  conglomerate  Euro  USCC 

But  a  recent  string  of  woes  have  put  a  hurt  on  the  pain  el 
business.  In  June  Express  Scripts,  one  of  the  biggest  managt  ot 
pharmacy  benefits  in  the  U.S.,  told  its  die"*''  t'-'^^f  rpipNrf>\li(1 
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loxx  .provide  only  a  narrow  benefit  over 
uprofen  (the  branded  version  is  Advil)  and 
ipraxen  (Aleve),  which,  as  generics,  are  vastly 
eaper  (see  box).  Complaints  have  dogged 
debrex  and  Vioxx  since  their  introduction  in 
99.  Accusations  include  increased  risk  of  gas- 
)intestinal  bleeding  and  heart  attacks,  as  well 
dowdowns  in  the  ulcer-healing  process. 

While  aspirin,  acetaminophen  (Tylenol)  and 
^  est  over-the-counter  pain  relievers  are  consid- 
ed  very  safe  and  effective,  some  troubles  have 
cently  emerged  for  them,  too.  In  September  a 
)od  &  Drug  Administration  advisory  commit- 
e  met  to  review  data  on  the  458  aceta- 
inophen-overdose-related  deaths  every  year  in 
e  U.S.,  of  which  100  are  unintentional.  As  a 
suit,  the  FDA  is  considering  changing  aceta- 
inophen  warning  labels  to  identify  the  risk  of 
.er  toxicity.  Another  possible  label  change 
ould  warn  that  excessive  doses  of  ibuprofen 
id  naproxen  may  increase  your  risk  of  gas- 
ointestinal  bleeding  and  magnify  kidney  dam- 
;e  for  those  with  pre-existing  conditions. 

The  physiology  of  pain  relief  is  still  only 
jrtly  understood,  even  though  aspirin  has 
:en  around  since  1899  and  Johnson  &  John- 
J>n's  McNeil  Laboratories  started  selling 
denol  in  1955.  John  Vane  won  his  Nobel  by 
scovering  in  1971  that  aspirin  and  similar 
■ugs  inhibit  an  enzyme  which  makes 
ostaglandins,  compounds  released  in 
sponse  to  inflammation.  This  prostaglandin- 
oducing  enzyme  is  called  cyclo-oxygenase,  or 
3X.  Vane's  research  led  drug  companies  to  tar- 
:t  pain  by  stopping  the  COX  enzyme  from  producing 
•ostaglandins. 

As  it  turned  out,  aspirin  and  its  cousins  ibuprofen  and 
iproxen  were  quite  effective  in  shutting  down  both  COX- 1,  which 
active  in  the  stomach  and  in  blood-clotting  platelets,  and  COX-2, 
hich  exists  primarily  at  the  site  of  inflammation  and  in  the  brain, 
(fcie  idea  behind  COX-2  inhibitors,  such  as  Celebrex  and  Vioxx, 
as  to  spare  the  stomach  lining  by  targeting  only  COX-2. 

Left  out  in  this  research  was  acetaminophen,  a  brain  drug  that 
orks  on  neither  COX-l  nor  COX-2.  Scientists  had  no  hard  evi- 
mce  on  how  it  works,  but  the  recent  discovery  of  the  COX-3 
izyme  by  Brigham  Young  Universitv'  scientist  Daniel  Simmons 
uld  possibly  hasten  the  arrival  of  the  next  Tylenol. 

At  the  forefront  of  this  work  is  fledgHng  firm  St.  Charles 
harmaceuticals  in  New  Orleans.  Its  founder,  Nicolas  Bazan,  a 
)-year-old  neuroscientist,  has  a  seemingly  simple  and  elegant 
iswer  to  the  pain  problem:  Chemically  combine  a  derivative  of 
:etaminophen  with  a  saccharinelik.-  component.  Adding  a 
veet  substance  solves  the  problem  of  liver  and  kidney  toxicity, 
lowing  him  to  deliver  safely  a  far  more  potent  dose  of  relief 
at  he  suspects  may  target  the  COX-3  enzyme. 


Ills  and  Pills 


EXTBA-STBEMCTH 
ACE 


lyfenol:  I2C  per  pill 

Generic:  7C  per  pill 

PROS:  Widely  tolerated; 

reduces  fever 

CONS:  Ineffective  for  severe 

pain;  may  cause  liver  damage 


Advil:  I2C  per  pill 

Generic:  80  per  pill 

PROS  Same  as 

acetaminophen;  reduces 

risk  of  heart  attack 

CONS:  Ineffective  for  severe 

pain;  stomach  bleeding 


Aleve:  I3(  per  pill 
Generic:  90  per  pill 

PROS:  Same  as  ibuprofen 
CONS:  Same  as  ibuprofen 


Celebrex/Vioxx:  $4.50  per  pill 

PROS:  Relieves  arthritis  pain 

and  cramps;  reduces 

likelihood  of  ulcers 

CONS:  Available  by 

prescription  only;  slows 

blood  clotting;  may  cause 

stomach  bleeding;  increases 

risk  of  heart  attack 


St.  Charles,  named  after  the  trolley- 
tracked  avenue  near  Bazan's  home,  is  in  very 
early  stage  clinical  trials  with  its  new  drug, 
SCP-1.  "There's  nothing  out  there  that  is  as  ef- 
fective, that  is  non-narcotic  ...  and  is  at  least 
as  powerful  as  acetaminophen,"  Bazan  claims, 
adding  that  unlike  acetaminophen,  his  drug 
will  not  lower  fever. 

Ten  years  ago  the  Argentinean-born  Bazan 
joined  up  with  Julio  Alvarez-Builla,  an  organic 
chemist  at  the  University  of  Alcala  in  Spain,  to 
develop  better  painkillers  that  had  fewer  side 
effects.  It  turns  out  that,  in  excess  quantities, 
acetaminophen's  breakdown  products  latch  on 
to  the  FAS  ligand  of  liver  ceOs.  That  protein  is  a 
switch  that  tells  a  cell  to  self-destruct.  The  addi- 
tion of  a  saccharinelike  component  prevents 
this  FAS-triggering.  In  mice,  27  milligrams  of 
acetaminophen  killed  half  of  the  subjects, 
whereas  twice  as  much  SCP-1  was  harmless. 

Now  humans  are  the  guinea  pigs;  40  are 
consuming  up  to  900mg  of  SCP-l  a  day.  If  SCP-1 
gets  through  the  FDA's  hoops,  the  new  morn- 
ing-after-Mardi-Gras  pain  relief  could  be  avail- 
able by  prescription  in  2005  and  without  per- 
haps by  2007. 

Bazan  wants  to  line  up  a  big  drug  firm  to 
peddle  the  potion.  It  won't  be  J&j's  McNeil 
Consumer  &  Specialty  Pharmaceuticals  divi- 
sion, which  had  not  heard  of  his  company 
when  a  FORBES  reporter  called.  J&J  is  not  saying 
much  about  its  research  into  acetaminophen 
improvements,  except  that  it  wants  to  ascertain 
whether  or  not  COX-3  exists. 
Other  firms  have  new  pain  relief  drugs  in  the  pipeline. 
AstraZeneca  has  doped  its  version  of  a  COX-2  inhibitor  with 
nitrous  oxide — yes,  laughing  gas — to  soften  the  gastrointestinal 
blow.  Nitrous  oxide  increases  blood  flow  to  the  stomach,  thick- 
ening the  mucous  lining  that  COX-2s  tend  to  wear  thin.  In  early- 
stage  human  trials  in  May  2000,  scientists  observed  66%  fewer 
stomach  erosions  in  3 1  patients  treated  with  a  nitrous  oxide  ver- 
sion of  a  COX-2  inhibitor,  versus  naproxen.  This  drug  could  con- 
ceivably be  ready  by  2006. 

Novartis  also  has  a  new  anti-inflammatory,  Prexige,  for  acute 
and  chronic  pain.  Due  out  in  2004,  it  could  work  faster,  longer 
and  cause  fewer  ulcers  than  other  COX-2S. 

And  Pharmacia's  new  injectable  COX-2,  called  Dynastat, 
could  supplement  (or  supersede)  morphine.  Approved  in 
Europe,  Dynastat  eases  suffering  for  postsurgical  and  office 
patients  in  minutes,  instead  of  the  up  to  an  hour  it  takes  COX-2 
pills  to  kick  in.  The  drug,  still  undergoing  clinical  trials  in  the 
U.S.,  seems  to  have  the  same  side  effects  as  the  other  COX-2s,  but 
in  tests  against  morphine,  ketorolac  (Toradol)  and  placebo, 
Dynastat  was  superior  to  morphine  and  placebo,  and  compara- 
ble to  ketorolac  in  potency  and  duration.  F 
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AMONG  THE  WEALTH- 
ier  volunteer  militia 
in  early  19th-century 
America,  competition 
was  fierce.  Sartorial 
competition,  that  is. 

For  the  Dragoon 
Corps  in  Worcester 
County,  Mass.  that 
meant  a  snazzy  three-piece 
ensemble  of  bright  red  wool  felt,  studded  with  brass  bullet  but- 
tons and  accented  with  navy  blue  cuffs  and  heart-shaped 
appliques  on  the  jacket  tails.  The  helmet:  a  wild,  painted  red 
leather  affair  with  black  and  grey-blue  stripes,  topped  with  a 
horsehair-entwined  crest. 

The  New  York  State  Militia,  First  Division,  by  contrast, 
opted  for  a  stately  navy  blue  coatee  with  matching  trousers.  It 
was  Major  General  Nathaniel  Coles'  hat  that  made  the  boldest 
statement:  a  beaverskin  chapeau  de  bras,  with  a  black  silk  gros- 
grain  ribbon  cockade,  gilt-metal  eagle  pin  and  20-inch  ostrich 
feather  plume. 

These  were  uniforms?  Absolutely,  though  a  far  cry  from  the 
jack-booted,  camouflage-toting  set  that  calls  itself  militiamen 


today.  Starting  in  the  17th  century,  the  American  Colon 
adopted  a  local  militia  system  to  which  every  able-bodied  ni 
between  the  ages  of  1 8  and  45  was  required  to  belong.  Thi 
were  two  types.  The  enrolled  militia  was  for  the  average  Josi 
whose  local  government  issued  him  a  plain  uniform,  musl 
and  sword.  Then  there  was  the  volunteer  militia,  made  u 
moneyed  folk.  They  supplied  their  own  equipment,  inclui 
artillery.  For  the  elite,  this  was  a  chance  to  express  patriotism 
to  show  other  units  that  they  had  a  superior  sense  of  style. 

Elaborate  and  often  quite  beautiful,  volunteer  militia  regi 
is  in  a  unique  coOecting  category.  The  objects  embody  a  sig 
cant  slice  of  American  history  and  also  showcase  the  craftsm. 
ship  of  unsung  local  artisans.  Many  of  the  pieces — beauti 
painted  canteens,  knapsacks,  drums — marry  graphic  design  an 
functionality.  The  uniforms  are  at  once  elegant  and  ostentatiou: 
many  of  them  decorated  with  flashy  gold  appliques,  embosse 
brass  buttons  and  gilded,  ornately  embroidered  epaulets.       A| 

No  one  has  amassed  a  larger  collection  of  militia  accou  ' 
trement  than  William  H.  Guthman,  an  author  and  Americ<u|j 
dealer  based  in  Westport,  Conn.  At  78,  Guthman's  advancJI 
age  and  desire  to  have  a  hand  in  seUing  his  treasures  led  him  t 
decide  to  offer  up  his  entire  militia  collection  at  Sotheby's  L 
New  York  City  on  Jan.  19.  Never  has  there  been  an  auction  o 


The  Right  to  Bear  a 

Fabulous 

Outfit 

A  sale  of  early  American  militia  accoutrement  highlights  an  obscure 
chapter  in  U.S.  history— and  shows  those  guys  had  a  real  sense  of  style. 

BY  SUSAN  ADAMS 
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Balls,  cotillions  and  parades 

were  opportunities  to 

STRUT  ONE'S  EPAULETS. 

this  sort  on  this  scale. 

"I  wanted  to  write  the  catalog,"  insists  Guthman,  who  is  also 
one  of  the  appraisers  on  PBS'  Antiques  Roadshow.  He  spent  four 
weeks  at  Sotheby's  laboring  over  the  220-page  tome  that 
describes  all  330  lots  in  detaO.  Guthman  wrote  the  descriptions 
himself. 

Dragoon  helmet  from  New  Milford,  Conn,  circa  1825: 
"ornately  decorated  and  painted  . . .  with  a  huge  pierced-metal 
crest,  each  side  of  the  black  leather  body  further  embellished 
with  a  red  and  gold  sunburst  beneath  an  arching  band  of  gold, 
above  which  are  five  stars  . . .  the  embossed,  gilded  leather  cock- 
ade decorated  with  a  spread-wing  eagle  standing  on  a 
globe."  Or  the  officer's  epaulets,  circa  1820:  "embroi- 
dered with  gilt-metal  thread  in  scrolling  foliate  designs, 
six-pointed  silver  metallic  stars  and  gilt-brass  buttons." 
Lest  you  think  the  men  sporting  this  finery  didn't 
fight,  Guthman  will  set  you  straight.  Some  of  the 
most  important  conflicts  in  America  were  waged  by 
militia  men.  The  Battle  of  New  Orleans  in  the  War 
of  1812  against  the  British,  for  instance,  was  fought 
mainly  by  the  Tennessee  Riflemen,  a  militia  corps 
led  by  Andrew  Jackson.  Most  people  don't  know 
that  Abraham  Lincoln  was  a  captain  of  the  Illinois 
militia  during  the  Blackhawk  War  of  1832. 

Likewise,  the  18th-century  French  and 
Indian  Wars  were  fought  by  militia  troops  from 
all  the  Colonies.  The  Minutemen,  colonial 
troops  ready  to  take  the  field  on  short  notice  in 
the  American  revolution,  were  in  fact  militia- 
men from  New  England.  So  was  Paul  Revere, 
who  was  second  in  command  of  an  artillery  reg- 
iment of  the  Massachusetts  militia. 

Though  beautiful,  the  most  elaborate 
militia  gear  were  horribly — sometimes 
fatally — impractical  when  it  came  to  doing 
battle  with  the  native  population.  Bright 
red  clothing  and  headgear  topped  with 
foot-high  feathers?  All  the  better  for  the 
Indians  to  target  fi-om  the  safety  of  their 
animal  skins  that  blended  into  the 
woods.  While  troops  in  the  western- 
most states  figured  out   that  they 
needed  to  tone  down  their  garb  and 
alter  their  battle  tactics,  the  New  Eng- 
enders were  slow  to  come  around. 
The  militias  were  a  carryover  from  the 
British,  notorious,  of  course,  for  doing 
battle  in  the  most  ornate,  ridiculously 
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impractical  outfits. 

Why  did  America  leave 
the  important  job  of  protect- 
ing the  country  up  to  local 
militias?  "The  Founding 
Fathers  were  afraid  of  a  stand- 
ing army,"  explains  Guthman. 
"They  didn't  want  the  central 
government  to  have  a  fighting 
force."  Until  the  Civil  War, 
when  the  country's  needs 
abruptly  changed  and  the  fed- 
eral government  assumed 
control  of  the  armed  forces. 
Militia  troops  were  absorbed 
into  the  army. 

The  men  of  the  militia  may 
have  been  fighters,  but  they 
also  knew  how  to  party.  Balls, 
cotillions,  suppers  and  colla- 
tions were  all  great  opportuni- 
ties to  strut  one's  epaulets.  So 
were  parades.  Every  July  4,  local 
militias  got  decked  out  in  their 
finest  outfits  and  paraded  through 
the  streets  marching  to  fifes  and 
drums.  When  dignitaries  visited,  mili- 
tias   were    there    to    honor    them. 
Throughout  the  Marquis  de  Lafayette's  14- 
month  tour  of  America,  starting  in  1824,  local  mUitias  greeted 


Boom  boom:  painted  bass  drum,  New  York 
State  Artillery,  lOth  Regiment,  from  1812. 


'The  founders  were  AFRAID  of  a  standing  army." 


Epaulets  make  the  man:  T;  :se  belonged  to  a 
militia  officer  in  the  early  19th  century. 
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and  escorted  him,  ostrich  plumes  waving.  Statesmen's  funei 
were  opportunities  for  militia  mourning  parades,  accompani 
by  slow,  muffled  drumbeats. 

While  Guthman  says  he  never  collected  his  militi 
gear  as  an  investment — "I  love  this  stuff,"  he  says,  siiii 
ply — values  have  risen  over  the  years.  For  instance, 
set  consisting  of  jacket,  officer's  chapeau,  hat  box  ani 
woven  linen  handkerchief  that  once  belonged  to  N^j 
York's  General  Coles  has  a  low  estimate  at  Sotheby's 
$30,000.  Guthman  bought  the  set  from  a  dealer  in  19i 
for  $3,500.  Many  of  the  hats  Guthman  is  selling  came  ft-Q 
a  group  of  100  he  bought  in  1962  for  a  total  of  $25,0(    I. 
Each  piece  is  now  estimated  to  sell  for  between  $3,500  ai 
$4,500.  The  total  take  Sotheby's  hopes  to  bring  from  the  Gut 
man  sale:  $1.5  million. 

For  those  interested  in  this  field  but  averse  to  private  colle( 
ing,  the  best  place  to  see  militia  regalia  is  Old  Sturbridge  Villa 
(www.osv.org)  in  Sturbridge,  Mass.  There's  a  room  with  a  doa 
cases  dedicated  to  early- 19th-century  New  England  militia  un 
forms,  firearms  and  accoutrement.  Once  a  year  the  museu 
stages  a  Militia  Day,  with  musket  firings,  fife-and-drum  march 
and  a  mock  battle.  Next  year  Militia  Day  is  May  24. 
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hours'  sleep  before  making  our  final 
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The  Raid  Gauloises  (no  affiliation  with  the 
French  cigarette  company)  combines  several 
extreme  sports  into  one.  It  began  in  1989,  when  a 
French  journalist  and  adventurer  staged  a  nonstop 
ten-day,  250-mile  multisport  race  across  New 
Zealand's  South  Island.  In  the  13  years  since,  expe- 
dition racing  has  become  a  fad,  with  the  number 
of  races  in  the  U.S.  climbing  from  50  to  300  or  so  in  the  past  5 
years.  The  best  known  in  North  America  is  the  Eco-Challenge. 

The  original  Raid  has  continued  to  evolve  in  length  and  dif- 
ficulty, changing  venues  every  year — places  as  fer-flung  as  Oman, 
Ecuador  and  Tibet  Foi  2003  the  setting  will  be  Kyrgyzstan;  the 
distance,  750  miles.  Each  running  draws  a  mix  of  professional 
athletes  and  gimg-ho  amateurs  from  some  20  countries,  diWded 
into  coed  teams  of  se\'en  members  each  ( iWe  competitors,  two 


Required  skills  include 
CAMEL-RIDINQ  plus 
orienteering  and  rappelling. 


support  crew).  Required  skills  include  mountain  biking,  r 
ning,  canoeing,  orienteering  and  rappelling,  but  additional  i 
ciplines  are  added  to  suit  the  locale — camel-riding,  for  exam 
in  Oman. 

In  Vietnam  our  team  included  Dorsey  Moore,  a  Consa 
tion  Corps  administrator;  Nana,-  Bristow,  a  computer  progn 
mer;  and  Brett  Lehigh,  an  air  traffic  controller  (all  from  Cali 
nia).  And  me — a  Texas  tax  lawyer — as  team  captain.  Like 
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other  50  teams,  we  were  given  12  days  to  complete  1,000  kilo- 
meters of  largely  unmapped  trails.  The  course  was  di\ided  into 
a  series  of  checkpoints.  Failure  to  reach  any  one  in  the  specified 
time  meant  disqualification,  though  the  route  was  left  to  our 
own  discretion  (and  navigational  ability).  All  five  team  members 
had  to  complete  each  section  together. 

The  course,  kept  secret  untU  two  days  before  the  start,  began 
in  the  village  of  Bac  Ha,  19  miles  south  of  the  Chinese  border. 

Surviving  the  TOUGHEST 

RACE  ON  EARTH, 

we  were  too  tired  to  exults 


We  ran  and  trekked  75  miles  across  rice-terraced  mountains  and 
primeval  forests.  A  59-mile  mountain  bike  ride  and  a  42-mile 
canoe  trip  down  the  Gam  River  in  Ha  Giang  province  foUowed. 
We  crossed  highland  valleys  and  eventually  the  rice  plantations 
of  the  delta,  heading  for  the  Gulf  of  Tonkin.  Days  of  100-degree 
heat  gave  way  to  nights  of  torrential  rain. 

We  completed  the  first  stage  of  the  race  in  61  hours,  includ- 
ing 5  for  sleep.  Our  reward:  a  rendezvous  with  our  support  crew 
at  Checkpoint  14  in  Thac  Mo  nature  reserve.  Mike  Heftier  (a 
dive  shop  manager)  and  Bill  Spenny  (a  NASA  space  shuttle  engi- 
neer) replenished  our  backpacks,  tended  to  our  medical  needs 


and  suffered  our  sour  dispositions.  We  had  already  exceeded  ( 
distance  of  the  Hawaii  Ironman  Triathlon  by  40  miles,- ' 
nearly  440  mUes  stiU  to  go. 

Burning  quads  and  blistered  feet  were  recompensed  by  sd 
tacular  panoramas  along  the  way:  colorfully  dressed  Hi 
and  Dao  mountain  people  walking  to  market,  the  stilt-house  \* 
lages  of  the  lowland  Tay  and  children  directing  water  buf 
But  much  of  the  scenic  grandeur  got  lost  in  a  fog  of  sleep  de 
vation  and  fatigue. 

Take  your  pick:  You  can  win  or  you  can  enjoy 
experience.  We  felt  that  confHct  most  poignantly  in 
Be  National  Park  in  Bac  Can  province,  where 
crossed  a  series  of  waterfalls  using  fixed  ropes,  s 
the  peaks  of  a  rain  forest  and  paddled  a  bamboo 
through  a  cave  on  the  Nang  River,  en  route  to 
nam's  only  mountain  lake.  We  would  have  liked  to  have 
able  to  absorb  this  magnificent  place — one  we  probably  w 
never  see  again.  But  Ba  Be  went  by  in  a  blur. 

By  the  time  we  paddled  across  Ha  Long  Bay,  a  French  te 
had  claimed  first  place.  But  we  were  one  of  34  teams  to  fini 
placing  29th.  Traveling  250  miles  on  foot,  200  miles  on  moir 
tain  bikes  and  1 50  miles  by  canoe,  raft  and  sea  kayak,  we  h 
survived  the  toughest  race  on  earth.  Too  tired  for  exultation, 
quietly  exchanged  handshakes  and  retired  to  plan — careers  p 
mitting — our  next  Raid.  For  information  on  future  Raids  (ai 
video  of  past  ones),  visit  forbes.com/raid. 
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The  West  Coast  Swing  launches  the  2003  PGA  TOUR  Season.  The  PGA  TOUR  kicks  off  the  first  nine 
events  of  its  2003  season  with  the  West  Coast  Swing  presented  by  The  St.  Paul,  See  the  world's  finest 
players  compete  for  a  million  dollar  bonus  pool  and  the  chance  to  be  declared  "King  of  the  Swing'.' 


These  Guvs  Ar£  Good 


2003  West  Coast  Swing 

SCHEDULE     OF     EVENTS 
Presented  by 

^esri^ui 


Jan  6-12  Mercedes  Championships,  Kapalua,  HI  espn 

Jan  13-19  Sony  Open  in  Hawaii,  Honolulu,  HI  espn 

Jan  20-26  Phoenix  Open,  Scottsdale,  AZ  usa  CBS 

Jan  27-Feb  2  Bob  Hope  Chrysler  Classic,  La  Quinta,  CA  usacbs 

Feb  3-9  AT&T  Pebble  Beach  National  Pro-Am,  Pebble  Beach,  CA  usances 

Feb  10-16  BuiCK  Invitational,  La  Jolla,  CA  usa/cbs 

Feb' 17-23  Nissan  Open,  Pacific  Palisades,  CA  usa/abc 
Feb  24-  Mar  2  WGC-Accenture  Match  Play  Championship,  Carlsbad,  CA     espn/abc 

Feb  24-  Mar  2  Chrysler  Classic  of  Tucson,  Tucson,  AZ  usa 


mTH  ANNIVERSARY 

Florida  Money  Show 


4  FREE  Gifts 
for  All  Attendees — 
A  $400  Value 


In  Association  with  ForbCS 


The  Florida  Money  Show,  February  19-22,  2003,  is  a  unique,  one-stop  educational  resource 
for  everything  relating  to  investing,  the  economy,  and  your  money.  Whether  you  are  an 
experienced  investor  or  just  developing  your  investment  skills  and  knowledge,  you  belong  at 
The  25th  Anniversary  Florida  Money  Show  in  Orlando— you'll  come  away  a  winner.  Cain 
specific  investment  strategies  from  more  than  100  workshops,  panels,  and  general  sessions. 
The  focus  of  this  year's  Florida  Money  Show  is  Best  US  &  Global  Investment  Opportunities  Now.... 
Meet  and  hear  nationally  acclaimed  investment  advisors. ..all  under  one  roof— FREE  OF  CHARGE* 

'Certain  lunches  and  special  events  require  admission  fees. 

Attend  and  Get  These  Unprecedented  FREE  Offers 
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with  The  Money  Show,  will  perfectly  complement  your  in-depth,  continuing  research,  analysis, 
and  education:  The  Money  Show  Digest  and  4  out  of  7  trial  subscriptions  to  leading  advisories 
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featuring  the  top  stock  picks  and  latest  market  connmentary 
from  leading  market  forecasters.  ($120-160  Value) 
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available  for  sale  tftiP' 
Icnts  wtiile  In  US  waters. 


1300  S.E.  17th  St.,  Suite  204,  Ft.  Lauderdale,  FL  33316 
Tel:  (954)  768-0707  •  Fax:  (954)  768-0057  •  E-mail:  saIes@moranyachts.com 

www.itioranyachts.coin 
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INVESTING  IN  A  YACHT? 

TALK  TO  A  PROFESSIONAL. 

e  professionals  at  MORAN  YACHT  &  SHIP 
INC.  have  quietly  and  confidentially  sold 
nore  quality  motor  yachts  than  any  other 
ompany  in  the  world.  WHY?  Our  staff  has 
captained  many  different  quality  yachts 
ound  the  globe.  We  believe  that  ou;  many 
ars  at  sea  enable  us  to  provide  our  clients 
unrivaled  level  of  service  and  knc .  yiedqe. 


CHARTERING  A  YACHT? 

TALK  TO  A  PROFESSIONAL. 

Before  you  charter  a  yacht,  we  believe  that 

it  is  essential  that  you  first  consult  a 

professional  who  has  worl<ed  on  board  a 

charter  yacht  and  cruised  the  area  that  you 

are  considering.  From  Sydney  to  Sag 

Harboi  to  San  Ti  opez  -  we  have  cruised 

there.  C'  ntact  cur  office.  Oar  advice  is  free. 


BUILDING  A  YACHT? 

TALK  TO  A  PROFESSIONAL 

The  professionals  at  MORAN  YACHT  &  SHIP 

are  -  and  have  been  -  involved  in  the 

construction  of  some  of  the  finest  yachts  built 

throughout  the  world  over  the  past  15  years. 

Our  experience  and  expertise  will  enable  you 

to  take  delivery  of  the  vessel  that  you 

contracted  to  build  on  time  and  in  budget. 


Forbes  Subscriber  Service. ..to  fder,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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BEAUTIFUL  INVESTMENTS 


TO  PLAY  WITH 


THE  FINEST  COLLECTION 
OF  ANTIQUE,  CUSTOM  AND 
CONTEMPORARY  POOL  TABLES 
IN  THE  WORLD. 


Architects,  designers 
and  connoisseurs  of  the 
game  have  been  acquirin 
the  finest  pool  tables  in  the 
world  from  us  for  80  years. 

Call  for  our  new  brochure  or 
our  '35  limited  edition  88  page 
catalog  of  handcrafted  pool  tables. 
Wc  deliver  and  install 
tables  anyn'here. 

BIATT 

BILUARDS 

Since  1923^ 

Brautifitl  itii'L'otincttt.t  to  p/tj}/  n'itb. 


SHOWN:  "The  Griffith" 
Featuring  hand-cut  inlays 
of  ebony,  rosewood,  niaplcJ 
and  mahogany. 


New  York  City 
1.800.252.8855 

www.blattbilliards.com 

created  for  \foii.  Ay  hand,  one  at  a  time. 


POOL  TABLES  IN  THE  WORLD  SINCE  1923 
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\ILVER  EAGLES:  AT  OUR  ACTUAL  COST! 


EAR  2002  Silver  Eagle 

'der  Your  Piece  Of  American  History  Today/ 


tf 


The  Historic  High-Flying 

Silver  American  Eagles 

:e  1986,  the  first  year  of  their  issue,  the 
American  Eagle  series  has  established 
s  the  most  popular  series  of  legal  tender 
coins  ever  minted  in  United  States 
•.  For  collectors  of  United  States  legal 
r  coins,  the  release  of  the  Year  2002 
American  Eagles  will  continue  this 
cal  tradition. 

Exclusive  One-Tune  Only 

Limited  Vault  Invitation 

now  have  an  exclusive  one-time  only 
unity  to  order  brand  new,  uncirculated 
002  Silver  Eagles  at  our  actual  dealer 
of  $6.25  each,  limit  twenty  (20)  coins 
)usehold.  Our  entire  inventory  of  Year 
ilver  Eagles  for  this  offer  will  certainly 
It.  We  may  not  be  able  to  honor  orders 
ed  late,  so  do  not  delay  your  ordering! 

Genuine  U.S.  Legal  Tender 

h  of  your  Year  2002  Silver  American 
is  guaranteed  to  be  in  brilliant 
ulated  condition  and  is  guaranteed  by 
S.  Government  to  be  99.9%  pure  fine 

ike  silver  medals,  bullion  or  jewelry,  the 
002' Silver  American  Eagles  are  genuine 
gal  tender,  and  redeemable  anywhere 
can  cun-ency  is  accepted.  Legal  tender 
coupled  with  the  U.S.  Government 
iteed  silver  content,  means  your  Silver 
5  will  never  be  worth  less  than  their 
mable  value;  and  will  always  remain 
ir  with  collectors. 


Global  economic  uncertainty  could  send 
silver  prices  dramatically  higher  at  any 
time,  power  boosting  demand  for  these 
coins  and  limiting  their  availability  to  you. 

The  Year  2002  Silver  American  Eagles  are 
not  only  a  solid  silver  purchase,  but  they 
are  also  a  true  heirloom  piece  of  American 
history  to  be  enjoyed  in  your  family's  estate 
for  generations  to  come. 

Holding  the  Silver  Eagles  in  your  family'i 
estate  provides  a  lifetime  of  security  in  hard 
cun-ency  freasures. 

The  Year  2002  Silver  American  Eagles  can 
never  be  worth  less  than  their  legal  tender 
face  value,  or  the  price  of  silver,  and  are 
always  worth  more  to  collectors. 

The  Silver  American  Eagles  are  the  largest, 
purest  and  the  first  legal  tender  silver 
collector  coins  ever  minted  in  United  States 
history  for  true  collector  value. 

H  you  act  now,  there  is  still  time  to  secure 
the  entire  series  of  Silver  American  Eagles 
(1986-2001),  including  the  coveted  first 
year  of  issue  1986,  while  there  are  still 
specimens  rerriaining  in  choice, 
uncirculated  conaition.  Ask  your  Account 
Representative  for  details! 


tf 


Special  Mint  Collector  Rolls 

Since  the  U.S.  Mint  began  first  striking 
the  Silver  American  Eagles  in  1986,  the 
Mint  has  been  taking  coins  right  off  the 
press  and  placing  them  into  special  Mint 
rolls  perfectly  suited  for  collectors.  A 
complete  set  of  uncirculated  Silver 
American  Eagles  in  the  original  U.S.  Mint 
rolls  can  make  a  big  difference  in  the 
future  value  of  your  collection. 

Now  is  your  opportunity  to  add  these 
one  of  a  kind  collectibles  to  your  family's 
estate,  while  they  are  brand  new  and  in 
brilliant  uncirculated  condition. 

Strictly  Limited  Inventory 

This  will  be  the  only  Rush  FYiority  Vault 
Invitation  for  Year  2002  Silver  American 
Eagles  you  will  receive  from  us  this  year. 
Our  current  inventory  will  be  sold  on  a 
first  come-first  served  basis,  and  is 
sure  to  sell  out  immediately.  You  may 
order  individual  coins  at  $6.25  each,  plus 
priority  postage  of  only  $8.00  per  order. 
However  a  limit  of  twenty  (20)  coins  per 
household  will  be  strictly  observed. 

Avoid  disappointment  by  placing  your 
order  for  the  historic  Year  2002  Silver 
American  Eagles  right  now  by  calling  us 
Toll  Free  at  (800)  336-1630. 
We  cannot  guarantee  inventory  will  be 
available  to  satisfy  collector  demand,  and 
if  we  are  unable  to  fulfill  your  order,  you 
will  receive  an  immediate  refund.  So, 
don't  delay.  Order  right  now  at  our 
actual  cost  of  only  $6.25  each;  these 
coins  won't  last  long! 


it   COINS   WILL    NOT    BE    SOLD    BY   THE    U.S.    MiNT    DIRECTLY   TO    THE    PUBLIC.    OrDER    THEM    FROM    FiRST    FIDELITY    RESERVE. 


n)  coins  too! 


all  for  great  prices  on 


LL  TOLL  FREE  (800)  336-1630  •  FAX  (409)  898-1404  •  VAULT  VERIFICATION  #FFBS1202 


First  Fidelity  Reserve 
7945  Old  Voth  Road  •  Dept  C  •  Beaumont,  Texas  77708 


>  GH  Texas  Residents  add 
'^^^  8,25%  sales  tax 
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"Call  and  talk  with  an 
actual  human  being!" 
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3  S  dti 
Power  Buy! 

SVGA  (800  X  600),  1000  lumens,  6.5  lbs. 

Low  Price 


LP70 

XGA  (1024  X  768),  1 100  lumens, 
2.4  lbs.,  DLP^"  technology. 

Low  Price 


pa  3  fate 


* 


HITACHI 

>:  ■  P  ®  » 

Bright  and  versatile. 

XGA  (1024  X  768),  2500  lumens,  9.9  lbs. 


'Prices  at  time  of  printing  -  call  tor  latest  deals! 


HERE'S  A  TIP 

"A/ew  RF  (radio  frequency)  remote  controls  allow  you  to  control  your  projector  from 
100  feet  away.  This  is  convenient  when  you  want  to  interact  with  your  audience." 


ProjectorPeople/com 


Call  877-866-2974 

M-F  8-8  EST.  or  order  online  at 

www.projectorpeople.com 


NEC 
EPSON' 

SONY 

proXinui 


P  SmaB  Detail  OKay  Jl  Travel  fnendly  9  Room  bgWs  On  9  High  Contrast  S  HDTV  Seafly  O  Home  I.iealei  [B  Cair/  Case 


U>go  Design 
Mascot  Development 
Corporate  Identity 
Stationery  Design  , 
3D  Logo  Animation 
Web  Design 


We  can  take  your       | 
rough  logo  ideas  or    ' 
sketches  and  turn 
them  into  professionally 
formatted  logos  -  ready  to 
use  in  print  and  web. 


Starting  a  new  company?  Launching  a  new  product? 
How  about  a  corporate  identity  makeover?  You  need 
a  great  new  logo  designed!  Create  your  new  'look' 
at  The  Logo  Factory  -  THE  premier  logo  design 
and  corporate  identity  people.  Work  with  awarding 
winning  designers  to  create  your  new  corporate 
identity,  all  without  leaving  your  office!  Our  modular 
pricing  features  packages  for  EVERY  budget. 
Stationery,  graphics  and  web  design  too!  Visit  us  on 
the  web  at  www.TheLogoFactory.com  to  view 
our  extensive  portfolio,  current  design  packages  or  to 
submit  your  new  project!  ^    ^.^  -^j^- 


E:?^onMobil 

JOLIET  REFINERY 


SHAPED 
REAL  ITY 

PRODUCT         DESIGN 


i^v^h,\ 


CAMELOl 

Of  FROAD  SUPERSTORE 


Logo  and  mascot 

examples  pictured  are 

the  results  of  actual  logo  design 

■iroiects  aeated  for  clients  via  our 

web  site.  The  Logo  Factory  offers 

various  design  packages  & 

options  for  every  budget,      vjsjt  US  Oil  the  Web  Of  Call  TOLL-FREE  1  •866*891  'S?©  I 


VISA 


iiiiifiiiiif.thel€M€ifactonf.co 
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-irnited  Quantities  of  Year  2002  $5  Gold 
Eagles  at  our  actual  dealer  cost  of 
only  $38  per  coin,  plus  postage!  Each  of 
hese  22  karat  gold  coins  is  guaranteed 
n  gem  uncirculated  condition,  and  is 
genuine  United  States  legal  tender.  Lim/t 
Five  (5j  per  order,  availability  not 
guaranteed.  Prices  subject  to  change. 
Call  First  Fidelity  Reserve  Today. 


Coin  Enlarged  To  Show  Detail 


First  100 
customers  receive 
a  FREE  350  page 
hardcover 
Guidebook  of  i 
United  States 
Coins! 

$10  Value  F/?EE/ 


Call  Right  Now  Toll  Free: 

(800)  336-1630\ 


Texas  Residents  add 
8.25%  sales  tax 


FAX:  (409)  898-1404 


Vault  Verification:  FFBG1202 


SE   COINS    WILL    NOT    BE   SOLD    BY   THE    U.S.    MiNT    DIRECTLY   TO   THE    PUBLIC.    ORDER   THEM    FROM    FiRST    FIDELITY   RESERVE. 


f 


First  Fidelity  Reserve 

7945  Old  Voth  Road  •  Dept  C  •  Beaumont,  Texas    77708 


Forbes  Subscriber  Service...to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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maximize 


(suffragium  asotas)  tablets 

larger,  firmer,  fuller 


fy  fo  natural  male  enhancement 
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easure 


IV  once  daily  tabs! 


Natural  Male  Enhancement 
can  increase  the  pleasure 
of  your  love  life. 

Maximize  the  Pleasure  Just  one  Enzyte  tablet  taken 
daily,  and  in  three  to  four  weeks  you  will  realize  the 
value  of  Natural  Male  Enhancement  to  your  most 
intimate  relationships.  In  Addition  to  larger, 
fuller,  and  firmer  erections,  Enzyte  provides 
increased  virility,  energy  and  stamina.  (Best 
results  are  achieved  through  a  full  3  month  program.) 

Documented  Benefits  Independent  customer  studies  show  that 
the  overwhelming  majority  of  men  who  use  Enzyte  uninterrupted, 
for  the  entire  90  day  period,  report  a  12-31%  increase  in  arousal 
size.  The  average  gain  being  24%. 

Proven  Results 

•  82%  of  customers  re-order  Enzyte 

•  96%  customer  satisfaction  rating 

•  Enzyte  is  also  physician  approved  and  endorsed  as  a  safe,  and 
extremely  effective  alternative  to  prescription  Viagra 

Quality  Guaranteed  Enzyte  is  formulated  with  the  highest  quality 
ingredients,  packaged  to  meet  the  highest  standards,  and  is  backed 
with  a  full  90  day  Guarantee. 

Available  without  a  prescription 

Contact  your  healthcare  professional,  visit  us  on  the  web 
at  enzyte.com,  or  dial  direct  to  1-877-4ENZYTE. 


Please  Print 


Name 


Phone ( 


Address 


Apt. 


City 


State 


Zip 


1  Month  Enzyte  Trial  Supply   $    59.95 


5  Month  Enzyte  Program  (Only  $35.95  per  month) 
Buy  3  months,  get  2  months  free! 


$  179.75 


Full  1  Year  Enzyte  Program  (Only  $29.95  per  month) 
Buy  6  months,  get  the  remaining  6  months  free! 


$359.40 


Certified  Pack  and  Ship  Process  (CPSP") $      9.95 

SKure  Lock  System'  Assures  Confidentiality 
Sterile  Pack  Insures  No  Package  Tampering 
Sales  Tax  (applicable  to  each  state) 
Expedited  Rush  Shipping:  Product  Guaranteed 

to  Ship  Within  48  Hours  of  Received  Order  Total  Enclosed 

(U.S.  Funds  Only) 


Canadian  orders  add  $10.00 

All  other  international 

orders  add  $15.00 


Method  of  Payment:        D  IVIC     Q  VISA     D  Am.  Ex.     n  Disc.     D  Money  Order 


Credit  Card  Number 


Exp.  Date 


Signature 


Send  Money  Orders  to:  Lifekey  Healthcare.  Inc.,  Customer  Care-Order  Processing,  Building  Box  42635,  Cincinnati,  OH  45242 


'Individual  results  may  vary.  "Study  results  based  on  customer  response. 

Enzyte  is  not  a  contraceptive  and  will  not  aid  in  the  prevention  of  sexually  transmitted  diseases. 

Lifekey  Healthcare,  Inc.,  Cincinnati,  OH   ©  2002,  Lifekey  Healthcare,  Inc.  All  rights  reserved. 
Viagra"  is  a  registered  trademark  of  Pfizer,  Inc 


THnilRHTS 

On  the  Business  of  Life 


B- 
usitiess  was  originated  to  produce  hcq>piness,  not  to  pile  up  millions.  Are  we  in  danger  of 
forgetting  this?  What  profiteth  it  a  man  to  gain  uncounted  riches  if  he  thereby  sacrifices 
his  better  self  his  nobler  qualities  of  manhood?  Mere  getting  is  not  living.  The  man  who 
depends  upon  his  bank  account  to  insure  him  a  happy  life  reaps  disappointment.  To  the  businessman, 
success  heretofore  too  often  has  been  merely  to  become  rich.  That  is  not  a  high  standard.  It  is  a  stan- 
dard, happily,  that  is  passing.  — B.C.  FORBES  (SEPT.  15, 1917) 


Some  thoughts  gathered  from  85  years 
o/FORBES; 


Our  business  didn't  grow  of  its  own 
accord.  We  didn't  simply  sit  still  and 
do  nothing  but  draw  in  dividends. 
We  allowed  neither  success  nor 
temporary  setbacks  to  cause  us 
to  lose  our  heads. 

—JOHN  D.  ROCKEFELLER  ( 


FORBES 
MAGA%I\E 


1917) 


The  year  1929  should  be  one  of 
unprecedented  prosperity.  Good  times 
should  be  experienced  not  only  by  the 
great  majority  of  our  own  people  but 
by  those  of  almost  every  other  country 
in  the  world  which  is  at  peace. 

—WALTER  R  CHRYSLER  (1929) 


We  are  living  in  the  most  glorious 
period  of  world  history.  We  are  looking 
ahead  toward  an  extraordinary  period 
of  long-range  prosperity. 

-JOHN  TEMPLETON  (198^ 


Leadership  is  a  performance.  You  have 
to  be  conscious  about  your  behavior, 
because  everyone  else  is. 

—CARLY  FIORINA  (199' 


There  are  no  foreseeable  limits  on  ha 
much  we  can  grow. 

—DENNIS  KOZLOWSKI  [M 


il 


A  man  will  give  up  almost  anything  today 

before  he  gives  up  running  his  automobile. 

—HARVEY  S.  FIRESTONE  JR.  (1958) 


It  is  not  hard  to  make  labor  happy 
if  you  recognize  yourself  in  your  men. 
Such  a  thing  as  democracy  in  industry, 
love  in  industry,  is  possible — and  it  is 
good  business.  It's  got  to  be  made  possible. 
It  is  as  simple  as  the  Golden  Rule. 

-GEORGE  F.  JOHNSON  (1939) 


People  are  motivated  by  emotional  drives 
of  various  sorts.  When  you  tamper  viHth 
those  emotions,  you're  tampering  with 
what  makes  a  company  successful. 

—HENRY  SINGLETON  (1968) 


A  Text... 

With  all  thy  getting, 
get  understanding. 

—PROVERB 


I 


\ 


Boredom  is  the  worst  mental  strain;  before 
long  you  begin  to  have  hallucinations. 

— ST.\\'I.EYRfcJiOR(l949) 


Never  spend  your  last  reserves — because 
no  man  can  predict  how  far  the  market 
will  go  to  emotional  extremes  or  what 
disaster  will  befall  the  human  race. 
Wlien  you're  80 you'll  understand. 

— T.  ROWE  PRICE  (1977) 


Sent  in  by  Verda  M.  Jones,  Anchorage,  Alasl 
What's  your  favorite  text?  The  Forbes  Bool- 
Quotations:  Thoughts  on  the  Business  ofb'i 
given  to  senders  of  Bible  texts  that  are  used. 


bJ|l 


More  than  14,000  "Thoughts,"  arranged  alphabi 
subject,   are   available   in   a   900-page,   one-wi" 
delu,\e  edition,  forte  Book  of  Quotatiom:  ThoughaB" 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shi| 
$1  per  item  for  handling  (add  applicable 
To  order,  please  call  toll-tree,  1  -800-876-6556. 
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